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JUSTICE NGCOBO

Okay, good morning, ladies and gentlemen. Welcome to

the second day of hearing three. We will start today with Discovery Health (Pty) Ltd.
I understand that you’ve already taken your seats. Thank you very much indeed. I
wonder if you could, Dr Broomberg, if you could just place your name on record and
5

who you represent and then we can start if you are ready. Very well.
DR BROOMBERG

10

Thank you, Chair. My name is Jonathan Broomberg.

I’m the chief Executive of Discovery Health. If I may I’d like to introduce the
delegation with me, my colleague, Emile Stipp, who’s the chief health actuary for
Discovery and my colleague, Dr Ayanda Ntsaluba, is with us as well. Dr Ntsaluba is

10

an Executive of the Discovery Group and he chairs the board of directors of Discovery
Health. And we thank you for the opportunity to present to the panel this morning.
JUSTICE NGCOBO

Will these gentlemen be assisting you in responding to

some of the questions?

20
15

DR BROOMBERG

If necessary, yes.

JUSTICE NGCOBO

Yes.

DR BROOMBERG

So yes.

3|Page

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

JUSTICE NGCOBO

Yes. Perhaps if that is so I wonder if Dr Ntsaluba

would want to come forward and take a seat next to you.

5

DR BROOMBERG

Thank you very much.

JUSTICE NGCOBO

Yes, very well.

Broomberg?
DR BROOMBERG

10

Do you want to proceed, Dr

Thank you, Chair. If I may have the first slide. I

would like to begin by just providing some context to the panel which is that we have
in this presentation chosen to focus on some specific issues related mainly to how our
business operates in the environment and to focus specifically on some of the

10

consumer-related issues that have been raised during the past week and a bit of the
panel hearings as well as issued raised in the revised statement of issues. So this is
certainly not a comprehensive view. We did make a comprehensive submission and
we are understanding that there will be further opportunities to delve in depth into

20
15

some of the other issues on the panel’s mind. So if I could have the next slide please.
We’d like to use this presentation really to make the following key sets of observations
to the panel firstly to talk about the structure of private healthcare funding and where
Discovery Health fits into that and specifically to make the point to you that medical
4|Page
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schemes have to maintain a very difficult equilibrium between maintaining affordable
contributions, providing rich benefits that their members expect and maintaining
statutory solvency and that that very difficult balance leads to what we call a blame
paradox in which everybody is pointing fingers at these not for profit entities and
5

blaming them for not providing what they want.
The second observation we’d like to share is about the drivers of medical inflation. We

10

have provided significant evidence of this. I’d like to go over some of that very briefly
this morning but really to make the point that the fundamental driver of the difference
between CPI and claims experience as seen by medical schemes is the volume of

10

services consumed by members and the growth in that volume each year. So utilisation
is the critical issue and the key driver of that we see in our data is adverse selection
against open medical schemes. That is the fundamental driver and I’ll share evidence
with you of that.
We then would like to address the question that has clearly emerged in your hearings

20
15

which is the complexity of medical scheme products and to try and explain why that is
the case and what we do to try and assist the members of our client medical schemes to
deal with product complexity. And then I will hopefully be able to address some of
your concerns on the role of medical schemes and their administrators in dealing with
5|Page
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issues of quality of care in the private sector delivery system. So I will try and whip
through these four chapter headings. Chair, obviously if there are questions at any time
I’d be happy to answer them along with my colleagues.
So to start with Discovery Health and how we fit into the broader healthcare system
5

and our business model I think the panel will be aware that Discovery Health is a third
party administrator and managed care organisation. We have contracts with 18 clients,

10

those are medical schemes, and through them with approximately 3.3 million medical
scheme members at this point in time. As the panel can see on the screen these clients
fall into two types. The first is an open medical scheme, the Discovery Health Medical

10

Scheme. The Discovery Health Medical Scheme is presenting tomorrow to your panel.
And Discovery Health Medical Scheme has approximately 2.7 million members today
and it competes in the market with 23 other open medical schemes.
Discovery Health also has contracts with 17 so-called restricted medical schemes.
These are schemes that are typically limited either to one employer or a selected

20
15

industry. There are a total of 67 of those that do not compete with each other but are in
the market and with each of those 18 clients Discovery Health has fixed fee contracts.
We’re aware that this has been a question that the panel has focussed on. Those
contracts are highly detailed, very detailed in the specification of the service levels that
6|Page
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Discovery Health is required to provide to each client. They differ between the clients.
With one or two exceptions all of those contracts contain quite significant penalties
should Discovery Health fail to meet the service levels. However there is no reward
for outperformance for Discovery Health. In other words the fees are a fixed amount
5

paid per policy per month and if Discovery Health outperforms on any of the service
levels there is no upside if you like. And that’s not our choice. That’s been a clear

10

statement of policy from the regulator that the regulator does not want to see medical
scheme administrators being rewarded for outperformance so that’s the reason for that
situation.

10

We do in our submission provide extensive detail on how Discovery Health competes
in the market. I do not want to spend too much time on this because we are aware that
there’ll be another set of hearings on the dynamics of competition, but save to say that
just to make two particular points. In the restricted scheme environment we compete in
a very active way usually in open or restricted tender competitions for the business of

20
15

the restricted medical scheme. In the context of our relationship with the Discovery
Health Medical Scheme we compete if you like alongside the scheme in the market for
open scheme members and we are very strongly aligned as I’ll share with you in more
detail shortly with the objectives of the Discovery Health Medical Scheme which is
7|Page
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strong growth and stability so we support the Discovery Health Medical Scheme as a
competitor for beneficiaries in the open scheme market. And the mechanisms by
which we assist our competitors, apologies, our scheme clients to compete is product
innovation, excellent service to clients of the scheme and significant investment in
5

effective claims risk and fraud management as well as efforts to improve quality of
care in the healthcare system.

10

I want to dwell for a few minutes on the incentives of Discovery Health in its actions in
the market in its business model and to make the point to you that contrary to what I
believe the panel has been led to believe by some other submissions and evidence to

10

the panel it is our very firm view that certainly in the case of Discovery Health but we
believe with most other administrators we are extremely strongly aligned with our
medical scheme clients, in fact I would say perfectly aligned in all their objectives with
one exception and that is in relation to the fees that are paid to us by the medical
scheme so that is the one natural point of tension where one could argue there’s a

2015

conflict of interest although I’m not even sure that’s the right term. There’s a natural
tension between the fees that we would like to charge and the fees that the medical
scheme trustees are willing to pay.
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But in every other respect, and I’d like to dwell on this slide for a few minutes, our
incentives are perfectly aligned with our medical scheme clients and when they benefit
we benefit and vice versa. So if I could take you through these key objectives on the
left of the slide our first objective in supporting our scheme clients is to reduce
5

healthcare costs faced by scheme clients and the schemes themselves to the fullest
extent possible but without compromising the quality of care that members receive. If
we achieve that objective the impact on our medical scheme clients is they experience

10

lower claims costs and therefore lower premiums. So that is the first alignment of
incentives.

10

Our second objective is to improve the quality of healthcare that scheme members
receive and if we are successful in that the impact on our scheme clients is that there
are fewer adverse incidents and errors. That obviously is of fundamental importance
for the quality of life and even the mortality risk for medical scheme members but it
also reduces claims costs by cutting out waste and repeated investigations and

2015

additional treatments. Thirdly our objective is to design with our medical scheme
clients suitable benefit plans, to communicate effectively with clients and to assist the
medical schemes by building extensive cost-effective networks of hospital and doctor
providers.
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If we are successful in those the impact on schemes is firstly that our scheme clients
can be fully compliant with prescribed minimum benefit regulations.

Secondly

members can see doctors contracted with the scheme without balance billing or copayments and finally that members are far more satisfied with their benefits and have
5

fewer complaints. And I think this is a moment to make the point to the panel that
contrary to what I think has been, you’ve been led to believe medical schemes and their
administrators have no interest whatsoever in denying claims to medical scheme

10

members.
If you put yourself in our shoes every time a claim is denied that leads to member calls,

10

to complaints. It creates huge friction in our environment and costs us a lot of money
and so all other things being equal our first choice would be to pay everything because
that would make our business simplest and easiest and our customers most satisfied.
Of course we can’t pay everything because then the scheme claims would go out of
control as would premiums and members would then be unhappy in subsequent years

2015

so I think we have no interest and nor do our scheme clients in denying other claims
other than to ensure that the rules are adhered to and that premiums remain affordable
long into the future.
Now, Chair, I’m not at point 4 on the left of the slide. Our fourth objective is to
10 | P a g e
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provide excellent service and we deliberately use the word to all stakeholders here so
we have to service clients. We also have to service, you know, tens of thousands of
providers, doctors, allied health professionals, hospitals and so on. And we have to
service brokers so a large number of stakeholders and if we do that well the
5

stakeholders are satisfied with service levels and there are fewer complaints. A fifth
objective of ours and I think this makes us slightly different to our competitors is a
very strong focus right from the very beginning of Discovery Health on making the

10

members of our client schemes healthier and helping them to live healthier lifestyles.
We do that in order to assist scheme clients to reduce their health risks. We’re aware

10

that if they do that claims are lower, premiums are lowers and this increases both
employer and member loyalty to the medical scheme. And finally our sixth objective
is to keep administration costs competitive and in line with or below consumer price
inflation and the impact of that is a decrease in administration fees in real terms and
lower premiums for members. And if, Chair, if you now focus on the far right of the

2015

screen I want to make the point again that if all of these objectives are met this benefits
both Discovery Health and our scheme clients.
And if we look at Discovery Health Medical Scheme, the open scheme in the first
instance, if we meet all of these objectives this makes the Discovery Health Medical
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Scheme more competitive. It grows. When it grows it is able to attract on average
younger members than its existing client base which improves its financial stability.
And when it grows and is successful we are successful because our administration fee
income grows. And so that reiterates my point that in relation to our relationship with
5

the open medical scheme, Discovery Health Medical Scheme, our incentives are 100%
aligned with them other than for the issue of administration fees.

10

When it comes to restricted schemes if we’re successful with these various objectives
this makes us more competitive in the market for closed schemes, so when we go into
competitive tenders we are able to demonstrate very significant competitive advantage

10

over other administrators and this has led to our success in winning several contracts to
the point where we now have 17 such clients having started in this business
approximately ten years ago in the restricted scheme business. And again if we win
more contracts, if we’re able to retain the business of our existing clients then our fee
revenue increases and so I do want to emphasise our belief that there is no divergence

2015

of interest between administrators and schemes except in relation to the admin fee
quantum.
Chair, in terms of the business model that we apply as we noted in our submission not
every administrator has the same model. Our business model is to provide a fully
12 | P a g e
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integrated set of services to our scheme clients. They include both research and
development and product design and advice, where appropriate a full suite of
marketing and distribution services, a full suite of administration and servicing as well
as sophisticated benefit management, managed care and quality of care interventions.
5

I do want to dwell in this slide for a few minutes. I’m sure you’ll hear more tomorrow
from the Discovery Health Medical Scheme about the governance relationship between

10

Discovery Health shown in the bottom of the slide and our medical scheme clients
shown at the top. In each case there is a fully developed third party relationship
governed by a detailed contract as I spoke about earlier that specifies service levels and

10

we have very intensive and very ordered and structured interactions between Discovery
Health, me and my colleagues, and the medical scheme clients and those interactions
occur at a board of trustee level with the governance structures and they occur in
Executive level with the office or offices of each medical scheme.
And just to illustrate the point if I can speak briefly about the Discovery Health

20
15

Medical Scheme, the Discovery Health Medical Scheme has a very structured
governance approach. It has a board of six highly qualified trustees with a very wide
mix of skills independently elected mainly by the members. That board meets at least
eight times a year. It has ten subcommittees. And I and my colleagues attend the open
13 | P a g e
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session of that board at every meeting. That board typically will meet for 10 to 12
hours often and I and my senior colleagues are in those board meetings for the full
open session and then there’s a closed session at each board meeting where the trustees
meet without any of Discovery Health or other parties.
5

Similarly we have participation in most of the subcommittees of the board. As and
when required we report to the board on all issues relating to the contract and I can tell

10

you that we are held accountable in an extremely rigorous way on every level of the
services that we provide by the board of trustees and its subcommittees.

At an

Executive level the Discovery Health Medical Scheme has a principal officer and an
10

office of full time Executives who play various different roles. We interact very
frequently with them. The principal officer participates in the open sessions of my
Executive committee in Discovery Health and his colleagues participate in the open
sessions of our various other operating Executive committees so there’s a high degree
of interaction all of which governed by a formal third party relationship.

20
15

It I think provides a very successful business model. Both parties hold each other to
account and we believe that this model as I hope our submission and this presentation
will demonstrate has led to the very significant success of the Discovery Health
Medical Scheme over a period of 16 years and will continue to do so into the future.
14 | P a g e
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Just to give the panel a sense of the scale of our business and the investment that’s
required to operate a large and successful medical scheme at the top of the slide just
gives you a quick snapshot of the human capital investment in Discovery Health.
5

We have over 4 000 employees including 1 000 agents taking calls on a daily basis,
500 health professionals actuaries, and analysts. And this investment is what allows

10

the Discovery Health Medical Scheme and our other scheme clients to manage to
provide premiums that are affordable on an on-going basis to manage claims risk, to
manage fraud, to design very sophisticated procurement contracts, to provide

10

countervailing market pressure to the very strong forces on the other side on the
provider side of the market, but it does require this level of investment in order to truly
provide a balanced market and hopefully we will have an opportunity to talk more
about that in subsequent hearings.

20
15

We also have in fact about 500 system engineers, 360 are full time, the balance are
contractors who maintain our systems on an on-going basis and the bottom of the slide
gives you just a snapshot of the volume of transactions that we handle for our scheme
clients. This is on a daily basis. 35 000 phone calls. Those tend to cost R47 per call.
So there’s very significant cost and transaction costs. Medical scheme business is
15 | P a g e
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highly transactional. The bottom row of the slide, Chair, gives you some sense of the
disease burden which also drives transaction costs as well in our environment.
I want to dwell for a few minutes on the question of administration fees, so-called nonhealth expenditure. I know that’s been a focus for the panel. If I can draw your
5

attention to the pie chart on the left I think it’s important to point out to the panel that
of the premiums paid by members 87% go directly on claims or into the reserves of the

10

medical scheme and the balance of 13% meet the costs of running the scheme.
Approximately 2.5% of those go towards brokers and some of the costs of the scheme
office and the trustees. And the admin and managed care fees are currently 10.4%. In

10

the case of Discovery Health Medical Scheme they’ll be 10.3% this year and by 2018
by agreement with the trustees they will be at 9.7%. So they are dropping in real terms
and they are reducing as a proportion of contribution income.
The reason for this is negotiation with the trustees over many years in which the
trustees have successfully in three-year cycles insisted on seeing incremental benefit

20
15

from economies of scale as the medical scheme has grown and we have agreed to that
and the effect of that is that our administration fees are now increasing by
approximately 1% below consumer price inflation on an annual basis, notwithstanding
the fact that our costs increase at approximately CPI plus two mainly because most of
16 | P a g e
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our costs are people costs and a very high proportion of those are variable because of
the transactional environment.
So we are comfortable with this position but I think it’s important to make the point
that in this environment a very significant element of administration fees are
5

deflationary. This shows the relationship between administration fees and the other
claims in the Discovery Health Medical Scheme, base to 2008 index to 2008 at zero.

10

You can see that claims over that period in Discovery Health Medical Scheme have
increased by 70% above CPI over seven years. Administration fees are 4.2% below
CPI over the same period. And so I think it is accurate to state that in the Discovery

10

Health Medical Scheme environment administration fees charged by Discovery Health
are the only element that is deflationary.
I also want to make the point to the panel that we believe that the term non-health
expenditure is not accurate when applied only to administrators. Every element of the
healthcare including every doctor’s office, every physiotherapist’s office and every

20
15

hospital corporation has administrative costs in order to run their businesses and so I
think if one is going to talk about non-health expenditure it shouldn’t be applied only to
administrators because actually there’s a significant element of administration in every
element of the healthcare system and for that matter in every element of the economy
17 | P a g e
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and we believe that this kind of cost is an essential element of organising any system
including a healthcare system.
Chair, I want to move onto the point that I made in the summary about the very
difficult position that medical schemes find themselves in our healthcare system. As
5

the panel knows well medical schemes are not for profit by law and they are required to
maintain this equilibrium between these three often zero sum competing dynamics, on

10

the one hand significant benefits for members, on the other maintaining contributions
as affordable and at the same time insuring that they maintain the statutory solvency
levels of 25% of annual premiums and I think the panel will understand that expanding

10

benefits will have a cost of higher contributions or will come out of reserves.
And we then see that the board of trustees of each scheme and the scheme themselves
find themselves in what we call a blame paradox. The regulator has very clear – and
the legislation has very clear requirements of the trustees and the medical scheme and
those are stated on the screen. I won’t repeat them in the interest of time but they are

20
15

onerous and very effectively policed by the regulator. At the same time healthcare
providers, and you’ve heard from several of them, have significant demands of medical
schemes. They want complete freedom to make clinical decisions without interference.
They want immediate access and use of the latest technologies regardless of cost. They
18 | P a g e
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also want higher remuneration or a fair return on capital invested. And they would like
as little administrative burden as possible.
At the same time you have members who want rich benefits and low premiums. They
want simple products.
5

They want no restrictions on any access to providers or

medication or technologies. They want freedom to choose providers. They prefer no
co-payments. And obviously they want and deserve excellent service. But I hope the

10

panel will understand that it is impossible at the same time for a medical scheme to
solve for all of those demands. It is literally impossible. And that leads to the natural
situation which I believe the panel has seen in abundance in the last ten days of

10

everybody in the environment pointing fingers at medical schemes and blaming the
scheme for not meeting their needs.
You’ve heard from providers doing that. You’ve heard from members doing that. I
think it’s important and we would hope humbly to persuade you to understand the role
of medical schemes which is to continue to provide affordable benefits to members and

20
15

in so doing they simply cannot meet all the demands of all the stakeholders and I think
it’s been to be honest painful for us and for our medical scheme clients reading the
media reports of the proceedings of the past two weeks to in a sense see the very bad
press and the bad rap if you like that has been given to medical schemes which we
19 | P a g e
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believe comes from a misunderstanding on the part of stakeholders that these schemes
are simply not able to meet all of these demands. It is simply just an impossibility for
them to do so.
Chair, with your indulgence I’d like to then move off onto the second topic which is to
5

spend a few minutes on the drivers of medical inflation.

This is probably the

foundational issue on which this inquiry was established. We did provide significant
10

submissions to this effect and we hope extensive data to support our submission, but I
would like to share with you some very critical observations, at least what our data
shows on the drivers of medical inflation and this is data from the Discovery Health

10

Medical Scheme for the past seven years.
And what this slide shows, Chair, is if you start on the left it shows that the average
consumer price inflation for the past seven years per year has been 6.3%. If I can then
ask you to cast your eye to the far right of the screen you see then that claims inflation
as experienced by the Discovery Health Medical Scheme per annum over these seven

20
15

years has been 11.4%. And I believe that the fundamental question that the panel is
asking and the inquiry is asking is what is driving the differential between CPI of 6.3
and claims of 11.4 because if we could solve that problem I think we could solve the
problem of why medical schemes’ premiums are rising at faster than inflation which is
20 | P a g e
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the critical problem.
And our data speaks very loudly and very clearly and very unequivocally on this matter
and this is illustrated on the screen. What this shows if you can, if I can ask you to
focus on tariffs, the second from the left, this shows that in our environment tariffs, and
5

that is the prices which we contract with hospitals and doctors and others to pay, the
prices have been tracking CPI very closely. They’ve deviated above CPI by half a

10

percent per annum on average for the past seven years. And if we could have removed
that gap completely, in other words for example imagine seven years ago a price
regulator that said provider tariffs will go up only CPI for the next seven years, then

10

medical scheme premiums in our environment would’ve been 2.8% lower than they are
today.
So I think I hope that this makes the point to you that price inflation is not the problem
at least as we see it in the medical scheme environment. Price inflation is not the
problem. I’m not here addressing the absolute level of prices. I think that is an

20
15

important question and we’d certainly be happy to discuss that with you, but price
inflation is not the problem. On the other hand what is the problem is shown in the
middle two columns of the slide which is utilisation. By utilisation we mean the
volume of services consumed by the average medical scheme member and how that
21 | P a g e
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increases from year to year. And what this shows you is that in our environment
utilisation is increasing by 4.6% every year.
In fact currently this data relates to 2015. We believe that looking forward utilisation is
moving more into the range of 5 to 5.5% per annum. That’s driven by two factors:
5

demand side and supply side factors. I will provide data on this but just to make the
point broadly that if we look at the differential between CPI and claims inflation tariffs

10

account for 10% of that differential and utilisation accounts for 90% and of that 90%
approximately 60% is demand side and 30% is supply side. And I will try and provide
a little bit more detail on what drives that in the next few slides. Just to reiterate my

10

point about the impact of utilisation however if we could rewind the clock and stop the
utilisation at the level it was in 2007 premiums today would be 27% lower than they
are and I think I hope that illustrates the point that it is utilisation that is the key driver.
Chair, five of the submissions that were submitted to you by other parties in the
healthcare system came up with essentially exactly the same observations as us and

20
15

you see there two, one major administrator, Medscheme, two of the major hospital
groups and an independent economics consulting firm. The numbers differ slightly. I
think that relates to the timing to which years were used but as far as we could see there
was no dissenting evidence submitted to you about the fundamental driver of inflation
22 | P a g e
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mainly being utilisation as opposed to tariff. And I think that that’s a very important
point to emphasise.
I now want to turn the pane’s attention to the drivers of utilisation. I made the point
that more than two thirds in our view is demand side. And our fundamental view is
5

that this is driven mainly by anti-selection or adverse selection against open medical
schemes and I’d like to share a little bit of data with you on this. This first slide shows

10

you in the shaded curve the age distribution of the overall South African population
and in the red curve the age distribution of the medical scheme population. And I think
it makes the very obvious point if you look first at that valley around the ages of 20 to

10

30 that young people either opt out or stay out of medical schemes at a point in time
when their contributions are most needed.
It is those people in late teen years into late twenties where the surplus generated by
schemes is highest but you can see very clearly that people stay out or they drop out of
their medical scheme as soon as their parents no longer pay their premiums and then

20
15

when they’re planning a family they join again. So they join just as they’re planning to
claim more than they contribute and the loss of surplus from that group as well as if I
can ask you to turn a little further to the right, you’ll see that there’s a disproportionate
membership of schemes in older age groups relative to the population so you see the
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red line above the gold curve all the way to the right.
And the combination of those two elements of anti-selection has been independently
valuated by Lighthouse Actuarial Consulting to account for approximately 23% of total
contributions to schemes today, open schemes. In other words if today you could wave
5

a magic wand and get rid of that anti-selection and the age distribution of the scheme
was the same as the population medical scheme contributions could be almost one

10

quarter less than they are today.
DR VAN GENT

Dr Broomberg, it doesn’t explain the growth, isn’t it?

It’s the absolute height.
10

20

15

DR BROOMBERG

Sorry, I don’t understand the question exactly.

DR VAN GENT

This has been happening I think since 2000.

DR BROOMBERG

Yes.

DR VAN GENT

So it doesn’t explain the growth in premium rises.

DR BROOMBERG

I think it has been happening since 2000, you’re correct,

but it is happening at increasing rates and we see this in every single year, the pattern
of selection incrementally becoming worse. I think there are a number of reasons for
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that.

The first is certainly since 2009 we’ve been in a very tough economic

environment and pressure on households has become harder. It is also the case that as
medical scheme contributions have increased relative to wages and salaries the choice
of joining a medical scheme has become more difficult and that has exaggerated anti5

selection. I would say thirdly that selection not only occurs against medical schemes as
you see in this slide but it occurs within medical schemes, in other words that people
buy up to higher plans when they become sick and they tend each year now to join

10

lower and lower plans when they first join and then to buy up later. So there’s an
aggravating pattern of adverse selection that we see in the environment.

10

A little bit more evidence from the Discovery Health Medical Scheme of adverse
selection: over the seven-year period a 7% aging of the medical scheme. I will make
the point a little bit later about this. A 60% increase in the ratio of chronic members,
these are members who are registered for at least one chronic condition. They’re now
claiming for medication and treatment.

20
15

And I think very important for the panel, a 20%, 21% reduction over the period in
people who never claim from the scheme’s risk pool. These are – people who never
claim are fundamental to the scheme generating surplus and becoming sustainable and
staying sustainable because I think the panel understands that those who do claim tend
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to claim many multiples of their premiums and so you need a significant proportion
who never claim.
Let me emphasise that this is, these numbers look high because this is from the risk
pool only. If we look at the equivalent data for including the savings account element
5

28% of people never claimed at all back in 2007 and that’s reduced to 20% or just shy
of 21% in 2015 and this again illustrates the fundamental cost pressure in the

10

environment. If I can share just one further bit of data with you on anti-selection, if
you take the case of two very serious conditions, multiple sclerosis on the left and
rheumatoid arthritis and related conditions on the right, I think the panel would accept

10

that one should expect particularly in a very large medical scheme of 2.7 million
people that the distribution of those conditions across the duration by which members
have belonged to the scheme should be random, randomly distributed.
So the X-axis on the slide shows the number of years that the member has been on the
scheme.

And what you see here is that for multiple sclerosis a disproportionate

20
15

percentage of the claimants are claiming in their first year and you see the same for
rheumatoid arthritis and I could show you the slide for ten high cost conditions and
you’ll see the same pattern. And you can see on the slide that multiple sclerosis costs
R120 000 per patient. The average family will pay approximately R35 000 per year in
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premium. And so we know that what is happening is when somebody’s not on a
medical scheme and are diagnosed with multiple sclerosis their doctor is saying do
whatever you can do join a medical scheme. Do whatever you can, the same with
rheumatoid arthritis.
5

We also happen to know and the doctors tell us this that because the benefits on the
Discovery Health Medical Scheme are known to be significantly richer than most other

10

schemes doctors are also saying to their clients, their patients, join Discovery Health
Medical Scheme. And the neurologist will tell you that the vast majority of patients
with MS are on the Discovery Health Medical Scheme, the same with rheumatoid

10

arthritis and the same with many other rare conditions. So those who argue that open
medical schemes are able to risk select I think they are not understanding the true
dynamics in the environment.
The fundamental dynamic in the open scheme environment is anti-selection and the
fundamental problem with incomplete regulation is not that schemes can indulge in risk

20
15

selection. In fact they are bearing a huge amount of adverse selection. That is the
fundamental problem that we’d like to persuade the panel of. However I must also
make the point to the panel that it is not only demand side issues that are driving
inflation and utilisation. I did make the point that we think something like 30% is
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supply side driven.
One of the fundamental drivers that we are seeing quite recently and that to be honest is
of great concern to us is the impact of new private hospitals opening up recently. For
many years there was an effective moratorium on new hospital licenses both at the
5

National Department of Health and at the provincial Departments of Health. For
reasons we’re not entirely clear on those restrictions seem to have been lifted in the last

10

few years and large numbers of new hospital licenses are being issued and new
hospitals are opening up. And if I can draw the panel’s attention to just a few examples
in one year, I believe it was two years ago, I’m not exactly certain of the date, there

10

were four new hospitals opened in the Western Cape and we saw an immediate 3.4%
increase in the admission rate.
That may not sound like a lot to the panel but the underlying hospital admission rate in
the Discovery Health Medical Scheme and as far as we know across the board is
around 24%. That means on average one in four members is admitted to hospital every

20
15

year. Of course it’s not one in four because many members are admitted repeatedly.
But an increase of 3% in one year is a dramatic increase in the cost pressures on the
medical scheme and similarly we see the same when there was a new hospital in
Gauteng and a big jump in the Kwa-Zulu Natal Province from one new hospital.
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This is a very clear example of supply induced demand because our data shows that
when new hospitals open in one particular geographic area often close to existing
hospitals the level of, the water level of admissions just rises in total. There is not a
5

compensating decrease in admissions to the existing incumbents. You get a new
hospital and the total level of admissions seems to go up without, you know, and I

10

think what that suggests to you is that the level of demand is in some senses flexible.
It’s not fixed based on the disease burden in the population and it’s flexible and is able
to be induced by suppliers. And I think the panel has heard some other evidence to that

10

effect.
There are some other aspects of the supply side that the panel is aware of. South Africa
like the rest of the world is the beneficiary on the one hand but also suffers the impact
of very fast rate of innovation and market entry of new medical technology. We show
on this slide just two drugs that are now on the South African market that cost in excess

20
15

of R1 million per treatment course for patients so Sovaldi for Hepatitis C and Yervoy
is a new drug for the treatment of advanced melanoma, between R1- and R2 million
per treatment and that’s for the course of treatment.
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The panel may not know that with this treatment for melanoma is only works in one in
four patients and one can’t know in advance which of which patients it will advance.
So one is forced to fund and treat four patients for every success at this cost. I want to
emphasise our view which is that these new drugs are often of dramatic benefit to
5

patients so Sovaldi is curative for hepatitis C and that’s a huge advance over existing
medication some years back, but the problem is these come at extremely high cost and
our members, our clients, the medical schemes and their members, the beneficiaries

10

and the doctors treating those members expect their medical scheme to fund these costs
as soon as they arrive on the market.

10

And if I can show you just the impact on the right of the slide, if we look back seven
years we defined claimants, high cost claimants as those claiming over R500 000 per
annum. Back in 2008 there were 13. That has increased as you can see in multiples to
69 in 2014. And the average cost of those claimants last year was R1.7 million. I think
300 times higher than the average cost of an ordinary claimant in the medical scheme

2015

environment. So Chair, I think just to repeat the point we really do hope the panel
accepts the evidence. We think it’s incontrovertible that the fundamental driver of high
inflation relative to CPI in claims is utilisation and we think it’s incontrovertible that
the driver of high utilisation is mainly adverse selection against medical schemes. I
haven’t mentioned but I must mention in addition to adverse selection we do see a
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rising burden, disease burden, in the underlying population. I think it’s common cause
that there is a growing prevalence of chronic disease. We certainly see that in our
environment and that burden adds to the situation.
JUSTICE NGCOBO
5

On what basis are you suggesting that what you are

presenting to us is incontrovertible? We’ve not heard the others. We still have to hear
what the hospitals are saying.

10

DR BROOMBERG

Certainly, Chair.

JUSTICE NGCOBO

So I just want to know on what conceivable basis are

you suggesting that at this stage we must accept based on what you have just told us
10

that everything that you’ve said is incontrovertible.
DR BROOMBERG

Sir, I certainly didn’t say everything that I’ve said. I

meant to only make that comment in relation to utilisation as the critical driver of
claims inflation and I think with the greatest of respect to the panel our view is that the
20
15

data speaks for itself. Everything we see clearly suggests that it is utilisation. We
believe that that particular fact is incontrovertible.

I by no means intended to

communicate that everything I’ve said is incontrovertible. I think most other things
I’ve said I would regard as debateable and subject to opinion, but the particular
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evidence and as I noted earlier in the presentation several other major stakeholders
have submitted evidence that confirms this point so including two of the major hospital
groups, Chair.
Chair, I would like to now turn to the issue of product complexity and communication
5

with members. We’re very aware of the points made by members of schemes to your
panel and of your panel’s concerns communicated in your questions that medical

10

scheme products are highly complex and that members were somewhat confused and
faced a difficulty in their choice of medical scheme. We were, we also noted I think
some questions that seem to allude to the fact that perhaps this is deliberate on the part

10

of medical schemes and I think – or their administrators – and I think if I’m not
mistaken the revised statement of issues raises the question of, you know, do schemes
and administrator deliberately create product complexity in order to somehow improve
their business.
I want to emphasise as strongly as possible that nothing could be further from our aim

20
15

or objective. Product complexity in our view arises from two fundamental situations.
The first is that scheme members vary very widely in their preferences and needs and
the available income that they have for medical scheme cover. I think that’s very
important. The second which I’ll touch on briefly is the prescribed minimum benefit
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regulations and the combination of those two lead to the necessity of complex products
if member needs are to be served.
So if I could illustrate this on this slide what we show on this slide is that in our view
member needs differ across three main dimensions. The first is some members are
5

very healthy; other members are very ill, and most members fall somewhere on the
spectrum and that the sick tend to require very rich benefits; the healthy may be happy

10

to live with more restricted benefits. Secondly member vary very widely in disposable
income available for premiums. And thirdly members vary in their preferences over
whether they want complete freedom of choice in choosing hospitals and doctors or

10

whether they’re willing to live with more restricted networks of providers.
And perhaps I can illustrate this just with showing you a few typical members in the
Discovery Health Medical Scheme environment. This archetypal member is sick, is of
relatively high income, and we would find that a member like that would opt for one of
the Discovery Health Medical Scheme plans such as the Executive or comprehensive

20
15

plan which have very rich benefits, complete freedom of choice about where the
member goes, and that member can afford such a plan.
On the other hand you could have a member who is sick, for example has a severe
chronic condition or more than one or cancer but is a very low income member. That
33 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

member cannot afford the Executive or comprehensive plans in the Discovery Health
Medical Scheme but in the key care set of plans can actually achieve very
comprehensive benefit but at the cost of restricted networks. So the key care plans
would have a very restricted network of hospitals as well as contracted networks of
5

GPs and specialists.
And in the middle is a healthy member who is a middle income member and this is a

10

person who wants freedom of choice. They could opt in the middle of the playing
range for what the DHMS labels as a saver plan which has rich hospital benefits and
limited day to day benefits. And just to make the point to the panel that unless an open

10

medical scheme provides a very wide spectrum of such choices it is impossible to cater
to the needs of all of these members. In the case of Discovery Health Medical Scheme
there are over 20 000 employer groups ranging in size from three to over 10 000 who
have their employees on the medical scheme. Those employer groups want to be able
to cover the needs of blue collar workers all the way to their Executives and an open

2015

medical scheme must offer this kind of choice if it is to be competitive in the market.
You’ve heard significant evidence in prescribed minimum benefits. I do believe the
panel appreciates at this point that these are highly complex. They’re complex for all
stakeholders. They’re complex for members certainly. They’re also complex for
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doctors and other providers and they are complex for schemes and their administrators
and this flowchart, this algorithm chart, gives you some sense of the kind of decision
making that is required by all stakeholders. I do want to emphasise here because I
think that the panel has been led to believe otherwise by some submissions certainly
5

that in our environment the Discovery Health Medical Scheme and Discovery Health
scheme clients more broadly are fully compliant with every aspect of PMB legislation
including both the spirit and letter of the law and the PMB code of conduct developed

10

collaboratively between the CMS and the rest of the industry.
I think the panel has also been given the impression that schemes and administrators

10

somehow deliberately obfuscate PMBs and try and somehow not pay PMBs and so on
and I want to emphasise that at least in our environment we make every effort to pay
PMBs fully and in full compliance with the law. I think it’s important for the panel to
understand the difference between on the one hand the chronic diseases and I know that
many submissions have been made to you and on the other the so-called DT PMBs or

2015

diagnosis treatment pair sets of PMBs.
The chronic disease list or the CDL are 27 chronic conditions. These, Chair, are easy
for schemes and administrators to manage because if you’re diagnosed with diabetes or
hypertension that’s a long term condition. There are clearly defined entry criteria and
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clinical criteria. We have well-defined baskets of care and treatment formularies. And
once a member of any of our client schemes is registered for one of those conditions
they are automatically in our claim system flagged and will have their claims paid
automatically out of the risk pool according to their basket of care, and so virtually
5

every one of those claims are paid in full always and that is really never a problem.
The problem and I think much of what you heard from members in the early hearings

10

relates to the DT PMBs and there are 270 of these. These are far more complex. There
are often complicated diagnoses at stake. There are comorbidities. The medical
scheme receives multiple codes on many of these from multiple sources and it is – and

10

the codes often change. So if I can give you the example of somebody who sees a
specialist for a particular DT PMB condition or one which may be they are then
admitted to hospital. On the day of admission the authorisation comes in with a code
and very often we will see that code changing during the course of the admission or
after discharge as the diagnosis is made clear.

20
15

And I think if the panel has the impression that administrators and schemes can
automatically identify DT PMBs just from the ICD10 codes we would like to suggest
that that is simply impossible because these codes change and because often one needs
additional information beyond the ICD10 code. There may be procedure coding.
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There may be diagnostic information, pathology or radiology results that are required
that’ll change an ICD10 code from a non-PMB to a PMB. It is simply impossible ex
ante to automatically recognise the DT PMB as a PMB.

Bear in mind that

approximately 93% of claims come into the Discovery Health environment
5

electronically. They are automatically adjudicated based on claims algorithms and paid
within hours. And that’s for the benefit of all stakeholders including members and
providers and so those would then be processed as the claims system says.

10
This problem of recognising DT PMBs automatically was clearly acknowledged by the
CMS in the PMB code of conduct and it’s there in black and white that schemes and
10

administrators cannot be recognised to pay out of hospital claims for DT PMBs
automatically.

I will give you examples of where I think they can be paid

automatically. If a patient has an organ transplant the condition is a DT PMB. We
know after you’ve had a kidney transplant that you are forever going to require a
basket of care and you will then be flagged in our system as entitled to that basket of
2015

care. And then you are treated very much as if you had a chronic condition.
But if you have a DT PMB like otitis media that develops complications we will not
know that until certain additional information has been obtained. And when that is
obtained our environment will process that claim and pay it from the risk pool. I think
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it’s also important to point to the panel this information at the bottom of the slide
which is out data shows that 91% of identified PMBs and potential PMBs are paid in
full from the risk benefits of the scheme. What about the 9% that are not paid? Those
would be a combination of the following factors. Firstly a significant number of
5

members voluntary opt to use non-designated service providers for their PMB
treatment and they then incur a co-payment voluntarily and that accounts for some of
that 9%. Secondly a very significant proportion of the nine are potential PMB claims

10

either that are never proven… They do not work out as PMBs at the end of the day
because either a diagnosis is not made or information is not provided to the scheme.

10

So our view is that although no doubt there are certain members who are not getting all
of their DT PMB claims paid. As soon as we become aware that such a claim is
payable it is paid out by the Discovery Health Medical Scheme or the other closed
schemes on our administration platform.

Chair, there was clear evidence in the

hearings of the past few weeks of concern from the panel about whether schemes
2015

provide sufficient information to their members to help them navigate this very
complex environment and I think we would be the first to admit that the private
healthcare system is highly complex for its consumers. I think we’d be the first to
admit that.
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I’ve talked about why there’s product complexity. I think as you move into the
provider hearings you will get more evidence about the complexity for ordinary
members of navigating the delivery side of the system. We have a highly fragmented
delivery system. Every doctor practices in isolation from every other. Information
5

flow is poor between providers. And when members are sick navigating that system is
perhaps even more complex than their healthcare cover product but we’re fully alive to
this issue and we make immense effort, we and our scheme clients, to assist members

10

and brokers at every point in the client journey and these slides illustrate different
points in the journey.

10

I start here with joining a medical scheme. I believe the panel will delve more into the
role of brokers later on and I won’t dwell on that save to say that 97% of members who
join the Discovery Health Medical Scheme join through a broker. It is the job of
brokers and they are paid for it to advise clients on the best scheme and the best option
within schemes. And our job is to support those brokers to our best ability with

2015

extensive information which we do. We provide a large amount of written material,
online material and training for brokers.

We also provide extensive information

directly to members electronically and in hard copy at the time that they join the
medical scheme. What we provide is listed on the screen. I won’t read it. Business we
do provide an extensive amount of information at the point of joining.
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When a member then needs to access the healthcare system we do our very best to
provide extensive information as well so when a member calls us to ask for hospital
authorisation before they even talk to one of our agents we have a voice message which
reminds them about PMBs and their entitlements. We have tools on our website which
5

allow members to search for contracted hospitals and doctors that are fully covered in
terms of their benefits and PMBs. I also want to emphasise to the panel that when a
member is admitted to hospital in an emergency they have full regardless of where they

10

go, whether it’s to a designated service provider or not, and they are covered in full.
We are then in contact – if for example we become aware that a member of a restricted

10

plan has been admitted to a non-network hospital after a motor vehicle accident our
case managers monitor that day by day. As soon as we’re comfortable and the doctors
treating the patient are comfortable that the patient is stable we make a call to the
family to say are you aware that the patient is being treated by non-designated service
providers in a non-network hospital. You were covered in full until you were stable.

2015

You now have a choice of whether you want to stay in that hospital but there will be
co-payments from tomorrow or we can arrange for your transfer to a network hospital.
So we have a team that makes those calls to families to alert the patient while they’re in
hospital.

40 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

When the hospital admission is authorised the agent also provides extensive
information and we provide a detailed email confirming the authorisation which has
full detail on PMBs and a detailed PMB guide that goes with it. We also send a
procedure guide which explains to the members the procedure that they will be
5

undergoing and the risks and the benefits and what to expect from complications
etcetera. This was developed with the Royal College of Physicians and Surgeons in the
United Kingdoms and we’ve customised those for South Africa.

10
So again a lot of information at the point of access in the system. I do want to
emphasise to the panel and I think this will make sense to you as it does to us that
10

unfortunately with health insurance, and perhaps this is true with any kind of insurance,
people tend not to focus on the detail of their product until the moment that they need
to claim. And healthcare I think the problem is even more serious because often at the
point of an admission or an accident or even a planned procedure people become
anxious and there’s a lot of emotion. And that’s often very late in the day to be

2015

explaining to somebody about PMBs and all of this but the difficulty we face and
brokers face and the whole environment faces is that it is really difficult to get ordinary
consumers who’ve got many other worries on their mind every day to focus on these
details, you know, when they’re not thinking that they or anyone in their family is
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going to be using the healthcare system anytime soon, particularly for something very
serious.
JUSTICE NGCOBO

Hopefully at some point you will provide an explanation

as to precisely why is that so. Why is it that consumers don’t seem to know what they
5

are entitled to under a particular cover and only discover that when they get to hospital
or to a service provider and they are told you’re not covered? Who is to blame for

10

that? Why is it that there is no attention – I know what the problem may be in relation
to other insurance, but in the context of the medical scheme why is that so? Is there
overemphasis on getting the person to join and an omission to give the person the sort

10

of detail that a person requires to make an informed decision as to whether or not to
join that particular scheme? I think at some point if you could deal with that, not now
but at some point.
DR BROOMBERG

Thank you, Chair. I certainly will try to do that. The

third point in a journey for a member is the point of claiming so they’ve had a
20
15

treatment and there’s now a claim and again here we make intensive effort to assist the
member with all aspects of their claim. Several times a week we dispatch claims
notifications and statements to members. We indicate to them that their claim has been
received and that it’s been paid. We explain on that statement what’s been paid, how
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and why. We provide them details on how much of their day to day benefits or various
limits have been utilised and we often provide messages on how to avoid co-payments.
So for example if a member is in a pharmacy and uses a medicine that is not covered in
full by their benefit plan we will send a message to them suggesting how they could
5

avoid co-payments the next time and similarly with the use of doctors and so on.
We have extensive digital tools and application for members on smartphones that

10

provides full detail on claims submitted, on how claims were paid, reasons for short
payments or non-payments, and a very detailed website that is used, you know, more
than a million times a month by our members that provides full detail including videos

10

on how to claim for different conditions, on how claims are paid etcetera etcetera. We
also have generic information available for all members and for brokers and we invest
very heavily. A very significant element of our costs go on communication. And Mr
Chair, perhaps this is a brief moment to try and respond to your very important
question and to be honest I’m not sure I can answer very accurately whose fault it is.

20
15

I can tell you that from our point of view we understand the complexity of the products
and we understand how difficult it is for an ordinary consumer to understand. We do I
believe the best we can which is provide as much information as we can in plain
English through as many channels as we can to brokers, to employers and to members.
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I do think one of the problems is just a very simple human problem which is that
people are busy; the products are complex, therefore the information even though we
try and make it simple, you know, a planned guide which will be several pages long, is
sort of more information than the average busy parent or worker wants to read if they
5

have no plan in future of using the health system at least that they’re aware of.
And so I’m conscious of not answering your question very well but I do believe that

10

this is a global problem. I do not believe information asymmetry in healthcare and
consumers being poorly informed is a South African private healthcare problem. It is
truly a global problem. And I think stakeholders on every side of the healthcare system

10

struggle dramatically with this issue, you know, in trying to inform members in simple
ways long before they need the healthcare system.
And as you imply, Chair, that should be done even before they make the purchase
decision and we do hope and we believe that brokers if they’re doing their job properly
should be providing that advice. But also once the decision has been made, you know,

20
15

that there’s also a number of important information elements to communicate about
how the member gets the most out of the benefits that they’re paying so much for.
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JUSTICE NGCOBO

I suppose the question really is if the schemes accept that

this is a global problem and they also accept that it is a problem that has been in
existence for many years and you accept that. I think the question there is what
mechanisms if any have the schemes, the administrators put in place in order to address
5

the problem. What assurance for example do schemes, do administrators have that the
brokers do their job properly given the potential incentive on the part of the brokers to
make sure that they get as many people to sign up as possible? The other – you don’t

10

have to answer these questions now but I think at some point if you would care to deal
with them. What poses a problem is why do you repeatedly make the point about the

10

complexity of the product offered by the schemes? I mean, what’s complicated about a
person getting sick, knowing where to go to get the treatment? If it is complex what
steps if any do schemes take to ensure that they simply these matters in the interest of
their membership? Do you get the question?
DR BROOMBERG

I do, yes.

JUSTICE NGCOBO

Yes, thank you.

DR BROOMBERG

Chair, perhaps some very brief answers now and my

20
15

colleague, Emile Stipp, would like to add as well. On your question of what assurance
do we have that brokers do their job properly there are some mechanisms available to
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us. I think the first important point is that brokers are regulated. They have to
complete exams and maintain accreditation and there is a formal regulatory
environment and so that is some assurance to us. Secondly our medical scheme clients
enter into contracts with brokers that specify conduct required by brokers and certainly
5

whenever we become aware, either the scheme itself or we as the administrator who
deals with the brokers, of any infringements of that contract in broker conduct those
contracts are terminated. Beyond that, you know, we deal with more than 4 000

10

brokers in the medical scheme environment and I have to be clear that we simply
cannot monitor the daily activity of that. So I think our assurance is there through the

10

regulatory environment and our contracts. Beyond that we believe I think strongly that
the vast majority of brokers prosecute their business diligently and competently and
that they work for the commission income that they earn.
JUSTICE NGCOBO

In the light of your acceptance that it remains a problem

on what conceivable basis do you accept that assurance? Because it is one thing to
2015

have brokers who have qualified as required by the law but it is another to make sure
that on the ground they do their job. I mean for example given the prevalence of the
problem has your company ever taken a moment to conduct a survey amongst its
members to find out precisely what causes the problem so as to put in place measures
that would address the problem? Have you done that before?
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DR BROOMBERG

Yes, we do, Chair, we do. Firstly I think it is important

just as a general matter to make the point that while we’ve acknowledged very clearly
that products are complex and I think I’ve hopefully given some reasons why that is the
case, I think it’s important to give context to the panel that the vast majority of
5

members of schemes are actually satisfied with their situation. They’re having their
claims paid within two days. Providers are having their claims paid rapidly. We
survey a very high proportion of every member interactions with us so when a member

10

calls or emails or in other ways transacts with us we send out a survey asking them to
rate the service on a scale from one to ten.

10

When we get a rating below six we call that member and we ask for feedback on what
went wrong with the service. We ask them to tell us whether their issue was resolved
on the first call or the first email. And for the last decade the ratings from – these are
hundreds of thousands of member feedback data points has been 8.9 out of 10. And so
I think you are certainly hearing from disgruntled members or members who’ve had

2015

particular problems which we are the first to acknowledge.
JUSTICE NGCOBO

Do not misunderstand what I’m saying. I am raising

these questions based on what you’ve told us about the complexity of your product,
about the prevalence of lack of information that consumers have until it’s time for
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claims. That’s what I’m trying to ...[intervenes]
DR BROOMBERG

I understand.

JUSTICE NGCOBO

And the focus is not so much on those who are satisfied.

The focus should be on those who are not.
5

10

DR BROOMBERG

Yes.

JUSTICE NGCOBO

Because we are not, you’re not there to serve those who

are satisfied. You want also to address the concerns of those who are not satisfied. So
that is really that small percentage that I’m talking about if you will. And also to – it’s
a response to your suggestion that this is a global problem and all that I’m curious to
10

know is how does one address this problem.
DR BROOMBERG

I completely understand your question and I think that

we believe and we may be wrong that our obligation is to provide maximum possible
20

information in the simplest and most accessible way through the maximum number of
channels often proactive and reactively. I acknowledge, Chair, that notwithstanding

15

that effort there is a problem that somehow members don’t make maximum use of that
information early enough to avoid some of these problems for some. If I can perhaps
just take you to a slide about how we deal with problems and then I would like to ask
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my colleague to make some additional points. I do think that for the relatively small
number of members who do have issues with us between Discovery Health and our
scheme clients we have a very structured and carefully considered escalation process.
So firstly members are able to approach us through any channel of their choice calling
5

us, emailing, walking into multiple service centres around the country through the app
on their phone or through the website. And we escalate those interactions through a

10

careful process inside Discovery Health. You can see the escalations in that pyramid.
I can tell you that if an issue moves right up to towards the top we have very easy
access to myself and our Executives. I probably get maybe six to ten emails every day

10

from clients personally which I respond to personally. The trustees are sometimes
copied on emails and they respond personally and I believe the scheme may mention
that themselves.
I chair what we call an Executive case review committee on a weekly basis which is
made up of offices of Discovery Health and our scheme clients at which we debate in

20
15

depth complex cases, complex member issues that require interpretation, and we go
very carefully through all of those. If after all of that the member remains dissatisfied
there is a very well-defined dispute resolution process and I’m giving you the
Discovery Health Medical Scheme version here, a complaint form, very simple to
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contact the principal officer in his office. The scheme has an independent disputes
committee that hears several disputes regularly. And then members always have the
opportunity to contact the Council for Medical Schemes. So we do believe that there is
a very well-structured process.
5

I did want to make the point here that when we look at the numbers of complaints to
the CMS in the Discovery Health Medical Scheme environment there were just

10

somewhere below 800 complaints last year out of just short of 44 million claims that
were processed, so 0.28 per thousand beneficiaries complained. And we’re very proud
that DHMS and in fact neither DHMS nor any of our other restricted scheme clients are

10

on the top ten list of complaints to medical schemes that is published by the Council
for Medical Schemes. So we do believe that significant effort on compliance with
PMBs, on service and on proactive communication does lead to this relatively low
level of complaints.
I wouldn’t say that we’re proud that 800 members had to go to the council. That’s very

20
15

unfortunate. Every one of those 800 are individuals who are feeling hard done by and
that they haven’t got what they need from the medical scheme and that’s a source of
deep concern to us, but it is important to make the point that it is a small minority.
Chair, can I ask that my colleague makes some additional comments?
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JUSTICE NGCOBO

Perhaps let me repeat the question because it hasn’t been

answered. You see, it’s accepted that the problem of information that your consumers
have is a global problem. Now, if one accepts that the question really is how can one,
what causes that? Why is that so? Why is it that people do not focus on the extent of
5

the coverage at the time of taking the cover but only tend to focus that once they are in
hospital or they have to lodge a claim?

10

MR STIPP

So I’d like to, Chair, maybe try and address that

question. It is a difficult question but I think it is – if you think about the nature of
health insurance it is very different to life insurance. And so with life insurance the
10

adjudication is quite simple. It’s whether somebody is alive or dead. That determines
whether a claim happens. With health insurance it’s very different because at the time
of taking out the policy as a policy member you have no idea whether you will suffer
from cancer in five years’ time or whether you’ll have a dental problem in a year’s
time, whether you need to go to the GP next month, whether you’ll be in a serious car

2015

accident.
And because the levels of treatment is different for each of those conditions and your
access to the healthcare system is different for each of those conditions and the rules
relating to what is covered in full or not is different for each of those conditions there’s
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an awful lot to focus on at the point of sales because as a member maybe if you’re
completely healthy you would be thinking I just want to have the lowest premium.
Maybe if your mother had cancer last year you’d be really concerned about cancer
cover. Maybe if you have diabetes at the moment you’d be very concerned about
5

diabetic cover. But you don’t know yet what will happen in two or three years’ time.
So that introduces inherent complexity in health insurance that you don’t have in other
forms of insurance.

10
So the biggest challenge I think for a broker when they sit with selling a policy to a
person is to try and deal with as many of those issues as they can in however much
10

time they spend with the person and then to try and make sure that when it comes to the
point that that person gets sick, gets cancer in five years’ time, that they don’t come
back to the broker and say but you never told me. So their incentive would be to try
and explain as much as they can to the policy holder so that they don’t get those
questions coming back. And our incentive as an administrator would always be to try

2015

and explain on behalf of our schemes everything at every point in time when it arises
and becomes relevant to people.
But one would never get away from that complexity relative to other insurance
products. It’s easy to tell whether somebody is sick. It’s not always easy to know what
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the right treatment should be. It’s not always easy for people who are sick to know
where is the right place to access the healthcare system and we can only assist as far as
we can by giving information every step of the way.
JUSTICE NGCOBO
5

or not if you get sick you would be covered? Is that what you’re saying?
MR STIPP

10

And how easy is it to tell the person at the time whether

It is easier but it’s not a completely black and white

thing because what it does depend on sometimes, for instance if you think of
designated service providers in the medical scheme environment. So at the point of
having a healthcare episode there might he multiple providers giving you treatment.

10

Some of them are DSPs. Some of them are not on DSP contracts. So we’re trying to
give that information to people as soon as we become aware that they’re consulting
with a provider that is not in a DSP. We try and give them information at every point
of interaction. It’s not always easy to predict beforehand.

20
15

JUSTICE NGCOBO

But does this bother you?

MR STIPP

I think greatly, as Johnny as said I think it bothers us

greatly because it only leads to complaints and confusion if people don’t understand
what they have. And that is why over the years as you’ve seen on these slides we have
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tried extensively to use new channels, to use people’s mobile phones, to use the call
centres, written communication to people, every possible way that we can
communicate. We want to communicate because it’s bad for the members and it’s bad
for us, it’s bad for our schemes if people don’t understand. It just leads to complaints
5

and costs and unhappiness.
DR BROOMBERG

10

Mr Chair, if I could just add one last point before

moving on, you’ve posed a very hard question for us to answer which is why globally
is it so hard for insurers and other stakeholders in healthcare to create properly
informed consumers. I will also try and address the problem a little bit under the

10

quality of care issue that I’m coming to now. But I think an element of the answer I
would venture to suggest is actually in the way the human mind works. I think we
know from behavioural economics today that the human brain is designed to focus on
immediate reward and immediate pressures and to discount future risks very
significantly.

20
15

So I do believe at the point of purchase the average consumer is thinking mainly of the
premium that they’re going to have to pay this month and the average healthy
consumer is thinking I’m not really going to get cancer and nor is anybody in my
family because their mind is discounting that risk and I believe that’s been well54 | P a g e
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demonstrated in this new field of behavioural economics. And I think that partly goes
some way towards explaining this that people put off focussing on the complexity of
what may only be needed at some point in the future and they focus on the simple
issues that will impact on them now which is mainly tell me what I’m going to pay.
5

Chair, I’ll move onto the final section now which is the issue of quality of care. We’re
very aware of comments that have been made to the panel. I want to respectfully

10

disagree with my friend and colleague from the BHF who I believe observed to the
panel that there were very significant problems of quality of care in our private
healthcare system. Our view based on at least some of the data we see and anecdotal

10

evidence is that consumers of private healthcare in South Africa are privileged to enjoy
on balance overall a very good quality of care.
There are certainly variations and I’ll try and share some evidence with you. But in
terms of access and speed of access and the general level of quality we believe that
those who are privileged enough in our society to afford private healthcare have access

20
15

to some of the best combination of access and quality of any consumers anywhere in
the world. And I think that’s an important background point to make.
I would like to emphasise to the panel that medical schemes get actually very limited
automatic data on quality of care and this is a critical point to emphasise. The law
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requires today only the submission of ICD10 codes and ICD10 codes as the panel
knows simply specific a diagnosis and a diagnosis tells you nothing about the quality
of care provided to the patient with that diagnosis. So to illustrate this concretely if a
patient who’s a member of the Discovery Health Medical Scheme is admitted to a
5

hospital as a consequence of a diagnosis of diabetes the scheme will receive a claim.
The claim will specify the diagnostic code of diabetes and possibly some
complications, but the scheme and the administrator will get no information on did the

10

patient die, you know, what else happened during the admission, what was their blood
sugar level on admission, during their stay and at discharge etcetera etcetera.

10

So we also get very little information on mortality, readmission and infection rates or
none in fact. And contrary to the training and the practice in our public sector where
every patient is discharged with a summary by the treating clinicians there is no such
practice in our private sector so a doctor or doctors discharging a patient from hospital
does not have to submit a clinical summary to anybody and we believe this is a critical

2015

requirement and we did comment on that in our submission. Having said all of that
and I’m simply emphasising the point that by default neither administrators nor
schemes are in possession of anything like the data they would need to manage quality
of care. There is none of that.
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In response to that over many years Discovery Health has invested very significantly in
resources and people and in systems in order to collect some quality of care data and I
would like to just discuss some of that very briefly with you. Four years ago we
launched an application for doctors that we call Health ID. This is currently the only
5

system of this level of sophistication operating in South Africa. With member consent,
with the consent of the patient, this provides the doctor with a full clinical record of the
information available to us on the patient’s history so it has properly organised claims

10

record. It also brings in pathology results and that does provide some important
information for the doctor.

10

We also provide members with their own health record. We have for over a decade
now been collecting member feedback on their experience in hospital and this slide
illustrates that we use a United States developed survey instrument. It’s been modified
for the local environment. It surveys members on issues like the care they receive from
nurses and from doctors, the environment, the information they were given and so on.

2015

And for many years we have provided this feedback directly to the hospitals and earlier
this year we made this information public on our website for the first time. Our
intention is to move quite quickly from this member feedback to also include e the hard
outcome data that we have available to us.
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So we are able to infer from the data outcomes such as readmission rates, mortality
rates and hospital acquired infection rates. We believe that this information is critically
important for the public to be aware of. At the same time it’s critically important to do
this in a highly collaborative way with the hospitals and the doctors. If we do it in a
5

way that’s not collaborative the vital information and collaboration involved in quality
improvement is driven underground. And hospitals will then find it more difficulty to
share this kind of information freely. So I think very important that we invest heavily

10

in trying to extract this information from the environment. We do not get it as a matter
of routine.

10

And if I can share with the panel some other data that we monitor and collect, we’ve
been working very hard, initially pioneered by us but collaboratively now with all the
hospital groups and the public sector and some of the other funders trying to monitor
antibiotic utilisation and abuse in hospitals and bringing that down. The graph on the
left shows the antibiotic usage by individual hospital in terms of daily doses per 100

2015

bed days and you see some very big outliers on the left of that graph above the average
and some success shown in the right in bringing down inappropriate use of antibiotics
in surgery. This has been a collaborative effort and we’d like to emphasise that
improving quality of care cannot be an effort of policing and of punitive approaches
and globally I think the evidence is this requires intensive collaboration. Certainly I
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think regulations could be promulgated that require providers to provide the
environment with more quality data, more quality of care data.
This shows the data we’ve collected on mortality rates from acute heart attacks by
individual hospital. And again I think the panel I hope will be comforted by the fact
5

that the average for South Africa is very much in the range of the European Union,
roughly 5% to 7% of patients dying on presentation to hospital with an acute heart

10

attack. But our concern is the wide variations around that mean and that panel will see
that to the right of the graph you have hospitals that are very far above the average.
The clinicians on the panel will know that simply observing a simple protocol at the

10

casualty, at the emergency room can save patients’ lives and this indicates that this is
not happening at all hospitals.
We have implemented what we call a kidney care programme.

We were very

concerned that there’s wide variation in the quality of treatment of dialysis patients.
We have a kidney specialist on our staff and he has designed this programme. We
20
15

have every dialysis unit in the country submitting very detailed outcome data to us,
blood levels of all the relevant parameters for the patients, pathology results,
compliance with medication etcetera. And what we’ve seen over a fairly short space of
time is a shift in the mortality rate by about 4% and improvement in the scores of these
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different units so I think this is an example of a collaborative approach. It’s taken
about seven years to get to the point where we are getting all the information we need
from every unit. We are giving them feedback. They’re collaborating and we’re
seeing a shift in hard outcomes, in this case the most important outcome of all which is
5

the life of the patient.
We also have a coordinated care programme. I think the panel is aware that 2% of

10

scheme members on average account for about 30% of total claims and these 2% of
members are typically elderly and very sick. In our very fragmented healthcare system
they are going from pillar to post. They are often discharged from hospital alone in a

10

block of flats with nobody to visit them, socially isolated, and that leads very rapidly to
a readmission and so we have at our own cost and with the support of our scheme
clients built an infrastructure of home nurses, care coordinators who are in touch with
these patients who coordinate between their families, themselves, their GPs and their
specialists who monitor if their health is deteriorating. And the good news here is we

2015

have reduced the admission rate by about 50% and we’ve improved both quality of
care and the cost for our client schemes as a result of this.
I want to then, Chair, by just talking very briefly about the focus that we have on what
we call valued-based care. I think it is very easy in an environment of every increasing
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claims costs to focus only on reducing cost.

We are very acutely aware of the

importance of focussing on quality. The best way I think globally that healthcare
systems are understanding how to navigate that is to bring together measurements of
cost and quality in some metric of value for patients and we’re aware that globally
5

what this requires is some significant structural change in the healthcare system from
where we are today and perhaps at future hearings there’ll be an opportunity to delve
into more detail.

10
But as briefly illustrated on the slide the biggest changes required are firstly to move
away from the current highly fragmented delivery system of tens of thousands of
10

providers all working in isolation from each other much more towards integrated
teams, GPs working together, GPs working with allied health practitioners and nurses
and with specialists, and all of those doctors and other health professionals better
integrated with the hospital system. That’s a fundamental issue. Secondly the health
system must measure outcomes and costs much more actively. And thirdly we have to

2015

move away from fee for service payments towards what globally is called bundle
payments, payments that bring together the entire cost of an episode and also link the
quality that’s delivered in that episode to the payment for that.
If I can then talk a little bit about one example. We are, me and my colleagues have
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been working for many years on trying to move the healthcare system in this direction.
We’d be very happy to talk today or at a future point about how difficult it is to do this.
You know, ultimately doctors are individuals. They are extremely busy. There aren’t
corporate providers around them and making changes in the environment is long and
5

slow. One example that we’ve seen, one example of a problem we’ve seen which
typically illustrates the difficulties in our environment is in cardiology. One of the
treatments, expensive, investigative procedures in cardiology is an angiogram which is

10

used to evaluate whether a patient’s coronary arteries are obstructed. We find that in
the South African environment the rates of angiograms that are coming out normal is

10

well above global levels. In other words certain numbers of angiograms are being done
inappropriately.
We’ve entered into what we believe is a very progressive, very effective agreement
with a number of cardiologists on a voluntary basis.

We have 41 practices

participating thus far. It’s a very simple agreement which says rather than being paid
2015

approximately R500 to R700 for a consultation and then facing the financial incentive
of earning R6 000 or R7 000 for doing an angiogram we’ve said to the cardiologist we
will pay upfront the full cost for your management of a patient with suspect ischemic
heart disease as long as you follow an agreed care pathway which has been developed
with the relevant professional society.
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The care pathway in this case requires that the cardiologist goes through globally
accepted evidence based diagnostic steps before the angiogram, first a stress ECG, then
a CAT scan of the coronary arteries and if after that there is still suspicion of coronary
artery disease then the angiogram should be done but then our medical scheme client
5

will not pay again to the cardiologist for the angiogram. So this as I said has been
adopted by 41 practices. It’s early days. We’ve seen a big increase in CAT scans and
actually thus far a very meaningful reduction in angiograms and initial cost savings.

10

And I think what this tells you is that if the incentives can be changed so that the
incentives don’t push doctors to push more in order to earn more but push doctors and

10

all stakeholders to use evidence based care pathways that actually costs can be saved
and quality can be improved at the same time, that it does not have to be a zero sum
game.
But I don’t want to create any illusions for the panel that this is an easy thing to do.
This requires a – we have a team of – I showed earlier hundreds of health professionals

2015

of whom dozens have to work on projects like this at our cost. And it does not come
either easily or naturally and certainly I think smaller administrators and selfadministered schemes do not have the resources to invest in this kind of initiative. So
Mr Chair, I thank you very much for hearing us out and we’d be happy to answer any
further questions that you have.
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JUSTICE NGCOBO

Yes, thank you, Dr Broomberg. Would it be convenient

to take a 15-minute break and then perhaps come back at 10:30 and then we can then
put questions to you to clarify certain matters? Would that be convenient?

5

DR BROOMBERG

Absolutely.

JUSTICE NGCOBO

Yes.

DR BROOMBERG

Yes.

JUSTICE NGCOBO

Very well. Thank you. Can we take a 15-minute break

10

and be back at half past ten?
[END OF SESSION ONE]
10

[START OF SESSION TWO]
JUSTICE NGCOBO Are we ready to proceed? Before my colleagues put
questions to you, there is one matter that I would like to draw to your

20

attention and just have your comment on and this has to do with data on the
quality of the services and other information concerning the national health

15

system.
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Now I take it you are familiar, or at least your lawyers will draw your
attention to the provisions of the National Health Act. Now S ection 74 of
that statute, makes provision for the Minister to request or to create, maintain,
adapt databases within the national health information system and prescribe
5

categories of kinds of data for submission and collection and the manner and
the format in which and by whom that data must be compiled or collated,
which data must then be submitted to the national department.

10
If you then go to Section 90, that section empowers the Minister to make
regulation particular that Section 90 (1U) which empower the Minister to
10

make regulations regarding the processes and the procedures to be
implemented by the Director General in order to obtain prescribed
information from stakeholders, information which relates to health financing,
pricing of health services, business practices within an involving health
establishment which includes hospitals, health agencies, health workers and

2015

healthcare providers, as well as the format and the extent of publication of
various types of information in the public interest.
Are you aware of this provision?
DR BROOMBERG

Yes Chair.
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JUSTICE NGCOBO Do you know whether anything has been done, are
there any regulations to your knowledge that deal with this?
DR BROOMBERG

Chair, we are aware that there has been one element of

draft regulations that suggested a requirement for hospitals to ensure that a
5

discharge summary on patients discharged from private hospitals was
submitted to medical schemes. I am not exactly aware of the status of those

10

regulations. They have not been promulgated, but beyond that, we are not
aware of any particular progress that has been made in the context of that
legislation and regulations.

10

JUSTICE NGCOBO Were, schemes and administrators invited to comment
on those draft regulations to your knowledge?
DR BROOMBERG

I think as with all draft legislation regulations, there

was a comment period and we certainly did submit comments, both Discovery
20
15

Health and the Discovery Health medical scheme submitted comments.
JUSTICE NGCOBO Okay thank you, my colleagues are going to engage
with you on some of the matters that you have raised with us.
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DR VAN GENT

Thank you Dr Broomberg for a very informative

presentation. I would like to take you back to slide number 3.13 that is on
utilization which is an important slide, in which you explain that the average
annual medical inflation rates of 11.4% on average inflation on medical cost
5

can be explained by CPI obviously and then tariffs only to a very small part
and then the utilization growth based on demand growth and supplier side
based growth.

10
You showed us a graph of the demographics and that is in 3.15 and you
showed us a graph representing how people enter schemes or your scheme in
10

particular, Discovery Health, you see a dip where people opt out and then opt
in because they are planning to have babies etcetera and then it goes on.
These are very illustrative graphs. My question is has that adverse selection
would remain constant over the years as from 2000 to 2015, so the graph 3.15
basically stays the same.

20
15

It wouldn’t explain growth anymore would it? It would explain and absolute
level of contribution costs but not growth in itself. On my question, you said
that anti-selection is actually growing over the years and you see the
economic conditions get worse and people start to adapt maybe to the system
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and start to be clever in their selection as well.
Can you comment on that because I think importantly, the message that you
want to convey to us, is that the growth itself, stems from adverse selection,
not the absolute level?
5

DR BROOMBERG

Thank you, I will try and respond. I think in our

submission, we did show a change in pattern of this over time, with a shift to
10

the right of several of these curves showing age and gender distribution and
chronic distribution getting worse year by year, so I do think if you were to
draw this curve, this is a static view. If you were to draw that curve year after

10

year, you would see an aggravation of both of those patterns I think that is the
first point to make.
The second point to make is that what this curve does not show, but which we
clearly see getting worse over time, is selection lapsation. In other words,

20
15

once a family has joined, there is a higher tendency to stay for sicker people
and conversely, a higher tendency to leave for healthier. Let me illustrate
with a simple anecdote which we see very frequently.
In our lower income plan, in Key Care, the Discovery Health Medical
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Scheme’s lowest income plan which has over four hundred thousand people
on it, very frequently young families will join probably shortly ahead of
planning childbirth and we then see one fairly consistent pattern which is a
child is born, if the child is born healthy, quite often the mother and the child
5

will lapse off the scheme and leave only the principle member.
If there has been a problem with the child, a chronic problem, some birth

10

defect or cerebral palsy or another serious problem, the child stays on the
plan, but the mother leaves, so you get an aggravated pattern of selective
withdrawal which aggravates the adverse selection.

10

The third pattern I must point out is that as I made the point earlier, within the
Discovery Health Medical Scheme, people have in effect twenty one different
options to buy in the medical scheme when they first join and if we co uld
rewind the clock about 10 years ago, the very high proportion of members at
that time, were joining the higher plans. There was a tendency to join at the

20
15

highest possible level you could afford. Today what we find is that people
are optimizing for premium and we see every year, a gradual shift downwards
in the point at which people are buying into the scheme, which means that
scheme surplus is less than it would have been before when they are healthy,
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but as I think you are aware, the law allows people from the beginning of
every benefit year, to buy up if they are sick and so what you have, is people
join each year at a lower and lower plan on average and those who then
develop cancer or a severe chronic condition during the year, immediately on
5

1 January of the subsequent year, will buy as high up as they can afford,
usually right at the top and so the combination of adverse selection on
joining, selective lapsation and this pattern of buying in at lower plans, they

10

compound each other, those 3 items and all of them erode the surplus that
schemes are generating on healthy members and that also drives the premium

10

inflation as well.
So you are earning on average, a lower premium for the same claims pattern
of sick people than you were before.
MR STIPP

I wonder if I could add to that just for the sake of

clarity, the graph that we showed with the population distribution versus the
20
15

medical scheme distribution, that is at a point in time that data was collected
in 2013 and it is for the whole industry. It is not only Discovery specific
data. That is just making the point that medical schemes in general have a
different distribution, but as Johnny has said, if you look at what happens
70 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

every year, you can see those gaps growing bigger and bigger.
The one thing that we have that other players in the industry don’t have, for
instance a hospital group, we have data both on the people who claim and the
people who don’t claim. The hospital would only see the people who actually
5

go to hospital, so it is very hard for them to make a statement on utilization.
They can infer from some of the public data, but for us, we see everything

10

coming to us, both the people who claim and the people who don’t claim and
when you look at that over time, every year it changes.
Every year there are more chronic members, there are older members on the

10

scheme and we find that there is a smaller percentage of people who don’t
claim and it is those things that add up then to the adverse selection effect.
DR VAN GENT

If I remember well, in the original submissions last

year, you showed changes of it over the years. I do think that you used the
20
15

same period of years isn’t it? Are you able to do that for from the beginning
of Discovery’s existence to show these patterns year over year?
MR STIPP

We have got pretty good data from 2000. Before then,

it is much harder to get, but we can certainly look how far back we can go,
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but if I remember correctly, what we put in the submission was from 2002.
DR VAN GENT

I want to understand what the demand driven volume

year over year growth, so there must be a dynamic as you explained. The
second part which is interesting is the supply induced explanation which still
5

covers 30% of the total explanation in your database. Now as I understand,
doctors are in charge of admitting patients to hospitals, not hospitals

10

themselves.

Now we are aware of course of the vertical relationships

between doctors and hospitals and we are interested in these relationships,
they have as you are aware, also been investigated in the UK market
10

investigation a couple of years ago with some interesting findings there.
My question more is how do you explain the fact that hospitals invest and are
at stake and doctors admit and discharge and are responsible in my naïve
view on the rate of admissions which is quite high in South Africa compared
to European standards, significantly higher than European standards and the

20
15

length of stay which is significantly shorter in South Africa and these 2 might
be inter-connected. Can you go into that?
DR BROOMBERG

I think there are a number of factors at play here. The

first is that most private hospitals operate casualty departments, emergency
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rooms, because of the structure of our regulatory environment which does not
allow hospitals to employ doctors and this is an issue we think is severely
problematic and should be addressed.
Hospitals are not in a position to employ highly skilled physicians and
5

emergency room doctors in those departments, that gets outsourced to
casualty practices and these tend to be GP practices, some of them are

10

specialized and skilled. Many of them are less so and we find an increasing
pattern in which young recently qualified locum doctors are often doing after
hours work in the casualty and a very typical pattern is anybody who arrives

10

with anything even vaguely complex, the casualty officer will call a specialist
on the telephone. This process will typically say admit them and I will see
them in the morning, so when you simply open a hospital with a casualty
department, you are going to open a pipeline of admissions partly because of
that pattern and we do believe there are ways to change that.

20
15

There needs to be better skills in the emergency room environment and
various other changes that could mean that people could be handled in the
emergency room, assessed properly, perhaps a short stay for a few hours to
stabilize patients and we are trying to contract with some of the hospital
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groups to allow for short stay units. There are a number of interventions that
could address that one problem.
The second factor I would suggest is that in some of the new hospitals,
doctors are shareholders they are directly shareholders in those hospitals.
5

They are obviously relatively minor shareholders in relation to the overall
capital structure of the hospital, but nonetheless, face some incentive to

10

increase submissions.
The stronger incentive for a doctor to increase admissions is that their own
income is significantly influenced by a hospital admission. They are paid if

10

they are doing a procedure, but also obviously for visiting the patient during
the hospital stay and so again, when another hospital opens, there is more
opportunity for those kinds of admissions and the third factor which I have to
qualify because we only have anecdotal evidence of this last factor and the
hospital groups may well want to comment on it more broadly, but we have

20
15

heard very often anecdotal evidence to the fact that the hospital manager at
the local hospital, his or her incentive and payment is linked to volumes.
So there is pressure either explicit or implicit on the doctors who are working
in the hospital to ensure that there is an adequate volume of admissions. I
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don’t want to say more than that, I think it is anecdotal, but I heard that
personally in the many years that I have been in the industry from people who
have either worked as casualty officers or worked in hospitals or worked for
hospitals and that in a way, quite naturally and I am not suggesting that this is
5

perverse, it is a natural function of the system that if the hospital manager is
rewarded for the occupancy rate, his or her natural’s response will be well
how do I optimize that. Then you find a way to persuade and encourage

10

etcetera, the doctors who have admitting privileges in my hospital, to increase
their admission rate.

10

So I think it is a combination of those 3 factors.
DR VAN GENT

I am still puzzled by the number of admissions in

South Africa compared to what we see abroad, because the factors that you
allude to, more or less would also apply to like a manager of a Dutch hospital
that is happy to see the occupancy rates in his hospital to be at a maximum.
20
15

What I am actually and I can see you are a bit reluctant to answer my
question here, but what I am actually looking at, is are there specific
relationships between doctors in South Africa and hospitals in South Africa,
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that could partly explain this to your appreciation?
DR BROOMBERG

I

think

firstly

if

I

could

possibly

make

one

methodological comment on the admission rate and this is worth checking up,
that we are using standard and consistent definitions of an admission. I know
5

that in the South African context and in our data, day surgeries and same day
procedures are counted in the broad base of hospital admissions and in t he

10

admission rate and I wonder whether that is also true when one is comparing
those globally and to the OECD and others, whether one is not distinguishing
between same day surgery admissions and normal hospital admission and that

10

I think that is a significant factor driving the low admission rate here.
We have certainly in our environment, being trying to shift more and more
admissions towards same day surgery.

It is often cheaper and safer for

patients and so that rate has been going up and that is just a methodological
point.
20
15

DR VAN GENT

One of the suggestions I remember noting in my book,

is that the structure of the PMB, the [indistinct 23:11] structure is actually
responsible in part for that as well, because inpatient care is being paid for
more often that outpatient.
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DR BROOMBERG

There is no doubt that that is the case.

We are

increasingly concerned about that. We do not believe, notwithstanding the
fact that for the patient who does not have outpatient benefits because they
have bought a hospital plan only, or they have bought a very limited day to
5

day benefit plan, we do not believe it is appropriate for a doctor in a sense, to
assist the patient to get benefits that should be paid out of hospital in hospital.
That admission will immediately cost on average R30 000 to R40 000 and

10

that is extremely costly for the medical scheme.
I do think that is an issue.

10

Dr I am not at all reluctant to answer your

question. As I said, I believe there are relationships between hospitals and
doctors that have financial elements to it. Our concern is that we only have
anecdotal evidence. We have no hard data on that. We have tried to limit
every comment we have made in our submission and today to data, to
observations for which there is hard data.

2015

I do think this is probably a

question that the hospital groups themselves will be much better positioned to
answer.
DR VAN GENT

I have 2 more topics to cover with you. The same 3.13

shows u the price element in the inflation rate, so over and above CPI over
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5.5% tariff increases are responsible for the, in percentage points, 10% of the
explanation is on tariffs and then you said sort of casually I am not
commenting about the absolute level of tariffs in hospitals.

You have

probably seen the OECD study that was done. It carried some interesting
5

elements and one of the elements was apparently that South African hospital
care is amongst the highest if you compare it to an expectation to the income
of the average income level in South Africa. I am not really sure whet her that

10

was the right comparator, but they are I think understood to be quite high in
absolute terms.

10

What is your position on this first of all and you must have done your own
research on this as well and how are you positioned? You are the strongest I
think scheme/administrator in South Africa in terms of negotiating power
both in volume and in technology that you have available at your offices. Are
you in a position to challenge these absolute costs of healthcare in South

2015

Africa?
DR BROOMBERG

On the OECD study, I think I would like to start by

saying we will submit to the panel, a detailed commentary on that study. We
believe it suffers from many flaws, some of which are fatal in the
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methodology.

I think you have hinted at it yourself, concluding tha t

healthcare in South Africa is among the most expensive in the world based on
GDP per capita and therefore affordability relative to the entire population is
fundamentally flawed. If you are going to look at affordability at all, which
5

we agree is one metric to look at, it should be based on the GDP per capita of
population that is purchasing medical scheme cover.

10

Secondly, I think it was not rigorous enough in stripping out public and
private expenditure in OECD countries versus private only here and I think
there are many other methodological challenges with that paper and we will

10

submit them in detail. We believe that a much more accurate approach is to
look at the absolute cost levels of index procedures and look at what
comprises those procedures and then to compare them fairly using purchasing
power parity adjusted exchange rates and others and generally look at the
cost.

20
15

From data we have seen and we will do our very best to submit as much data
to you as we can, from data we have seen, it is far from true that South
African costs or absolute prices of a wide range of procedures are out of line
with global standards. In fact, relative to most OECD countries, they are very
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competitive and they are cheaper than many countries from what we have
seen when you compare apples with apples in an accurate and fair way.
Again I think the hospital groups may be better positioned that we are to
answer that question, but we do not believe that that study provided an
5

accurate reflection of absolute cost levels, so that is the answer to the first
question. Can I just see if Emile wants to add to the first question and then I

10

will come to the second question?
MR STIPP

I think what we have struggled with, is this concept of

saying that if you have 25% unemployment in a country with people
10

theoretically

earning

zero,

what

would happen

if

you have

100%

unemployment, would you expect healthcare or private healthcare for that
matter, to cost zero, otherwise it is out of line.
So I think it is very important to look at the benchmark comparatives. We do
20
15

have access to additional data which we are currently trying to secure with
permission to share with the panel of other studies that have compared what
private health insurers are paying providers in their local markets in th e US
etcetera. As Johnny has said, what we see from that is not that South Africa
is the cheapest, but most definitely not that it is the most expensive.
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The one thing that does make the comparison very difficult, is the exchange
rate and the volatility in the exchange rate, so even in the OECD analysis,
what was not stripped out there, is the cost of surgicals and the cost of
surgicals is a significant component of the total cost of hospitalization and it
5

is actually quite difficult to make a judgement for purchasing power parity
when you see the exchange rate moving with great volatility as it has more
recently. So that is a further complication that we will try and address in our

10

submission.
DR BROOMBERG

10

Perhaps I can then answer your second question which

related to the extent to which Discovery Health has countervailing power in
relation to the hospitals and I think you asked specifically about our ability to
impact on the absolute level of the price. I would say that we made this point
in our submission. I believe that Discovery Health does have countervailing
power on behalf of the eighteen medical schemes that we negotiate with a

2015

mandate for.
There are certainly constraints on that power and I will try and address those
in a minute, but I believe that the main sources of that power, are very
sophisticated risk analytics that we have invested in over fifteen years, so our
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ability to deeply understand the costs and what is driving them across all the
hospital groups, to use risk adjustment methodology so that we can compare
apples with apples rather than being told you don’t understand, we treat
sicker patients, we can get rid of all of those arguments.
5

Certainly the ability over time, to develop with our scheme clients network
plans and those network plans give significant bargaining power because

10

hospitals compete on price to be included in those network plans and today if
you look at Discovery Health medical scheme, roughly 30% of all the
membership are in a network plan and so there is certainly some bargaining

10

power in relation to participation in the network plans.
Let me talk briefly about the constraints on that power and then try and
summarize the results of all of that for you.
constrained in the following ways.

That power is significantly

The first is that for the 70% of the

membership who are not in a network plan, their demand is absolute freedom
20
15

of choice of any hospital at any time and that makes it very difficult to
negotiate very hard with hospital groups, particularly because some of th em
are the only supplier in certain regions of the country and so that desire for
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freedom of choice, is a constraint.
We have been working with the regulator of the Council for Medical Schemes
looking for a legal way to encourage the members of those plans to use more
cost effective providers even if they do not have to. We haven’t yet found
5

that solution, but I think that would assist with that kind of channeling. I
think that really is a very significant constraint. Overall, I do believe that we

10

have countervailing power.

The result of that has been that in our

environment, we have been able to contain hospital costs and cost per event
pretty much at CPI for the last many years.
10

I believe that that has come about also through the design and implementat ion
of alternative reimbursement structures with the hospital groups they
probably cover 70% of admissions in our environment. Those have shifted
the incentives of hospitals away from volume to cost management.

We

pioneered with one of the hospital groups, Medi Clinic back in 2003, the
20
15

removal of rebates from non-medical items, in other words, surgical items
and disposables.
rebates on those.

We stripped those there were significant mark -ups and
We stripped that out and loaded that into the tariff

component, so overall we have managed to contain tariff and cost per event at
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CPI.
I must acknowledge that if you take the starting point back into 2006 when
the competition authorities intervened and prevented the bilateral bargaining
structure, at that point the level of hospital tariffs was pretty much taken for
5

granted and we have been successful at containing increases since then, but
not at cutting the base that was inherited at that point in time.

10

DR VAN GENT

Thank you very much for your answer and we will

come back to this issue when we talk about market power and competitive
dynamics both in the funding side and on the provider side later on in this
10

year.
I want to briefly touch on the first subject, the business model and you
explained to us, that actually the way that Discovery Health is aligned to the
Discovery medical scheme is almost perfect. There is still some remaining

20
15

tension as to the costs involved, but the rest there you are almost fully
integrated as you explained the committees and I remember having a bit of a
discussion with a former presenter on the alignment of administrators and
medical schemes in terms of what they want to achieve and I do understand
what you say here.
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Then you said the core of what we share, is actually our desire fo r growth, we
want to grow because that is the core business you are in, you want to have
healthier and younger people etcetera and that will broaden the base of the
premiums that you pay your claims from.
5

Then you explained to us that this growth is achieved both for your benefit
and for the scheme by being excellent, by being first in class isn’t it and you

10

briefly touched on brokers and you use four thousand brokers, they are
capped on the fees and they do their best and you hope to incentivize them to
do their best, but you can’t go any further than the cap they earn which is not

10

very much.
You never touched upon the Vitality program and if I go to a movie and I get
bombarded with Vitality advertisements etcetera, can you tell us what other
methods including maybe also the Vitality program you use to induce people
to join the Discovery Health medical scheme, apart from the broker system?

20
15

DR BROOMBERG

I think if you will permit me, I would like to just

comment on one word you used in relation to the business model which is I
think you used the words almost fully integrated. I would hesitate to use that
term.

I think there is very strict governance in the relationship between
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Discovery Health and all its medical scheme clients. We operate within those
and I think they are actually separated, not integrated, but with very
structured arrangements to ensure optimal interaction, so if I could just
correct that impression.
5

Let me talk about Vitality. It is a very important program in the Discovery
environment, but I need to make a few very important points here. The first

10

is that Vitality is a completely separate business from Discovery Health. It is
a separate registered company, it is got separate management it collects
premiums completely separately from medical scheme premiums by law. It is

10

an entirely voluntary program and so anybody who happens to be one of our
member scheme clients, is able to join, but there is no obligation and if you
look at the Discovery Health medical scheme, 52% of the members of that
scheme belong to Vitality.
So I think it is very important to emphasize from a statutory and regulatory

20
15

and marketing point of view, it is a separate company entirely and it interacts
with brokers around the sale of Vitality. I can tell you that Disc overy Health
does not directly interact with brokers around Vitality per say. So I think that
is very important. The second important point to make is that Vitality was
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started in 1998, 6 years after Discovery Health was launched as an insurer
with an express purpose of keeping people healthier and as much as our
competitors like to label it as a loyalty scheme and a method of attracting
members, it has certainly been a very good and positive side effect, but the
5

primary intention and the intention then, still remains and that is to use the
insights of behavioral economics to inform people about health risks and to
give them reasons to change their behavior and we have now extensive peer

10

reviewed evidence over fifteen years of a tremendous positive impact on
people’s lifestyles.

10

We know from audited and peer reviewed published data in the life insurance
environment, that at age sixty five, the most engaged Vitality members have
an 8 year mortality difference between the most engaged and unengaged
members.

We know from Discovery Health claims data, that there are

dramatic reductions in hospital admission rate, length of stay, the cost of an
2015

admission, cancer incidence and a dose response curve based on the
engagement with Vitality and our actuaries have estimated that each year, the
Discovery Health medical scheme save something like between R900 and a
billion Rand in claims as a result of this program which is voluntary and
which half of the members belong to.
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The third point I would make, is that there is no doubt that Vitality has turned
out to be a powerful tool in attracting people to the Discovery Health medical
scheme and in ensuring lower lapse rates and that at the margin, it is one of
the factors that probably ensures that on average, people joining are younger
5

than the existing book, but I think firstly if one looks at data from across the
industry, you will note that for every medical scheme, new joiners are
younger than the average and secondly, there are other drivers of the younger

10

membership joining in our environment.
One is that plans have been designed to attract that membership base,

10

specifically understanding the demographics and the financial position and
the healthcare needs. There are certain plans in the DHMS plan range and
perhaps the scheme will touch on those tomorrow, that are aimed at that
demographic and there are marketing and distribution strategies aimed at that
demographic.

2015

A big investment in digital joining opportunities direct to

consumer channels, advertising on Google and Facebook with letting young
people join on the same day by reaching out, so there has been a huge effort
far beyond Vitality to appeal to that demographic.
That is all designed to counter this avalanche of adverse selection that we
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have spoken about earlier today. So I think Vitality is certainly a competitive
asset that is available to our clients. It also helps us compete in the market
for restricted schemes, because employers are told by their employees they
would like to somehow get access to Vitality.
5

I think the final point I would make is that any administrator could start a
similar program and at least 2 of the major administrators have done that, so

10

the Momentum Group has Multiply which is a competitor to Vitality and is
very attractive to its members. Sanlam which is an investor in the holding
company of our competitor Medscheme, has the Reality program and I think

10

that any administrator if they believe this is a powerful competitive asset,
should develop something similar to allow them to compete in the market.
DR VAN GENT

Thank you, one last question, the same brokers that

sell membership of Discovery Health medical scheme sell also membership of
Vitality, is there a cap on the fees that can be earned by brokers for selling
20
15

Vitality? Is there a cumulative effect if you sell as a broker, if you sell both
scheme membership and Vitality membership?

Is there a cumulative

inducement in that fee structure to both sell scheme and Vitality membership
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to the same client?
DR BROOMBERG

In the thousands of brokers that we deal with, some

sell only Discovery Health and they may sell Vitality, some will sell other
products with Vitality, so I think there is some overlap in the products that
5

brokers sell and as far as I am aware, any broker who sells a Discov ery
Health or other Discovery financial services product can sell Vitality as long

10

as they have sufficient training.
We would not use the word inducement. I think there is a commission paid
for Vitality it is different to the scheme commission in that it is paid one off

10

and not an ongoing commission. There is no cap, it is not regulated, but I
must say that it costs the Discovery group a significant amount of money to
pay that commission and therefore, great care is taken with the level of that
commission and I would say if you studied the commission structures of the
Multiply program, the Reality program and other similar ones, they would all

20
15

be on a very similar level.
We are meticulous around compliance with the law it is a separate company
as I said.

There is absolutely no contamination.

The Discovery Health

medical scheme pays brokers at the regulated broker fee and in fact I can tell
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you that in Discovery Health, I am not even aware of which brokers are paid
what for Vitality. We are obviously closely aware of which brokers are paid
by DHMS, the medical scheme for bringing on and servicing the medical
scheme clients.
5

DR NKONKI

Thank you Dr Broomberg for a very interesting

presentation. My first question is on your explanatory factors for an increas e
10

in utilization. One of the factors you highlighted is the growing impact of
high costs in medicine and you gave an example of drugs that are highly
effective and also quite costly.

10

In the past 2 weeks, we’ve had several

presentations from practitioners, from the South African Medical Devices,
you know various providers, talking about the lack of transparency or
understanding of what formularies are used, or which evidence based is used
for deciding on cost effectiveness.
I wonder if you can tell us how that process works and also if you could

20
15

discuss, so for instance the example you have given us, as I said, is highly
effective and highly costly as well, but there are other instances where new
interventions will be less costly and more effective and in c ertain instances,
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might even change the modalities of the delivery of care.
DR BROOMBERG

On the formularies, we take great care in designing

formularies on behalf of scheme clients. We have a large team of doctors,
health economists and pharmacists who are involved in the design of
5

formularies and we design them based on the late peer reviewed published
evidence and always, continuously in consultation with the best external

10

experts in the country and sometimes globally, so if you take any particular
set of guidelines for example, for treating various heart conditions, we will
consult regularly with the specialist groupings of the cardiologists on the

10

design of the formulary on products that they believe should be added or
removed and wherever possible and almost always, we completely align with
evidence based guidelines for treatment.
There are occasions when the change in a guideline immediately can have
massive cost impacts for the scheme and for other scheme clients and we

20
15

would then meet with the cardiologists to say is there a way to phase this in
slowly, for example a change in the lipid disorder guidelines etcetera, is there
a way to expand the formulary for the highest risk patients first, just so that
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there isn’t a massive premium shock for the medical scheme clients next year.
So we are very comfortable that the formularies are evidence based, they are
done in consultation with the specialists and in addition, in the Discovery
Health medical scheme benefit design, any member who is registered for a
5

chronic condition, has access to the formulary, but they also have access to a
monthly budget that allows them to use medicines that are not necessarily on

10

the formulary if their specialist prefers to use something else.
Many alternatives to the formulary will be covered by that monthly budget, or
there may be a modest co-payment, but I think there is quite a lot of

10

flexibility in the benefit design. It is only in the network plans in the lower
end of the plan spectrum, that coverage is limited only to a formulary. In
fact, in the DHMS context, only the Key Care plans have formulary only
coverage. All other plans for chronic members, allow choice obviously with
some price signals around co-payments for more expensive medication.

20
15

DR NKONKI

As a follow up on that, many of the practitioners

discussed that the type of cost effectiveness analysis that you do, forms part
of your intellectual property and many do accept that there is a need for
rationing and they also consider that being a function of an independ ent body
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rather than being conducted by various administrators. I would like to know
what your view is on that?
DR BROOMBERG

I think that is a very important question. There is no

doubt that if we could wave a magic wand, would we like there to be an
5

equivalent of the national institute of clinical excellence here, yes. I think that
would benefit the whole market. Today Discovery has a fully-fledged health

10

economics and technology assessment unit that we pay for and I think in
truth, serves a function for the whole private sector.
The pharmaceutical companies and device companies come to us when a new

10

product is arriving in the market and talk to us about our evaluation and we
perform it at our best. It is not true that it is not transparent. We are alw ays
completely transparent about those models and we are very comfortable to
share them with the suppliers. We ask them for their data and their health
economics and cost effectiveness data and so we are performing if you like, a

20
15

service on which much of the private sector is free-riding right now. We do
that for our clients, we think it is critical. I think it would benefit the whole
society and certainly the private sector for there to be a national version of
that and we would be very comfortable to share our IP and our expertise on
94 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

that, bearing in mind that medicines in this country, are regulated by single
exit price anyway, so we have nothing to gain from holding that intellectual
property inside.
We would love to share the burden, but also I think a structured process in
5

which there were transparent voices from patient advocates, from the drug
companies, from the funders, from the doctors and ultimately coming up with

10

a policy that everyone could then defend. It would make life much easier for
us, not harder.
DR NKONKI

10

Thank you, my last question is on product complexity,

so you explained at great length the type of information that you tried to
prevent for members, but I would like to take you a step back so Discovery,
the medical scheme is an open medical scheme that competes with other
twenty six medical schemes and so a decision for the young and healthy
person that say is interested in joining the medical scheme, is amongst all

20
15

those twenty six and I think Discovery Medical scheme submitted that there is
about fifteen different options. The other medical schemes have other options
and so would you say that a person who is about to make a decision about
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which medical scheme to join, can compare you with other medical schemes.
DR BROOMBERG

I think that is a very fair question. I think bear in mind

first it is important to ask the question of through which channel a member
joins, so in the DHMS context, about 70% of members join through an
5

employer and 30% as individuals, starting first with employers, what you then
have firstly, is that the employer would typically take advice from a corporate

10

broker, a large broker for example NMG or Alexander Forbes, those kinds of
businesses and the employer would choose whether to provide its employees
with 1, 2, 3, 4, 5 or unlimited choice of medical schemes, so that is the first

10

competitive element there.
The brokers are highly informed on which schemes offer best value for
money and the best benefits and they will recommend a panel of schemes to
the employer.

When it then becomes time for an employee to join, at

induction of that employee, you will often find particularly medium and
20
15

certainly all the large employers, the broker will be present at each time new
employees are inducted and will give them information. They will say your
employer allows these 3 schemes for example Discovery Health medical
scheme, Bonitas, Sizwe, Momentum and here are the benefits, here are the
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premiums etcetera.
So I do believe that people are given quite a lot of the relevant information. I
fail to adequately answer the Chair’s question on why it is possibly that at
that moment, people don’t properly apply their minds. I think it is a fact that
5

people do not apply their minds properly to all of their needs and whether the
decision they are making, will cater for their future needs adequately, but I

10

think that in the employer context, members are given the opportunity.
If we then talk about individuals, they would join typically in 2 ways. One,
they would talk to a broker, or they would join through a direct channel for

10

example on the web. That is probably still not more than 6% or 7% of total
joiners and the majority of individuals will talk to brokers and we do hope,
we make enormous effort to train brokers, to provide them information, to
regularly interact with them. We do assume that they are providing adequate
information and explaining the choices to individual consumers.

Are the

20
15

consumers properly understanding and properly applying their minds? To be
honest, I can’t answer that question very confidently, but I believe we are
doing as much as we humanly can do within our constraints to support that
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decision being the most appropriate one for the client.
The regulatory environment, my last point, also protects the client because if
a client has bought the wrong plan hypothetically if it turns out too expensive,
that client can buy down at any time during the year and if the client has
5

bought the wrong plan in the sense that the cover is inadequate for their
needs, they can buy up at the beginning of the subsequent year to a higher

10

plan and also a client can leave the medical scheme at any time.
Many medical schemes require a thirty day notice period, Discovery Health
medical scheme does not insist on even 1 day notice, you can leave

10

immediately and if you have money left in your savings account, that will be
paid over. There are relatively few constraints on members moving between
schemes and the data for 2014 that we showed in our submission is that in
2014, two hundred and fifty thousand members, left Discovery Health
medical scheme. Three hundred and fifty thousand joined, but two hundred

20
15

and fifty thousand left. That is not a very difficult thing to leave and choose
another scheme if you are not satisfied.
MR STIPP

If I could just add to that Dr Nkonki, the one thing just

to think about, is what is the alternative, so one alternative is to have standard
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products in the market, to simplify things for people to say okay here are 2 or
3 options that you can choose from and it might be attractive at the outset to
say that why don’t we just say for the whole industry, let’s have fewer
options. I think it has the advantage that maybe at the point of sale, it is
5

easier for people to compare, it has major disadvantages, because it forces
people to choose between paying maybe a lot more than what they are
currently paying and making choices about benefits that they have no idea

10

whether they would need in a few years’ time, because you don’t have that
many options of networks, you don’t have that many options for in and out of

10

hospital benefits as you would have with the current range of products.
That forcing of members actually leads to other consequences which is then at
that point when people need it, they realize that actually I don’t have the
cover I need, but can I get the cover that I need and the answer might be no,
because we have restricted the option choices that people have, or it might be

2015

that it costs you a whole lot more, because you have restricted those choices
and you have to choose one price point per option.
So I think it is fair to say that medical schemes do also compete on having
different products in the market and being able to try and give people these
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choices and flexibility to make those choices.

The other side of that

obviously is that they have more choices, so they have more things to
evaluate, but that is where Johnny has said, it is important for the broker to
then give advice and brokers are a very important voice, because their job is
5

to deal with the whole medical scheme industry, so over time, they build up
quite good knowledge as to which medical schemes to recommend where they
won’t get pushback from members 5 years later to say why did you tell me I

10

should join scheme X or this or that option, it is not working for me. So I
think the incentives are there also for them to give the best advice.

10

DR NKONKI

Thank you my last question was going to be asking on

standardizing packages, because the next presenter, I think Metropolitan is
making that suggestion, so thank you.
PROF FONN

Thank you for your presentation, I have 3 groups of

questions. The one is some clarity on your presentation, the one relates to
20
15

some of the issues in our revised statement of issues and the other is to bring
up issues that have come up in previous, I want to take you back to slide 3.13.
This is the slide in which we speak about the contribution of what is driving
costs and I suppose what I am interested in, is the period that you have
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presented of 7 years.
From all the other submissions that we have had, it is the absolute amount
ultimately that someone has to pay that is a problem and so the absolute price,
the level of the price, not the change, is also important and the contribution of
5

the tariffs, at this point, is not driving the change, but it seems to me that the
contribution of the tariffs, because of the period that you have chosen, if you

10

had to take a much longer period, would it significantly change and we have
had a lot of input over the change in the regulations around pricing, the
absence of a reference price list and the apparent collusion that the

10

Competition Commission outlawed which is around 2004, so if you took this
over a different period, we would be seeing a very different contribution.
DR BROOMBERG

As you say, there was the intervention by the

competition authorities in 2004 and I think we will all accept that prior to
that, there was a single price for a day in a hospital ICU or a hospital
20
15

admission in a general ward. For each other item of service or procedure,
there was one common price across the medical scheme environment.
In the Discovery Health environment, those prices started to diverge
essentially from 2005/2006 and so I think we could take this a little bit further
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back. Our data is strongest and most reliable around from 2007 onwards. We
could provide that data, we have no problem in doing that to the fullest extent
we can. I think you would not see a very different picture from this going
back another 2 or 3 years when at that point, the absolute level of prices, were
5

the same for the whole industry.
So that begs the question I think you are asking which is at that point, what is

10

your view on the absolute level and is that too high and I think the question
becomes against what do you benchmark that absolute level? Is it the return
on capital invested by hospitals, the earning aspirations of doctors, the single

10

exit price that is set by the Department of Health, is it international
benchmarking of the cost per event.
I think one could debate whether some or all of those are legitimate inputs
into deciding what is the appropriate price level, but I think for our purposes
today and since 2005, in a sense we were takers of that price. There was

20
15

certainly no realistic prospect I can say that quite honestly, given our size at
that time and even today, of depressing the price in absolute terms.
We could never go to doctors and cut their tariff and I don’t believe we could
actually go to hospitals and cut their tariff in any legitimate way. Their costs
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are also increasing well above CPI every year and so I do think it is fair to
say the whole system inherited the prices as pertaining at 2005/2006 and
those have been accepted as the base. I am certainly not arguing that that is
necessarily the right base and if the panel and if this process can bring to light
5

data and we will provide whatever we have got, that wants to relook at those
base tariffs, I think that would be a very good development.

10

As you’ve heard, I think the doctors in the sector, would argue that their base
tariffs are way too low right now and you know that is something the panel
will also apply its mind to in time.

10

MR STIPP

If I may add to that, I think we can certainly look

further back. I have been pricing medical schemes since 1995 when I was a
young actuary and what I can say, is that this relationship that you see on the
screen between utilization and price, has always been there and it is certainly
has accelerated since 1998 or since 2000 with the implementation of the
20
15

Medical Schemes Act with community rating, open enrolment, guaranteed
acceptance and we can try and get data as far back as we can, but every single
year, every client that I have priced a medical scheme for, we have exactly
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the same effect happening, that you see utilization increasing at a higher rate.
I think there is an important thing to realize as well, which is that there is a
distinction between the absolute level of price and the rate of increase, but if
you look at things over time, in the end, you find that the absolute level
5

depends enormously on the rate of increase especially over a long period of
time as we’ve shown here.

10

So this is just 7 years. If we take the data back 10 or fifteen years, you will
find that the effect of this utilization building up over the years, is absolutely
enormous and it is the major effect that one then has to deal with in order to

10

bring the level of the price down. In other words, the level of the premium,
otherwise it doesn’t help.
PROF FONN

I was interested in the discussion on the PMB’s and

particularly the two hundred and seventy complex conditions and as you
20
15

know, we have heard a lot about that. The question has been at the top of my
mind for a long time about the discussion around PMB’s being cost drivers
and yesterday we were presented with data comparing PMB’s with nonPMB’s, apparently across the industry chosen from here and there, I wasn’t
sure where it had come from. It seems to me from everything we have heard,
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it is quite hard to define these PMB’s and to say which is and which isn’t and
also there are different conditions so how do you compare them to nonPMB’s in terms of being cost drivers.
It just seems to me to be a complex area. So I get that for some, it is easy to
5

flat them automatically and for others it is not and I suppose I am assuming
you are familiar with [Roth’s] data and I am curious to know if you are in

10

agreement with him around this PMB non-PMB comparison and the change
over time in that.
DR BROOMBERG

10

I think there is great complexity in it, I completely

agree and I think it is also complex just to compare across industry between
different players, because there are 2 ways in which one can handle PMB’s if
you are a medical scheme. The PMB rules say that you have to pay whatever
the doctor charges for a PMB condition.

I mean there are a lot of

complexities as you said, but let’s say that is the case in principle. So there is
20
15

1 of 2 ways in which you can respond to that as a medical scheme.
Basically to say let us try and agree with doctors a certain tariff that is in our
designated service provider network and basically by agreeing to pay that
tariff, doctors would be happy to charge that and not more. They have the
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right to charge more on the PMB conditions, but they are not going to, they
agree a tariff with us. The point about that is that that tariff would have to be
high enough that our members do not face co-payments. In other word, it
would have to be set at a level that would satisfy most doctors.
5

What you would find with that if you look at our direct payments arrangement
in Discovery, we had to pay more than what was the 100% NHRPL tariff in

10

order to encourage doctors to be part of the network and then not have co payments. That would actually explain a lot of the excess tar iff inflation that
you see there. It is driven effectively by PMB regulations.

10

So to a large extent, because the PMB says you have to pay in full, it
basically means that to avoid the risk of co-payments to members for nonPMB’s and the scheme facing unlimited liability for PMB’s, you have to
agree to a fairly high tariff for doctors and bearing in mind as Johnny has
explained earlier for hospitals, there is negotiation, but what happens, is that

20
15

it is negotiation at corporate level. For doctors, it is all individual doctor
decisions at what tariffs they want to charge and what tariff they are able to
charge given who their patients are, etcetera.
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That means that these direct payment arrangements play a very important part
in the relationship with doctors and how that is set. So one can certainly say
that PMB’s because it says pay, everything in full at cost, has driven up the
tariffs. The second part of it relates to the incidence of PMB’s, so how the
5

rate of utilization of PMB’s has increased as a proportion of all medical
conditions that people can suffer from and we see that very much in the data.

10

So we have shown data on some of the other slides, how the chronic rate has
gone up and that is a year on year effect. There are more chronic members on
the medical scheme every year and that drives up the cost of PMB’s, so a

10

component of it relates to the tariff and there is a component of it that relates
to utilization, but our data very much supports the fact that PMB costs are
going up and having said that, it is always hard to exactly define what that
PMB cost is, because of some of the complexities that we said, but we can
certainly give a very good indication out of the data that it is going up.

20
15

MR STIPP
as cost drivers.

Perhaps I can just add 2 additional points on PMBS’s
The one which I know the panel has heard and being

concerned with, is the very strong bias of the PMB designed towards hospital
cost and there is no doubt that that has driven medical scheme benefit design
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to be heavily biased in that direction, because those PMB’s cost more and
more and as premium pressure increases, schemes must make sure that the
benefits cover at least most of the PMB’s or all of the PMB’s and that shifts a
heavy focus towards hospitals and I think that is a very significant point.
5

The other which was mentioned earlier, is that when members buy hospital
only plans, or have limited day to day benefits, people are admitted into

10

hospital to cover that. The last point I would make is that we do see evidence
of doctors I think acting in their minds in the best interests of patients to help
them access PMB’s, in a sense providing ICD10 code diagnosis that are not

10

clinically accurate.
A very good example would be bipolar depression, the chronic disease that
lists only 2 forms of depression as PMB’s, major depression and bipolar and
we have seen a dramatic year on year increase in the incidence of bipolar
depression that must be in excess of the true change in the incidence in the

20
15

population and I think that is specialists trying to help members to access risk
benefits for treatment of the more ordinary depression, but calling it bipolar.
There are many other examples of that that are in our submission.
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PROF FONN

Don’t answer now, but there is a direct relationship

between tariffs and supplier induced demand, I mean the one is related to the
other and so I am curious but don’t tell me, you can tell me some other time
quite how you unpack those different columns.
5

I was curious of what percentage of people in your medical scheme, are
sending you data on their satisfaction and what your response rate for that is?

10

DR BROOMBERG

We survey 100% of adults that are admitted. We don’t

survey children and we don’t survey adults with a psychiatric diagnosis on
admission and if I am not mistaken, our response rate is about 23%.
10

PROF FONN

I am interested that the formulary and you gave the

example of cardiologists all the time in terms of your standard operating
procedures, but the people who chose to come to us and complain, were the
cardiologists, 2, a whole group and then another lot. There seems to be some
20
15

disagreement about the degree of transparency and the degree to which
everyone is involved, so you describe your processes as completely
transparent, always consulting. We haven’t heard the same from ironically
the same group you chose to use as an example. You are not required to
respond to that, but I would just like to bring that to your attention.
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JUSTICE NGCOBO But do you have a comment on that?
DR BROOMBERG

Only so far as to say that I will just draw the attention

of the panel back to the blame paradox I highlighted in my presentation. I
think it is almost the order of things for the doctors to be complaining. The
5

scheme simply cannot provide every drug for every patient that they should
believe should happen. At the point at which they are seeing a patient, that is

10

all that is in their mind, there isn’t the systemic view or the overall view and
unfortunately, we make enormous effort. I think if you could be a fly on the
wall in the discussion with the same groups with us, I think you would find a

10

far more cordial relationship than you were led to believe here.
PROF FONN

I then want to go to some of the issues that we are

interested and you will know that from the revised statement of issues. So in
the revised statement of the issues, one of the things we are interested in is if
you are very big, you need to be delivering some benefit from the economy of
20
15

scale to be big, otherwise there is no point in being so big and you are of no
advantage to the consumer.
So I know that we have requested this data from you and I want to know if we
have received it and that is the detailed contracts that you have for example
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with hospitals, because if you are the biggest scheme administrator and
biggest scheme, we would expect to see this reflected in the contracts that you
have with hospitals. Will we see that and do we have that data in this data we
have requested from you?
5

DR BROOMBERG

I think firstly just to answer the implied question and

then I will answer the direct question, you will undoubtedly see when you
10

compare our data to the data from other administrators representing other
schemes, the impact of scale on prices where one can negotiate prices, so that
would be principally be in the hospital and pathology sectors and on cost per

10

event.
If one does proper risk adjustment and I think that is a tricky issue but we
certainly can cooperate very closely with the inquiry on adequate risk
adjustment, you will undoubtedly see the impact of scale and I think that is
true. In terms of the specific request for the contract, they are commercially

20
15

confidential. I am not sure of the current status of whether we have supplied
them. I wasn’t even aware that they had been requested. I know we ha ve
supplied the full data set that the inquiry requested, but I am not aware of a
formal request to see the contract, but certainly I think we would need to
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consult with our legal team and with the other parties to the contract.
My personal view is that as long as the confidentiality is protected, they
should be submitted, but I prefer to reserve our response on that.
JUSTICE NGCOBO But the proposition that was put to you that you are the
5

biggest scheme, do you accept that?
MR STIPP

10

Chair

we

are

representing

the

administrator.

Discovery Health medical scheme is by far the largest open scheme in the
country.

It is also the largest scheme in the country the second largest

scheme is a restricted scheme, the Government employees’ medical scheme.
10

In terms of ourselves, I think there are different definitions of the market
share of administrators and if you are asking whether we are the biggest
administrator, I think because of complexity of market definition, there are 3
large administrators and we are all relatively similar in size. I don’t think

20
15

there are vast differences depending on how you count administration versus
managed care.
JUSTICE NGCOBO I am simply asking in terms of the numbers just pure
figures, are you the biggest administrator?
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DR BROOMBERG

Yes I would say we are.

JUSTICE NGCOBO Thank you.
PROF FONN

There was some more clarity on the way the

administrator works. So you said you charge a global fee, a package is the
5

word that you used.

So in a way, that is complicated, because if it is a

package, how do I know what I am really paying for? Am I paying admin
10

fees? Am I paying HMO services? Am I paying broker fees? What am I
paying for? You could tell me anything if it is a package, so how do I unpack
this package and then how does this package delivery work in relation to your

10

closed schemes and particularly, I am assuming that they need no marketing
fee?
Also, what goes in what? It seems to me that it can be arbitrary as to, a
broker fee could be in a marketing fee because they have a marketing

20
15

function, so how easy is it for anyone to understand that and how easy is to
for you to obfuscate?
DR BROOMBERG

I think important to note that our regulator, the

Council for Medical Schemes is quite meticulous about definitions of these
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different components of fees charged to medical schemes and it is meticulous
in policing those and there has been an evolution of that regulation over time
and I think what is very clear in the definitions and in the statutory returns
that schemes have to make and therefore in the published information, in the
5

annual report of any medical scheme and in the council’s annual report, you
will see a standard definition of an administration fee as distinct from a
managed care fee. Those are 2 standard definitions and then broker fees are

10

separately reported on and the other costs of the medical scheme, for
example, the costs of running the office and trustee fees and trustee meetings.

10

All of those are separately reported on.
Over time, I think there has been some fuzziness on the definition of what is
an inside admin fee and an outside fee and what is inside and outside the
managed care and I think to their credit, the council have progressively
tightened up on that definition and I think that is a good thing.

20
15

In our case, I think it is very simple. We provide a single administration fee
and everything we ever provide from an administrative point of view, is in
that and then when we develop new services, for example, we develop health
ID, the electronic health record, or a member app, or a new system of
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electronic membership application or whatever, we never charge additional
fees for that, so it is all one fee.
Some of the competitors tend to segment their fees and will charge a disease
management fee for an HIV program etcetera, but ours is always in one.
5

Similarly with our managed care fee, we have one standard fee for DHMS
and we currently as we said in our submission, have eight four different

10

managed care programs in operation. Those are available to all our clients,
they pick which ones they want to, most of them would use every single one
and we add new programs all the time in accordance to need.

10

So a relatively recent one just being implemented now, is that Care
Coordination Program I presented on, but aimed at the elderly with dementia
which is a growing problem. That will be built in and offered at no additional
charge.

So we believe we have a simple transparent admin fee, simple

transparent managed care fee and that is how we report to the trustees and
20
15

how the trustees report to their members and to the regulator.
In relation to restricted schemes, it is a very similar approach. You are quite
right that the majority of medical schemes, there is an exception to not
require marketing and distribution at all. One exception in our environment is
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that the local authority medical scheme for municipalities, which is our client,
it is a restricted scheme, but it competes with 4 other schemes for local
authority clients and it requires a similar set of support for brokers as does the
DHMS, but others do not.
5

So they would be charged a lower administration fee, because there is no
marketing and distribution support for them at all, but they would then utilize

10

virtually the full range of managed care services and I think our belief is that
simple integrated approach is actually more transparent and simpler to use
than multiple services at multiple prices.

10

PROF FONN

I have one question on your presentation slide 3.17

which is when people claim when they join. Have you done analysis of your
closed schemes, this analysis and if you haven’t can you and can we have it?
DR BROOMBERG
20
15

I am not aware that we have done it, but we will do it.

We will supply it to you and I will eat my hat if it shows the same pattern as
this.
PROF FONN

As you know, one of our issues in the revised

statement of issues, is a question as to whether for the players in the market
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currently, they are actually happy with the way it works. It is kind of a win win for the people winning and I suppose that was at the back of my mind
when I looked at the time period that you looked at when I listened to the way
people spoke to us. There seems to be this sort of like easy way of saying
5

well all the medical schemes get bashed, because quite realistically, they have
a very difficult job to do and so it this objective difficulty of the system that
is the only thing that is at fault.

10
Everyone else is really just behaving nicely and well and that seems to us, to
be possible, but not probable. Do you have any comment?
10

DR BROOMBERG

I think we would be the last to say that everything is

satisfactory or that we are entirely happy with the way the system is working
and I hope our submission made no bones about that.

Firstly just in the

context of today’s presentation, talking about product complexity and
consumer information, we are not happy that the products are as complex as
20
15

they are. We have explained why that is the case and we are not happy that
we are properly empowering members or that brokers are properly
empowering members to navigate that complexity.
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I think we try hard, I can say that in good conscience very hard we spend a lot
of time and money on that.

I believe we do it probably better than most

competitors. Do we do it perfectly or even adequately? I would prefer to err
on the side of saying I think we can do better. Even more importantly, we are
5

not all comfortable or satisfied with the current structure of delivery of
healthcare.

We have made public presentations drawing on very good

evidence from the US environment which I think is in some ways, very
10

similar to the private sector here, which suggests that anything from 20% to
30% of claims costs are wasted and we would not be at all surprised if the

10

same is not true in this country.
That is through over treatment, over expenditure on diagnostics, duplication
of testing and services, errors and I think administrative burden because of
fragmented practices and this very complex regulatory environment and I do
believe that there is a significant amount of improvement that could be

2015

achieved cutting out waste which would not only improve cost, but would
almost certainly improve the quality of care that is delivered as well.
That drive towards a more value based approach, is absolutely fundamental.
The problem is that we can’t do it alone. We have been rowing this boat
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quite hard alone.

We are getting more and more collaborators in the

environment to work with us. It is slow, we could be helped enormously by
some regulatory change and I think we have made suggestions.
The bottom line is that the consumers are hurting out there, medical scheme
5

members are hurting. Every year, it costs a higher proportion of take home
pay and that must make us dissatisfied and we feel that, so we are not here

10

saying everything is fine and there is nothing to be done. I think the opposite
is true.
MR STIPP

10

If I may add to that, I think a lot of the context that we

have shown here, is actually demonstrating almost a scene of extreme unease
with the inflation rates that we have been observing in the private medical
scheme industry and we are trying to unpack that and say there are reasons
for that. I think what we will get to in the final hearing, is to what extent do
some of the regulations, it basically navigates different choices between

20
15

saying that everyone can join a medical scheme at any time when they have a
need to versus having a mandate of everybody joining and what the cost
implications of that would be.
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Issues relating to solvency for instance, whether that solvent requi rement of
25% is adequate or appropriate given that schemes face different risks, so I
think that is certainly a major concern to us, the fact that these inflation rates
are so high and that if you look at it over 7 years or over twenty years,
5

however you look at it, it just ends up with people finding it harder and
harder to afford and that certainly is a matter of great concern and there
shouldn’t be any complacency or happiness about that.

10
PROF FONN

We don’t want to give mandatory membership and

then a blank cheque to continue as we are. The other issue that comes up in
10

the revised statement of issues, is the question around the relationship
between the suppliers of medical cover and big insurance companies and in
that regard, we are curious about the relationship and in this case, with
yourself as Discovery to your holding company and what kind of service level
agreement or whatever you want to call it, that you might have. As much as

2015

there are pressures, you belong to a big group and does that place yo u under
pressure?
You described a relationship for example of the hospital manager and what
incentives might be operational for them. What about your relationship with
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your holding company as an administrator?
DR BROOMBERG

Certainly the holding company has burning aspirations

for Discovery Health. I think that is a matter of public record and it is a listed
company and the reports are filed every 6 months. I think what protects our
5

scheme clients and their members and insures a fair outcome, is the natur e of
the contracts we have with the scheme clients and the alignment of incentives

10

that I referred to earlier.
So I am under pressure to increase earnings as the CEO of Discovery Health.
How do I do that? There is really only 3 ways I can do it. One is I can

10

ensure that all of our four thousand employees are working as hard as they
can to make sure that Discovery Health medical scheme keeps growing in a
sustainable way, because if it can keep growing, every member that joins, is
additional fee income for Discovery Health fixed admin fee per family per
month. That is one fundamental objective.

20
15

The second much more lumpy, is we can go out and bid for restricted scheme
contracts, we have been very successful in the last several years in growing
that business, but they don’t go out on tender all the time and when they do,
we compete.

So by doing both of those things, as I pointed out in the
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presentation, everything I do to be successful in Discovery Health, benefits
the clients schemes and their members.
The third thing I could, do is to try and raise the admin fees per member. I
have a huge countervailing force on the other side, which are, boards of
5

trustees which simply don’t accept anything above CPI ever, many of them
are below CPI and certainly as I have illustrated with DHMS, they are

10

systematically and consistently below CPI because of serial negotiations
every 3 years, so I can’t do that.
The forth thing I could do, is cut our costs by compromising service levels,

10

but we have highly detailed service level agreements with our scheme clients,
so to give a very simple example, 80% of all calls should be answered within
twenty seconds, that is an SLA with Discovery Health medical scheme, so I
have a very big television monitor immediately outside my office and I look
at it fifteen times a day and I monitor every queue for every client and I call

20
15

the Chief Operating Officer and ask her why we are in red on a particular
metric on any hour of any day, so I think although we have earnings pressure,
that simply aligns us even more closely with the medical scheme clients and
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the contracts prevent any exploitation.
PROF FONN

Then, I am just going to go to some of the things we

were told during the other presentations. We were told of an arrangement
where a medical scheme employed an HMO, they transferred the risk and
5

whatever benefit they managed, they could keep the money. Do you have a
relationship like that with any of your schemes or the managed care services

10

you offer? It seemed to us to be an interesting model. Do you have those?
DR BROOMBERG

Just to start at your end, we also believe it is an

interesting model and we believe that there should be some discussion around
10

risk sharing between managed care organizations or administrators and
schemes. At the moment, as I said in my presentation, there is risk showing
on the downside which is we are liable for penalties if we fail on service
levels, but there is no upside beyond the fixed fee if we shoot the lights out
on performance.

20
15

That is at the requirement of the regulator. To answer your question more
fully, today we have none of those arrangements with any of our schemes.
There are some modest exceptions which I want to explain, but we did have
some years ago, various arrangements in which we accepted capitation risk
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for primary care products, so we would charge a fixed amount to the scheme,
we would contract and manage networks of GP’s and if the costs of those
benefits exceeded the capitation costs, that was our problem and similarly if
there was a slight margin, we could keep that.
5

The council requested us to unwind all of those arrangements some years ago.
I think you might ask them the logic, but my recollection of the logic, is that

10

at the time, they felt there was an asymmetry of information between the
managed care organization and the client in pricing those contracts. I don’t
believe that is a valid argument. I think that the scheme could easily get very

10

superb external actuarial advice and bring that into negotiating the price and
also the scheme can look for different prices in the market, so we do think it
is interesting.
The only exception I want to be clear on, is that with some of the closed
schemes that we have recently tendered for, we offered guarantees that we

20
15

would reduce their claims cost by certain quantum’s over a defined number of
years based on our superior procurement, claims risk management and fraud
management and we are committed to refund them anything below the
amount that we had guaranteed if we didn’t achieve that, so again that is
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downside risk sharing, but we didn’t get any reward above that if we
outperformed that. On all of them so far, we have outperformed the
guarantee.
PROF FONN
5

The other issue is you spoke about the degree to which

you are involved with the trustees of the Discovery Health medical scheme. I
don’t know if you also go to the meetings of the closed schemes, you can

10

comment on that.

We were told by one of the schemes who presented

yesterday, a self-administered scheme that the degree to which trustees are
able to make informed decisions, largely depends on the kind of information
10

that the administrator provides them with.
Now this might or might not be true, but it does seem to me to offer a
potential to gain the system in some way and we will clearly as k the scheme
tomorrow, but if I was a scheme contracting with you as an administrator,
why should I trust you? Why should I feel comfortable?

20
15

DR BROOMBERG

Your question about participation and interaction with

the trustees of our clients other than DHMS, is just as intensive. It is a large
number of clients, but we would typically have several of our Executives who
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committees. I personally attend at least one of the meetings of the bigger
restricted schemes every year when they are talking about strategy and others
and some of my senior colleagues do.
So I would say that the interaction is certainly intense. It is less intense in the
5

main than with DHMS, but that is because DHMS is large, complex and has
many more issues going on and has many more meetings, but I don’t believe

10

that there is any compromise on the level of interaction with any of the
scheme clients and we are always available at any time should they wish to
interact with us.

10

I think you are quite right that the trustees of medical schemes are part -time,
they are non-Executive, pretty much like boards of directors and as with the
board of a company, the insight of a non-Executive director is totally
contingent on how much accurate information they would receive from the
Executives of the company.

20
15

It is certainly true for DHMS and they will confirm this, themselves that they
specify in great detail, exactly what information they want. That changes
from time to time, so they are in receipt of a very high volume of reports with
varying frequency. They also have access to daily operational information.
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Some of the officials of the principal officer and the principal officer himself
sits in our meetings where our Chief Operating Officer and all the operations
where they will be discussing the ins and outs of the details of operations
every day. Similarly, [Milton Streek], the principle officer who will present
5

tomorrow, sits in our Executive committee and he is completely alive to every
single issue, so in the context of DHMS, it would honestly be hard to pull the
wool over anybody’s eyes on any issue.

10
I think our philosophy with our other scheme clients, is that we hope these to
be very long term relationships and therefore we provide more information
10

rather than less. The last point I would make, is that at any point in time, our
scheme clients are free to use the services of external actuaries to verify any
information they get from us and much of that is built in routinely.
DHMS at the time of the annual evaluation of the claims and the pricing for
the next year has independent actuarial advice. Some of our closed schemes

20
15

use independent actuaries on a continuous basis and from time to time,
DHMS and others will go externally.

The submission of DHMS our

submission, talks about the De Loitte’s evaluation that was done, in 2012 and
is now repeated, on an, annual basis.

DHMS will also report on a major
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analysis that they are having done currently of the relational govern ance
model between the scheme and ourselves, so I think we would be caught out
in a heartbeat if we tried to manipulate any of the data. The system is too
transparent for that.
5

MR STIPP

In the medical aid scheme, in the end, it all comes

down to how much do you pay in claims, how much do you collect in
10

contributions and that is audited every year, so it is very easy to see things
going wrong in the environment and it certainly comes out at a point of the
audit, so as Johnny has said, there is no point in hiding anything because it

10

will come out very quickly in any event.
PROF FONN

You spoke about quality and one of the issues that

came to us, was a change in hospital practice around nursing staff, so if I
understood it correctly, they are either decreasing the number of nurses per
ward, or they are decreasing the level of skill of nurses in a ward and so,
20
15

some of the practitioners told us that therefore they put patients into high care
or ICU, because they don’t trust the ward nursing services.
In your negotiations with hospitals in your agreements with them, is there
anything around the number of nurses per ward on the level of qualification
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of nurses per ward. Is this an important thing in your quality assessment that
you are interested in?
DR BROOMBERG

I think it will obviously be critical to hear the

hospital’s voice on these questions.
5

There is no doubt that over the last

decade, the level of acuity and the ratio of nurses at different skill levels in
the different areas of the hospital, ICU, high care, general ward, operating

10

theatre, etcetera, have changed and they have decreased, there is no doubt
about that.
We don’t collect detailed data, we cannot access data on that, as the hospitals

10

don’t share that data with us, but we are aware of that. Hospi tals do explain
to us that there are significant shortages of nurses, there is a high degree of
competition between the public and the private sectors for skilled nurses,
particularly theatre nurses, ICU nurses, so we have an impression without
data, that hospital struggle, but we do know that the ratios have been

20
15

changing over time and it is a concern. I think we hear anecdotes particular
at night about patients not getting adequate attention.
On the other hand, I think systematically we are not aware tha t that has led to
a systematic change in the quality of care. We are also very aware of the
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anecdotes of doctors saying as a matter of policy, I will only admit post operative patients to high care or ICU.

That must be wrong.

In many

countries, patients with a hip replacement go home on the same day, never
mind 2 or 3 days in high care or ICU and one of the fundamental problems
5

that we do have to deal with is getting the specialists involved with us in
managing the 80% of the total cost of event that they control.

10

We are trying to do that, but I think that that is a question you should put to
the groups. In answer to your second question, do we include those, matrix in
our contracts? No we don’t. Should we? I think yes.

10

PROF FONN

And then my last question, when we were speaking

with the independent pharmacies, they were arguing that as the cost of
medicines are already regulated, there is no reason to have preferred provider
networks. They also describe punitive measures that are levied on members
of schemes who don’t use a preferred provider network and they say therefore
20
15

that in fact the scheme lands up paying even less than the cost of medicine,
lower than the single exit price and they think that this is perverse and weird
and they also describe the relationship between some of the big schemes and
the corporate pharmacies in terms of discounting on acute drugs and saying
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that this is illegal. Do you have any comments on that?
DR BROOMBERG

I will try and address all of those briefly.

Firstly,

pharmacy networks are required in 2 circumstances. One is where there are
PMB’s, so a member of any plan from the highest to the lowest, wants full
5

cover for a chronic condition, the scheme is entitled to use a service provider
network and on the lower plans, even outside of PMB’s in order to manage

10

cost thereof in pharmacy networks.
It is not true that they charge the same price, so there are 2 fundamental
differences

10

between

network

and

non-network

pharmacies

in

our

environment. The first is that those who agree to form part of the network,
charge lower dispensing fees on the SEG, significantly lower and that makes
a very significant difference in medicine claims and that is the market at work
that is in any willing provider network. If a community pharmacy is willing
to contract at a lower dispensing fee, they can certainly be part of the network

20
15

and many retail pharmacies are part of our networks by the way.
The second element is that in recent years, we have included in our network
contracts, a performance based reimbursement mechanism, which will
increase the dispensing fee for pharmacies that work with us to increase
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formulary compliance.

I think it will be known to the panel that the

dispensing pharmacist is not always incentivized to dispense the low est
generic or even to offer a generic in place of a brand name medicine, even
though the law requires that and that is because there are incentives,
5

marketing and other incentives that manufacturers pay pharmacists to
dispense their product.

10

So we are trying to countervail that pressure by saying to a pharmacy if you
encourage our members of our schemes to use formulary medication which
suits them because of lower co-pays and it suits the scheme because of lower

10

cost, the scheme will pay you a higher dispensing fee, so the net effect of all
of that, is that the use of a network pharmacy is far advantageous,
significantly advantageous to our scheme clients relative to an unmanaged
pharmacy doing whatever it likes.
On the punitive co-payments, it is simply the operation of a normal price

20
15

signal that is applicable in the medical scheme rules to any member who
voluntarily goes out of network and it is typically as approved by the Council
of Medical Schemes a 20% co-pay, so our message to clients is very simple.
If you have a chronic condition and you want full cover, or if you are on a
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network plan and you want full cover, there are a large number, but I think
probably there are well over fifteen hundred network pharmacies, possibly
more than two thousand around the country and you will get full cover.
You may prefer your community pharmacy in your suburb, but there will be a
5

co-payment there of 20% and that is your choice. Finally, I don’t know what
they are referring to about deals between schemes or administr ators and

10

corporate pharmacies on acute medicines. There is a single exit price and
medical schemes are obliged to pay that single exit price and not below it for
any medication, acute or chronic.

10

DR BHENGU

I just have a few quick short answer questions from the

presentation and then I will go to one more that I don’t think has been
covered. On the first slide 3.2, right at the bottom there on quality of care, I
mean can the panel read this statement, or at least those bullets there as tacit,
good faith admission that quality hasn’t really been priority in terms of
20
15

contracting either within Discovery or industry I don’t know, but obviously
you can speak for Discovery.
DR BROOMBERG

Yes in short, it has been historically impossible

without significant investment ourselves in collecting quality data and I think
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must be true of all schemes and administrators and as a result going back 3 or
4 years ago, you would have found no elements of quality in our contracting.
It has taken us many years to collect the information. We attempt to do it in a
very cooperative way so as not to drive that information underground which I
5

think was a risk, because we have no help from the regulatory environment.
Now as we’ve got more data and we are more confident in a cooperative

10

relationship with the providers, we are moving to include more and more of it
into the contracting and today, in our environment, there is a lot of it. It is far
from where it needs to be, I will be the first to admit that, but there is quite a

10

20
15

lot of value elements in our contracting.
DR BHENGU

Does, it, mean then, that it has been really about price?

DR BROOMBERG

Yes, price and volume to some extent.

DR BHENGU

Just a follow up on the formularies, when you draft the

formularies, do you do it at Nappi code level and if yes, why is it necessary to
be that specific for a drug to appear?
DR BROOMBERG

Dr Bhengu to be honest, I am not totally sure of the

answer to that and I would like to ask your indulgence to provide you that
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answer afterwards, probably during the course of today if that would suit you,
certainly in writing by the end of the week.

I know that we specify

formularies at the active ingredient level and at the name of a particular
product, so to take an example, if we take anti-hypertensive medication or a
5

statin for high cholesterol and you will be aware that there are originator
products in those classes and there are also multiple generics in those classes
and within the generics, there are often quite wide price variations.

10
So the typical generic on average, will be 20% to 30% below the originator
on average, but you will have within that, quite wide variation and we use the
10

leverage of our formulary to negotiate the single exit prices down with the
manufacturer, so every year or 2, our pharmacy negotiating team will go to a
supplier and say if you want your statin on the Discovery Health formulary,
will you agree to drop your single exit price.
Now, that benefits the whole market as you will understand. We then need to

20
15

name that product on the formulary as for example XX Simvastatin and that is
the reason for naming the product on the formulary. It drives market share
for those suppliers and they are willing in return to drop the FEP which
benefits every medical scheme member in the country, but that is the leverage
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we are using on behalf of our scheme clients, their members and the rest of
the market.
DR BHENGU

Obviously when you look at this, the point of interest

is whether if one goes that specific, is there a risk that the one that you have
5

listed, is not necessarily the cheapest which restricts the pharmacies in that
sense. That is the one point. The other is of course just assurance that there

10

are known financial benefits on a commission type of arrangement that are as
a result of such negotiations?
DR BROOMBERG

10

There is never only one product on the formulary in a

class where there is more than one product available, so to take the same
examples I gave of anti-hypertensives or statins, our formulary would
typically contain between 2 and 4 alternatives.

Those are not always the

lowest price, because what is taken into account, is the supply and sometimes
there are suppliers in this country who will give a rock bottom price, but
20
15

where the pharmacies will tell us that supply is intermittent and not consistent
and those will not be listed on the formulary.
So a pharmacist will often have between 2 and 4 choices and as I said in my
presentation, most plans on DHMS and other clients, also give the member an
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alternative, a budget that is similar to the price range of the product where
they can use something off the formulary and have it paid in full, so I think
there is plenty of flexibility there.

I can assure the panel that there are

absolutely no financial flows linked to the formulary to Discovery Health or
5

to any other party in our group. The only leverage is listing on the formulary
which benefits the clients.

10

DR BHENGU

Now on the market power question, I want to

specifically restrict myself to tariff negotiations. I just want your co mment
first of all that when Discovery sits with Life, or Medi Clinic or Net Care,
10

deliberately choosing the large ones, when you sit and negotiate tariffs, is that
in your view, a fair fight?
DR BROOMBERG

Definitely, I believe that those 3 groups are strong for

reasons the panel knows well.

I believe that Discovery Health is equally

strong and that is as a result of the information I described earlier, our ability
20
15

to see these hospital groups in some ways in more detail than they can see
themselves, because of our ability to compare them to their competitors and
to do sophisticated risk adjustment.
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I think it is a fair fight because of our leadership over many years in the
design of alternative reimbursement. It is a fair fight because our surgical
classification tools allows to look at reference pricing for surgical items and
point out to hospitals where they are purchasing more expensively than
5

competitors and I think the fact that it is a fairly balanced market, is borne out
in firstly, what the data will show, which is that we do achieve lower prices
on lower cost per event than competitors and that benefits our scheme clients.

10
So I cannot say that that is true for the entire market and that is not for us to
comment on, but I think that an administrator that invests sufficiently in
10

human capital and systems and analytics, should be able to achieve
countervailing power with hospital groups.
JUSTICE NGCOBO Are these negotiations recorded?
DR BROOMBERG

20
15

No Chair they are not.

They are minuted, we take

minutes, they, are formally captured in email and in minutes, not physically
recorded at meetings.
JUSTICE NGCOBO Can we have access to those minutes?
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DR BROOMBERG

I don’t see why not. Again, I would like to talk to our

lawyers and to the other side, but I think you have the right to subpoena those
minutes.
JUSTICE NGCOBO You see you are talking about those negotiations, I
5

10

mean surely we are entitled to have a look at those.
DR BROOMBERG

I am not raising any question.

DR BHENGU

Just to be sure, my angle of asking, I am saying this

based on your response so far, my angle of asking is not so much whether
Discovery can match the power of the hospitals. I am asking if the hospitals
10

can match the power of Discovery and I follow on your immediate response
responding to me here, is it fair to say data is your most potent weapon in
your armament when you go to negotiations with the hospitals?
DR BROOMBERG

20
15

Dr Bhengu I think there can be no doubt that if there is

any question about asymmetry of power, it won’t become the hospitals stand
up to Discovery Health. It would be the other way around, but as I said, I
believe that it is a balance of power currently. The reason that I say that, is
that hospitals have a very significant implicit weapon to hold up against
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medical schemes, which is we will not admit your members, we will insist on
cash up-front and more importantly than that, bear in mind we are a highly
competitive market.

Our client Discovery Health medical scheme cannot

afford even a day in the beginning of any benefit year when there is an outcry
5

that DHMS members can’t be admitted to the following hospitals of the
following group because there has been a stand-off, so there are tremendous
constraints that I think create the balance of power.

10
In terms of your second question on is the data our most significant weapon.
It has historically been a very important weapon, although weapon is a strong
10

word. It has been an important asset. I think over time, the second asset that
has emerged in the context of the Discovery Health medical scheme, is the
size of its network plans, Key Care, the Delta Plan and more recently the
Smart Plan which now by their scale, make a big impact on the hospital
group, whether it is in those networks or left out of those networks.

20
15

That wasn’t always the case in 2006 when DHMS started Key Care, it had
zero members and so Key Care was a non-issue then. Today, it was four
hundred and fifteen thousand members and it can be a big impact on a
hospital group if it gets moved out of that network and that gives our
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negotiating team tremendous bargaining power. Are the hospital groups able
to stand up to that? Most definitely, I think it is a balance.
DR BHENGU

The reason that I am just focusing on data, is because

we ceased with the question as to how do we level the playing fields if they
5

are not and that is one possible area. I hope you will see what I mean, also
just for the benefit of everyone who would like to follow.

10

If I have chest pain and I go to my general practitioner, she sends me to the
emergency room, the practice team in the emergency room sees me, orders
blood, takes x-rays, sends me to ICU, a cardiologist is called, I go to the

10

theatre, the cardiothoracic surgeon and anesthetist attend to me, I am back in
ICU and I have physiotherapy, general ward, I am discharged with medicine.
Now this is just this one admission that we are talking about. In 3 months,
you will have a complete picture of this database, because you will have
received the GP’s claim, the emergency room claim the physiotherapist’s

20
15

claim. Now at that point, what data does the hospital have at that, ninety
days?
DR BROOMBERG

The hospital has its own data, so it will have the

hospital admission data.
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DR BHENGU

Which you will also have?

DR BROOMBERG

We have more than the hospital has, because the

hospital will not have the data from the specialist or the GP and it may not
have the post-discharge medicine data either, but I do believe that hospitals
5

would be fully able to have quite a lot of that information if and when they
develop proper electronic medical record systems which integrate. Bear in

10

mind the specialist works in that hospital, so even though today the specialist
sends a claim separate from the hospital, if the specialist was working in the
hospital using an electronic claims record system, the hospital will also have

10

a lot of data on the specialist and everything else.
DR BHENGU

But what you are saying is that at this point, that is not

the case?
DR BROOMBERG
20
15

No it is not the case, but it is within their power to

have it.
DR BHENGU

Okay now surely you are on this one admission, it is

further enhanced by the fact that at the end of the year, you have seen two
thousand seven hundred admissions a day. Now that is the number of times
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you will have the claims by the end of the year, significantly consolidating
your data.

5

DR BROOMBERG

Yes.

DR BHENGU

Then further as if that is not enough, across eighteen

schemes and this again is the data that you will use to develop your disease
management programs, that none of the other service providers have. It is the

10

data you will use to do profiling of practices or hospitals. It is the data you
use to do medicine management. It is the data you use to develop doctor
networks, to develop hospital networks.

10

I am struggling to hear that it is a fair fight, but I get your points, maybe that
within the data, it is probably not a fair fight, but you are obviously making
the case for outside of that environment when you are now talking about
distribution?

20
15

DR BROOMBERG

I think the data and networks to an extent, are the only

assets we have. There are a huge range of assets lined up on the other side,
which are these massive drivers of utilization that we have attempted to
portray to you, geographical monopolies, the very great power of physicians
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of doctors and other suppliers to induce demand.

I think the important

concept in response to you, is that we wield those assets as best we can only
in the interest of members of medical schemes and our medical scheme
clients.
5

They reduce claims costs and therefore premiums. Indirectly, we benefit by
the growth of those schemes, but that is the only way we benefit, so if the

10

schemes are not benefiting, we are not. We don’t get any share in savings
from claims or any other benefit from using that. We are doing the best we
can in a sense with hands tied behind our back, because of open enrolment,

10

adverse selection and everything else. I believe we are doing a good job for
our scheme clients which, is what they pay for.
DR BHENGU

Indeed I think that is the point, it is a question of

balancing the side as you quite rightly said, the hospitals themselves, we will
need to understand what their strengths are in relation to this and hopefully
20
15

arrive at a decision, or rather at a recommendation along those lines.
I just want to move onto Vitality. You have already alluded to Vitality. We
have seen or read about questions whether Vitality is a wellness product or it
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is a loyalty program.

Does it matter? What is the difference? Is there a

difference and if there is a difference, where would you say Vitality fits?
DR BROOMBERG

There is no doubt in our minds that it was always

designed as an incentive based wellness program. It is based on hard science.
5

The results are peer reviewed and edited and published in journals as I have
said. People really only get rewards not for buying the product, which is

10

what I think a loyalty product is. If you have a card from Woolworths or a
card from Edgars or many others and you spend, or South African airl ines and
you spend, you get money back, or you get benefits. That is a loyalty

10

program.
In Vitality, you pay a monthly premium and you only get rewards if you
exercise or if you eat well, or if you go for health checks and if you do things
that improve your health. The more you do of that, the more rewards you get,
so in our minds, there is no doubt that it is a wellness program. It has some

20
15

side effects of improving loyalty. If people are engaged with the program,
they get benefits, they get healthier and as a result, they prefer not to lapse
from their Discovery products, but that was never its design, nor its primary
intention and I think it is regarded globally, as one of the world’s leading
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science based wellness programs. It is being implemented by life insurers,
the top biggest life insurers in China, in seventeen Asian countries and in the
United States and in seven European countries. It is also in Canada and the
UK, by the largest insurers in partnership with us, because of the evidence
5

base of how it works.
DR BHENGU

10

No indeed for what it is worth, I also regard it as one

of our better exports, but is it not about just exercising? Let me be more
direct. If I exercise as I am required to using my Samsung and the gear fit,
am I able to have my data synced automatically on the Vitality program as I

10

expect it to?
DR BROOMBERG

Yes you are automatically.

The Vitality program is

able to receive data from a very wide number of devices, both, watches, fit
bits and various others, so there is a large number. It used to be only the
gym, then it moved to heart rate monitors, but the technology has moved so
20
15

fast, that today people can exercise in any way they choose and have the data
sent. Equally today, you can swipe your card at a yoga class or a dance class
all over the country and get the points as well.
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DR BHENGU

Dr Broomberg I am asking specifically about Samsung

because as a member, I ran tens of kilometers which never made your system,
I lost those. Now as a client, I wanted to double check this, because I do not
find Samsung as an option. Now there are a few, but none of them are very
5

much cell phone linked as far as I could tell, but the issue is this. When the
time to upgrade came, because I wanted to go gold, I had to look what was in
the Vitality app and that made me change from Samsung. Now is that the

10

intention, that I will be recognized for my runs only if I use a specific type of
product?

10

DR BROOMBERG

Not at all, I wish the officials of Apple and California

could hear you talking, I think they would be impressed. Dr Bhengu we are
making intense efforts in the Vitality program to accept as wide a range of
devices as possible. There are physical and technical constraints, so we have
picked one integrating software provider globally and as the different
2015

suppliers are able to integrate with that, they are coming on board, so I can’t
sit here and tell you exactly which devices are and are not compatible, but the
aspiration and I think you would accept, is that we would like every client no
matter what device they choose to purchase for their own reasons, to then be
able to record their activity.
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Some cell phones on their own currently have step counters, pedometers, fit
bits and various others. There are some technical issues, but that is t he only
intention is to make sure that they are technically compatible and that the data
is accurate. You would be surprised, but we have increasing evidence of how
5

people gain the system, so we have members who put their fit bit on their dog
and that is how they get their points, or we were told that people put it on a
fan and it spins around so they get steps, so ultimately we need accurate heart

10

rate data.
DR BHENGU

10

I would hope so, because I maintain I still can’t see

Samsung and naturally, if that is the case, I could be wrong, but if that is the
case, the natural question is why would that be the case, because the next
questions are obvious. Is it a question that your relationship with Apple does
it exclude, the competitor which just happens to have the most popular cell
phone operating system globally?

20
15

DR BROOMBERG

It does not.

DR BHENGU

Okay fine let me just complete my thinking, because if

that is the case, then you are dealing with unfairness on my part.

I am

exercising, because I benefit from it health wise, but I am not, the issue of
148 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

that it is done for the benefit of members that one falls away. Now why the
other one will be more important, is because the question we need to ask, are
we at a situation where because of the power of Discovery in the market and
size, are we in the dangerous area where we are now getting channeled to
5

specific products and if that is the case, the next question is why? Is there
financial benefit and if there is, where does it go?

10

So I am hoping that I’ve got this wrong, but you can see why in the following
hearings, we would like to get a clearer sense and it is a question that could
very easily be answered if it just turns out that actually Samsung is there.

10

DR BROOMBERG

I should be clear, I am not involved in the operations

of Vitality day to day at all. I am not completely up to speed as of today,
which devices are not compatible and are captured for points. I can tell you
without fear of contradiction that the aspiration is that every valid device that
provides accurate heart rate and exercise data, we would like to incorporate.
20
15

We would have no reason to exclude thousands of Vitality members wearing
any kind of device from being able to participate.
DR BHENGU

No thank you very much Judge that is all.
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JUSTICE NGCOBO Dr Broomberg you have repeatedly used the word
complex and difficult and your colleague too, has used those words. I am just
curious to know you are aware that the product that you are offering, is
complex, is that right?
5

DR BROOMBERG

Yes.

JUSTICE NGCOBO You also understand the implications of offering a
10

product which you know to be complex and that is that people are most likely
not to understand what is being offered, is that right?
DR BROOMBERG

10

I think yes subject to the qualification I made earlier,

which is that we do make intense efforts to provide information and empower
brokers to act as agents for potential members and current members.
JUSTICE NGCOBO You add to that complexity, the prescribed minimum
benefits which you said forces a complex system on the consumers.

20
DR BROOMBERG
15

Yes certainly.

JUSTICE NGCOBO Now how does one make sure that your product is
simplified so that an ordinary person understands what he or she is being
offered and can then make a decision whether or not to accept the offer,
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because my concern is that if you are offering something to an individual
which is complex, how do you expect the individual who is being offered the
product, to understand the full ramifications of what is being offered?
DR BROOMBERG
5

I did explain and the fact that there are constraints on

medical schemes in the ability to simplify product, so I think if you ask the
trustees and the principal officer tomorrow whether they would prefer the

10

products to be simpler, I would predict that they would unequivocally say
yes, because it would make everybody’s life easier and from the
administrator’s point of view, if we could make the product simpler than they,

10

we would unequivocally choose to do so, because we wouldn’t get thirty five
thousand calls a day and incur all the cost of assisting members.
The problem is that there are a wide range of member needs I think I did
explain that in the presentation. DHMS has 2.7 million members, 1.3 million
families that occupy the full spectrum of income, health needs and

20
15

preferences.

Secondly, as you yourself pointed out, the PMB’s impose a

significant amount of complexity and the competitive market is a third level
of complexity and I believe that the DHMS products today, I do not believe
that there are simplifications that we have omitted or that we could find
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radically simpler benefit designs than we currently have given those
constraints in the market.
The only remedies available to us, are to provide maximum possible
information which I believe we tried to do and empower brokers maximally
5

as we try to do, to inform and support their clients and be available as we are
whenever clients need us to explain and to assist them in navigating through

10

the system.
JUSTICE NGCOBO What was the motivation behind the setting up of
Discovery Health?

10

DR BROOMBERG

Discovery Health was set up in 1992 before the

passage of the Medical Schemes Act in 2000 and the legislation prevailing at
that time, allowed health insurers to be for profit, to operate in the same way
as a short term insurance company or a life insurance company and so
20
15

although I was personally not around at the time it was established, it was set
up as a for profit health insurance company and I guess the intention was to
establish a business to provide innovative attractive products for customers
and to build that profitable business.
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JUSTICE NGCOBO Now you played the role of being a managed care
organization as well as an administrator is that right?
DR BROOMBERG

Yes.

JUSTICE NGCOBO Now from what you’ve told us, the aim of managed
5

care is to control medical schemes claim costs by reducing prices and
volumes of services where possible without compromising the quality of care,

10

is that right?
DR BROOMBERG

Yes, that is right.

JUSTICE NGCOBO How, do you control the cost of claims?
10

DR BROOMBERG

Chair we obviously have provided extensive detail on

that in the submission.

One element of that is price negotiation where

possible as we have discussed today, particularly with hospitals and
20

pathology groups. The second element is trying to control as best we can,
utilization and that would be for example, through the development of clinical

15

protocols that govern admissions to hospital, the use of medicine through
formularies, peer review, so profiling hospitals against each other an d
negotiating for the most efficient hospitals to participate in networks,
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profiling doctors and approaching those who are extreme outliers to their
peers and working with them to bring them in line. Fraud management is a
big part of what we do as well.
JUSTICE NGCOBO If I can just stop you there for the moment. Now that
5

information the way you profile hospitals and doctors, do you make that
information available to your members?

10

DR BROOMBERG

At this point Chair, we provide certain information to

members. I did mention the survey of hospital experienced by members we
make available to them.
10

JUSTICE NGCOBO No I understand that, I am referring to the information
that you have just referred to?
DR BROOMBERG

20

JUSTICE NGCOBO Why not?
DR BROOMBERG

15

No we do not.

I believe firstly that doctors would not cooperate with

us in working on the profiles if they knew that this was going to broadly
available to the public.
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JUSTICE NGCOBO But is that information not vital to your members in
making an informed decision as to where to get admitted, or where to get
healthcare services?
DR BROOMBERG
5

It certainly is important information. I think that if in

the regulatory environment created an environment in which all doctors and
all hospitals were cooperating with medical schemes and administrators to

10

share and collaborate on that data and making it published, it would be very
productive. We have taken the lead in publishing whatever we can and we
are going to start publishing the outcomes of hospital admissions very shortly.

10

JUSTICE NGCOBO I think that is laudable, but the real concern is that
when you profile hospitals, when you profile doctors, information that is vital
to your members, or the members of the schemes that you administer, for
them to make an informed decision as to where to get treatment, or where to
source healthcare services, that information you withhold from your

20
15

members, because of fear of doctors and hospitals not cooperating with you in
future.
DR BROOMBERG

I think that fear is legitimate in a sense that that
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cooperation is required for quality improvement efforts and globally if you
look at major institutions in the US and Europe.
JUSTICE NGCOBO I understand the rationale, I think you have made the
point, but because of that, you would be prepared, or let me put it this way,
5

does that not compromise the interest of the members?
DR BROOMBERG

10

Chair I think it is a difficult trade off. We cite in our

submission, I don’t have the page reference for you, several I think 6 or so
major academic articles that show that notwithstanding providing detailed
price and quality data to consumers all around the world, they have precious

10

little impact on consumers choice of where to go.
JUSTICE NGCOBO But surely the explanation that you are giving now, is
not the reason why you are not providing the information?
DR BROOMBERG

20
15

Chair I am saying that I think we have to weigh up this

balance. I would say that if we could be in an environment where hospitals
and doctors were comfortable that they would cooperate with us on qua lity
improvement and we could make all of this public, we would be the first to do
so. In the absence of that, making it public and creating significant conflict
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with the providers, would compromise real world quality improvement issues
with uncertain benefit at the individual customer level. That is the kind of
trade-offs we are trying to make today.
JUSTICE NGCOBO I understand. Now a number of stakeholders who have
5

come to make oral presentations, have impressed on us, to view healthcare
services not as a commercial commodity, but as a public good. What are your

10

views on that?
DR BROOMBERG

Chair it is a difficult question.

entirely on the prevailing societal values.
10

I think it depends

In the United Kingdom, the

national, health service, which is tax funded, provides an outstanding service
to all citizens, essentially free at point of service. We have a history of a
mixed private and public system and I personally see no problem in a
commercial healthcare system, provided that consumers are not exploi ted and
provided that quality of care is not compromised.

20
15

If you look at a doctor’s practice or a hospital service, those all have an
element of profit in them wherever you are in the world. So I think it may be
difficult to distinguish between what is truly commercial and what is truly a
public good.
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JUSTICE NGCOBO Let me see whether I can perhaps help you, I mean
there is a difference between this country and the UK perhaps. That has to do
with what our values are. Section 27.1 of the constitution makes healthcare
services a constitutional right which is not just limited to citizens, but it
5

simply says everyone has a right of access to healthcare services and apart
from that, it is an international human right as enshrined in the International
Covenant on economic and social right.

10

Now based on that, what these

stakeholders are suggesting to us is that different considerations should
therefore apply in the way we view this, because it is one of the foundational

10

values of this country which is founded on fundamental human rights, which
include social and economic rights.
DR BROOMBERG

Chair my response to that and again, there is opinion

and values in this. My response would be that Section 27 of the constitution
imposes an obligation on the State to meet those requirements. All of us as
2015

citizens have obligations to pay taxes. We believe that the private sector has
an obligation to support the State in meeting its constitutional obligations, but
we also believe that the same constitution provides the right for corporations
and individuals to enter into commercial ventures that fill gaps in the market,
where the State is not necessarily providing the service.
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A similar argument could be made for private education, for private security,
for private housing, for virtually any service which the State has an obligation
to provide, but where a private market is arising, to fulfil gaps in the delivery
from the State and we do not see healthcare as very different to education in
5

that respect.
JUSTICE NGCOBO Is it Discovery’s position that they are not subject to

10

the constitutional right of access to healthcare?
DR BROOMBERG
impression.

10

Not at all Chair and I apologize if I gave that

I did try to say that it is in principle, primarily the State’s

obligation, but we believe we and the private sector have an obligation to
support the State and we are certainly subject to the constitution.
JUSTICE NGCOBO But then what do you say about the view that we need
to look at this as a public good. It is different from selling parts of a motor

20
15

vehicle. It is a matter of life or death sometimes.
DR BROOMBERG

I certainly agree that it is different from selling motor

vehicle parts. Consumers need to be treated with much greater sensitivity and
care and I think all parts of the health economy, public and private, should be
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working together to support the State and to ensure that all citizens have
access to adequate healthcare to meet their needs. I have no doubt that that is
part of our obligation.
JUSTICE NGCOBO Are you suggesting that you just view healthcare
5

services as an ordinary commodity where the obligation to provide for those
services rests primarily on the State and you are playing just a supporting

10

role?
DR BROOMBERG

Chair I am going to ask my colleague Dr Ntsaluba to

add, but I did not and I would not want to give the impression that healthcare
10

is an ordinary commodity. It is a unique commodity. Because it is a matter
of life or death as you said, but also because of the asymmetry of information
that is inherent in healthcare environments, so it is not a commodity. I think
we occupy a unique position in the information and understanding we have
and we do need and try our best to provide a very strong supporting role, but I

20
15

do believe that we are not the primary actors in guaranteeing access to
ordinary citizens for their healthcare. I do believe the State has the primary
obligation for that and I believe the State would agree with that interpretation.
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JUSTICE NGCOBO I am not so sure if one of the obligations of the State is
to adopt legislative and other measures to ensure access to healthcare services
which would include among other things, regulating the provision of
healthcare services, not just by the State, but…
5

DR BROOMBERG

By private providers and so on?

JUSTICE NGCOBO Precisely.
10

DR BROOMBERG

I completely agree with that.

JUSTICE NGCOBO Okay.
DR NTSALUBA
10

Can I just add just to say that maybe just to take on the

last point that Johnny was making, is that I think our understanding would
clearly be that Section 27 in fact represents and reflects a pact that all South
Africans have entered into, so that would be the starting point.

20

The second point would be that in achieving the objectives of Section 27, that
the current reality of South Africa is that in order to achieve Section 27, we

15

would have to look at essentially a system that has got 2 components, the
public and the private component and the State has a responsibility to make
sure that it orchestrates in a sense as a regulator, as a law maker, as
161 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

essentially the party that has to define the bounds of public policy to make
sure that it structures an environment where there are 2 sectors where they
interact, lead to that end objective of making sure that what is required in
Section 27, I think essentially that would be our view.
5

The way the private sector would then play in that environment, as part of
helping attain the objectives of Section 27, we would see that the State would

10

also have a very big role in defining and helping frame the way the private
sector should operate in that environment.
JUSTICE NGCOBO Yes I think you are quite correct.

10

That is what the

others have told us that the State has to create an environment in which these
services are available. It may not obstruct access to those services, but at the
same time, it has to facilitate access to those services whether they are
provided by public institutions or private institutions, do you accept that?
Now if one accepts that as being the fundamental value that underlies this

20
15

country, does that change the way one looks at these matters?
DR BROOMBERG

Chair I think it does, it defines significant moral and

other obligations on private business, both medical schemes be they not for
profit and administrators, doctors and hospitals to do their utmost bes t to be
162 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

supportive of achieving the objectives of universal coverage and adequate
healthcare access and quality for all citizens in the country.
JUSTICE NGCOBO You employ about five hundred professionals. I take it
there are also medical practitioners there?
5

DR BROOMBERG

There, are some, medical practitioners.

JUSTICE NGCOBO Are specialists included?
10
DR BROOMBERG

Very few specialists, may be 2 or 3.

JUSTICE NGCOBO What is their role within the organization?
DR BROOMBERG
10

They act as medical advisors, they help design some of

the quality and managed care programs and so on.
JUSTICE NGCOBO One of the submissions made to us, is that the decision
on what the appropriate care is and what to charge for that, is made by

20

individuals who are not qualified in a sense that they are not health
professionals.

15

DR BROOMBERG

That is not true in our case.

JUSTICE NGCOBO You would dispute that?
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DR BROOMBERG

I would dispute that firmly.

JUSTICE NGCOBO So the role of these professionals is to assess the
claims, the kind of treatment that is being offered in order to ensure that it is
appropriate in the circumstances?
5

DR BROOMBERG

It is to design the programs and protocols upfront and

to support all levels of claims assessment, so some claims would initially be
10

assessed automatically by a system, some by nurses, some medicine claims by
pharmacists and any claims that are not satisfactorily resolved, are escalated
and reviewed by doctors as well.

10

JUSTICE NGCOBO I understand that, but I am just concerned about what
is their role in relation to claims?
DR BROOMBERG

It is both to design protocols and review claims and I

should add that we refer many complex matters and protocols to external
20

15

specialists for their advice as well.
JUSTICE NGCOBO And you do so in accordance with your duties to
ensure that you control claims costs?
DR BROOMBERG

Correct.
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JUSTICE NGCOBO Now, it does lead to some delays doesn’t it?
DR BROOMBERG

Very seldom are there any delays and whenever there

is any urgency of treatment, our advice is always to the doctor, pr oceed with
the treatment with due speed. If it is an emergency, there should never be any
5

delay and we will never stand in the way of a true emergency and the most
delay there will ever be, is for elective admissions to surgery, where we are

10

investigating potential non-disclosure or other issues which may take up to 1
or 2 days.
JUSTICE NGCOBO Do medical practitioners know this?

10

DR BROOMBERG

Most of the time, I would like to think that they do.

When they are dealing with a particular situation, they may feel frustrated
with us and we acknowledge that that can be the case.
JUSTICE NGCOBO Because you made the statement earlier on in your
20
15

presentation, that bad publicity due to misunderstanding, is that what you
were referring to amongst other things?
DR BROOMBERG

I think that can be a consequence.
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JUSTICE NGCOBO Okay now as I understand your position, you accept
that the expenditure and the cost on healthcare services are high, whatever
that means, is that your position?
DR BROOMBERG
5

As I said earlier Chair, we do not believe that the

absolute level of prices is out of line with global standards.

We are

concerned with the high rate of inflation of those prices and with the drivers
10

of those.
JUSTICE NGCOBO So you do not believe that they are high, is that your
position?

10

DR BROOMBERG

Chair I think I do not believe that they are drastically

out of line with global standards.
JUSTICE NGCOBO Leave aside the comparison, because one of the
rationale that prompted the inquiry, was an observed increase in expenditure
20
15

in so far as the health services are concerned, so the question really is
whether you share that?
DR BROOMBERG

We share great concern about the rate of increase, but

also we share the concern that ordinary consumers feel that medical scheme
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premiums are consuming a higher share every year of their disposable
income.
JUSTICE NGCOBO The very first slide that you presented, your position is
that fundamentally, it is utilization that drives the cost is that right?
5

DR BROOMBERG

Yes.

JUSTICE NGCOBO What drives the utilization?
10

You mentioned among

other things, it is the adverse selection and what else?
DR BROOMBERG

The rise in chronic burden of disease and then we

mentioned supply side factors such as new drugs, new technology, new
10

hospitals, supply induced demand.
JUSTICE NGCOBO You also mentioned among other things, errors?
DR BROOMBERG

20

JUSTICE NGCOBO Duplication of services?
DR BROOMBERG

15

Errors and waste certainly.

Yes.

JUSTICE NGCOBO Over-treatment?
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DR BROOMBERG

Yes.

JUSTICE NGCOBO Are there any other probable explanations for this
increase other than utilization?
DR BROOMBERG
5

You know honestly, not that we are aware of. I think

that we have shown the contribution of price and that is out best scientific
interpretation of our data.

10

JUSTICE NGCOBO I just want you to clarify one aspect of your
presentation. You made reference to the incentives that doctors might have as
well as the incentives that hospital managers might have in increasing the rate

10

of admissions?
DR BROOMBERG

Yes.

JUSTICE NGCOBO Would that also contribute towards the escalation of
20

prices?
DR BROOMBERG

15

Yes but it would reflect in higher utilization, it would

manifest as increased consumption of services, so it is one of the drivers of
higher utilization, correct
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JUSTICE NGCOBO One of the statements that was made here in relation to
hospital, I can’t seem to find the reference, if you could just bear with me,
because I think it is quite important.

I think the section that deals with

hospitals in your main submission, the following statement is made at
5

Paragraph 235 “this section is not a comprehensive analysis of the private
hospital market in South Africa, it summarizes DHMS’s view on the key
features of the market which impact on hospital pricing and trends”. What

10

are we to understand by that statement?
MR STIPP

10

It relates also to Dr Bhengu’s questions earlier, we do

have a lot of data, but we don’t have all the data, so for instance, we don’t see
from the hospital perspective, what their costs are relative to the tariffs that
they charge and from that perspective, this analysis can never be
comprehensive from us. We see a wide range of data across the different
hospitals, but not everything.

20
15

JUSTICE NGCOBO So for this particular section to be complete, you
would have to have additional data?
MR STIPP

That’s right.
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JUSTICE NGCOBO Does that have an impact also in relation to some of
the slides you presented today?
MR STIPP

I think that it does on some and it doesn’t on others, so

for instance the slide that we show on medical inflation, it is very easy, there
5

are 2 components that are definitely known.

The one is what the tariff

increase is and the other one is what is, the, per, life per month claims
10

increase is for members covered by us. The question is what is in between?
How do you divide the data in between them and what do you attribute that
to. So those 2 points are very well known because it’s the PLPM costs are

10

audited, it is in our financials, it is basically the money in the bank account
and what is left at the end of the year and the tariffs are the agreed tariffs that
we have with the doctors.
So the PLMP cost increases and the explanation of utilization relating to that,
there are very definite methods that we can share with you and Professor

20
15

Fonn has asked as well that we explain in detail how we divide those different
elements.
JUSTICE NGCOBO Do you have any designated service providers?
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MR STIPP

Yes.

JUSTICE NGCOBO How, do you choose them?
MR STIPP

There is a variety of ways to choose them, because the

designated service providers play out differently in different sectors of the
5

market, so for doctors designated service provider networks are set up for
instance, for the doctors that agree to the tariffs that we set for different

10

products.

So that is the doctors choice whether they would be willing to

charge that tariff and then they become part of a designated service provider
network.
10

There are other doctor networks that relate also to how doctors treat their
patients. Premier practice networks relate to doctors agreeing that they w ill
not only look at for instance claims or treatment, but they will also look at
wellness initiatives.

20
15

For hospitals, it plays out differently, so there again, there are networks that
are selective, which is a smaller number of hospitals that are selected on the
basis of both cost and quality and that members then say that if I live in
Pretoria, I am happy to go to this hospital always and not have freedom of
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choice of hospitals and in return for that, I get a premium discount.
So the networks do play out differently depending on what sector you are
looking at.
JUSTICE NGCOBO And presumably if the doctor is not willing to accept
5

your rate, he is out?
MR STIPP

10

If, the doctor is not willing to accept our rate, then

basically the way that it works, is that he can charge whatever he wants to,
but the member will then face a co-payment.
JUSTICE NGCOBO And there is no room for any negotiation between you

10

and the doctor to try and pay the doctor what he or she wants?
MR STIPP

We cannot negotiate individually with all the doctors

in the market.
20

JUSTICE NGCOBO Dr Broomberg you made reference to some of the
flaws in the presentation made by the OECD and that you are working on an

15

oral submission, do you have a sense of when we can get that?
DR BROOMBERG

It will be within 2 weeks at the most, hopefully sooner
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than that.
JUSTICE NGCOBO But do you have all the data that you require?
DR BROOMBERG

We have a fair bit, there is 1 international study that

we have seen that we think the panel would find extremely compelling. We
5

are waiting to secure permission from the organization that conducted that
study to release the data, so that is really the main constraint.

10

JUSTICE NGCOBO But in so far as the basis of the study by the OECD is
concerned, do you have access to the information that you need for you to
interrogate that submission?

10

DR BROOMBERG

I believe we do.

MR STIPP

We don’t have access to all the information, because

remember that that contains data from other parties in the industry as well.
20

JUSTICE NGCOBO When, you say 2 weeks, give me the date?
DR BROOMBERG

15

We will do our level best to have it with you before a

week from this coming Friday. The only constraint, but perhaps we could
separate that out, is whether we can get the release of this additional data
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from this organization.

If not, we will submit without that data and then

submit the additional data later.
JUSTICE NGCOBO I suppose if there are any challenges that you are
facing, you would draw those to the attention of the technical team and they
5

would draw it to our attention.
DR BROOMBERG

10

We will do so.

JUSTICE NGCOBO Yes very well, we have regrettably come to the end of
your presentation. Is there anything that you had set out to say, but which
questions simply did not permit you to say that?

10

DR BROOMBERG

Chair no, we are deeply grateful for this opportunity,

but we hope to cover other important issues at subsequent hearings.
JUSTICE NGCOBO We would hope that once we have cleared all of these
20

preliminary matters, we can then go deeper into competitive dynamics and we
are very grateful indeed that you were able to make time to make the

15

presentation to us and thank you so much in particular for your generosity in
overstaying your limit here. As I pointed out this morning, these things do
have a tendency to get out of control, thank you.
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[END OF SESSION TWO]
[START OF SESSION THREE]
JUSTICE NGCOBO

If you’re ready we can start. If you’re ready we can

start. If just for the record you could just place your name on record and tell us who’s
5

with you and how you’re going to approach your presentation.
DR STEENEKAMP

10

Good afternoon, Chief Justice, panel, and members of

the evidence leaders and the public. I'm Boshoff Steenekamp and I'm with Hannes
Viljoen. We are both with MMI Holdings, and I would just like to thank the panel for
the opportunity to make this presentation where we are extremely happy with the

10

process that’s being followed and we’re extremely happy with the diligence that is
applied in finding a solution to a very complex problem.
Our approach for today is, which we’ll be dealing today is, we just look a bit at the
structure of the private healthcare market in South Africa, where we are in that

20
15

situation, and we’d like to better understand equitable access to healthcare and we will
have some discussions around that. On later occasions we will deal with the other
issues situated for the, which have been deadlined for the other hearings which are
coming in the future.
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Throughout the presentation we’d like to pay attention to specific five issues which
have been highlighted in the revised statement of issues which deals with incomplete
risk pooling, consumers not being able to make informed choices, market power and its
exercise and access to services and [inaudible] of existing supply side regulations.
5

These issues will obviously be expanded on in much more detail as we proceed in the
process.

10

So for today, Chief Justice, we’d like to give a little bit of background information on
how the health system, particular in relation to Universal Health’s coverage which is
ultimately the objective of why we’re here, and we’d like to talk on [inaudible]

10

complete risk pooling and how that impacts competition, why’s it important to us and
how that impacts on transparency and member choice when selecting schemes, also
talk a bit about information available to members in selecting a medical scheme and
then a broad group of issues, [inaudible] of determination, health economic evaluation
or priority setting and outcome based competition which we think are lacking in our

2015

environment.
We are fully in support of Universal Health coverage and we understand the National
Development Plan requires the reduction of the high private healthcare costs and
secondly the parallel strengthening of the public sector, and we’ve just engaged with
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NHI white paper as well, and this health market inquiry is a critical first step in
building Universal Health’s coverage because it’s in parallel with the issues raised in
the National Development Plan.
We are particularly aligned with this problem because MMI is a financial services
5

company and we, the purpose of our company is to enhance the lifetime financial
wellness of people, their communities and their businesses. So we have a strong

10

alignment with the issue.
I think it’s important for us to just consider for a moment what are these dimensions of
Universal Health coverage as it’s highlighted in the white paper and also as it comes

10

from the WHO. The three dimensions which are important is first, who is covered and
who is covered, who’s got access to pooled fund, what part of the population is
covered; secondly, which services are covered and through pooled funds, and it’s
important thing, and what is the cost sharing and the fees, in other words, where are the
copayments and the additional payments that needs to be made.

20
15

Now it is not a simple matter of looking at the current pooled funds because where are
they are in different places and they are accessible to different parts of the population
and they permeate a wide variety of services which are covered and their additional

177 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

copayments vary from person to person depending on where you are within those
dimensions.
This needs us to look at this very important issue which affects everybody in our
country and which we understand is the high level of inequality. The [Genie] Index
5

serves to demonstrate, to show how high inequality of income is. The higher the index
the higher the inequality. South Africa has a [Genie] Index of point six three or sixty-

10

three percent after adjustments for tax and for social spending, which is much higher
than other countries at a similar level of income per capita, which is on the x axis. I
think this is important to note because, the other highlights on that slide is South

10

Africa, where we lie, Thailand is at a similar level of income but they are much more
equal in as a society and in terms of income distribution. Going on we have the UK,
which is the green block, which has got a very low level of inequality in comparison to
other countries of the world and the importance why I'm highlighting these two other
countries, Thailand and the UK, they’re closer to the expect level for the level of

2015

income and they both have high outcomes in relation, healthcare outcomes in relation
to their expenditure. Then the US on the other hand is an outlay, far, very unequal
society far deviating from expected from that level of income and they also have poor
health outcomes.
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These slides just show infant mortality rate, only one accents against the GDP per
capita for all of the countries for which the World Bank has data, and the important
point is South Africa has got a much higher infant mortality rate at above thirty in
comparison to other countries with similar levels of income, which we should, if we
5

look at that graph, we should have infant mortality rate in the region of fifteen per
thousand live births, but we’re much, much higher than that.

10

Another important issue metric of health outcomes is life expectancy at birth. For our
GDP of approximately $6,000 per year, GDP per capita of $6,000 we would expect a
life expectancy of birth in exceeding seventy years but we've actually achieved only I

10

think it’s fifty-seven years, which is way lower than what we would expect for the level
of income.
Then another outlay is our health expenditure as percentage of GDP on the one axis.
We’re spending almost nine percent of our GDP on healthcare and other countries with
similar income levels spend in the region of six percent.

So it’s three percent

20
15

[inaudible] point higher or fifty percent higher level of expenditure per capita.
Another important feature of our health system is the fact that forty-two of healthcare
expenditure is funded through private health insurance funds whilst other countries like
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the OECD is seven percent, OECD average is seven percent funded through private
health insurance.
This graph was recently shown by the OECD and the WHO and I think this is very
important for us to be cognisant of this fact. What the graph shows, if we look at the
5

comparative price level of hospital services, we find in our country we are at a level
which is much higher than expected for our household consumption expenditure with

10

[burgess] and parity adjustment, and it’s important to look at that because if you look at
South Africa, the blue dot there, which is just behind the decile eight, and that shows
you that we are way, way higher.

10

Our expected price should be around there but we’re much higher than expected. The
important thing is we know that we’re a very unequal society and there are people, a
large portion of the population that earn a lot more than others and we have to consider
that.

To do that the OECD then presented the South African income household

expenditure for the tenth decile and if you look at the tenth decile they actually would
20
15

consider their hospital prices fairly affordable in relation to others, but the ninth decile
is way below again. For them it becomes unaffordable at that level. It’s only ten
percent of the population that actually really can afford it, if you look at these
categories. Another way which they’ve presented their information shows that in
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relation, as a proxy for affordability and the measure of affordability, developed this
index which shows that South Africa faces the most unaffordability when it comes to
hospital prices in relation to these other countries.
Something I forgot to mention on this slide, we have this very high level of prices but
5

the disturbing issue is a document which we submitted as part of the documentation is
the comparison of cost delivery of hospital services across the public and the private

10

sectors in South Africa which was done by UCT, which has found that private hospitals
are only about six percent more expensive than the actual private sector hospitals, and
that is the disturbing thing because one would expect it to be much less.

10

Chairperson, these are not nice numbers, they are not nice looking at it and if you look
at them it does not lead to a good night’s sleep and we are worried about the situation
and therefore it adds to our appreciation for this market inquiry because I do think that
South Africans have to find a solution to this problem.

20
15

If we look at our healthcare funding environment, roughly half or a bit more than half
of money spent on healthcare is collected through general taxes, that which enclose
through the fiscus, and most of the money is then appropriated to the provinces
according to a provincial equitable share formula, the National Department of Health
gets some money and some money which they can give through vertical programmes
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directly to the public facilities, which eventually deliver the services in the different
provinces, etc.
I think it’s important that we must understand an equity challenge in this whole process
because in essence it leads to fiscal federalism and we understand that other provinces
5

then has the ability to vary amount of money they spend no healthcare according to
their own provincial needs, which might not always be in support of national

10

objectives.
In the right hand side of the graph where medical schemes, eighty-three schemes
collect contributions, there are a few very large schemes and many smaller schemes in

10

the environment purchasing services from forty-two accredited manage care
organisations and twenty-seven accredited administrators.

Again there are three

relatively larger and many other smaller groupings in that level.
If we look at the private facilities who provide the service, again, there three large
20
15

hospital groups with a few smaller groups in independent hospitals with independent
doctors in independent practice, and specialist GPs and other pharmacies and other, and
I think the purpose of this slide is just to give us our over or understanding of all there
are and to see we essentially have a bilateral oligopoly when it comes to purchasing in
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the private environment where a few large administrators representing large schemes
verges from a few large suppliers.
So this leads us to we have rethink our system and we cannot just tear down the factory
or revolt because it’s a system that we’re dealing with, and we have to attack in a
5

manner that does not attack core effects only. Much of the noise I think we hear and
much of the issues we have are due to structural problems within our system and we’d

10

really like to participate in this process to try and examine and see where can one come
with an alternate solution to this problem.
So for this presentation we are looking at specifically in [inaudible] for priority setting

10

and PMBs because that has got a [inaudible] impact on providers and members of the
public [inaudible] 00.17.58 matter.

We also like to talk about risk pooling and

incomplete risk pooling and how that effects behaviour of members when they need to
select a scheme to join and how it also influences schemes in their behaviour in how
we react because of this absence of that risk pooling.
20
15

The first slide is I think the general principle in healthcare financing is that there are
two important axis when looking at equity consideration that must be considered in
healthcare financing. On the horizontal axis one deals with those matters that represent
individual clinical risk by different people, individuals or groupings. Now, there's are
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typically regulated through things like prescribed minimum benefits or mandatory
minimum benefits. By having the mandatory minimum benefits it is not easy for a
scheme to select a low risk pool because you have to cover for all conditions, you have
to cover for chronic conditions, you have to cover for those financially catastrophic
5

conditions and so you cannot go and create a scheme where we will only have students
or only young people and we can make big profits out of that. So that’s a very
impairments healthcare financing regulatory mechanism in a part providing that

10

entitlement.
Open enrolment of course, because a scheme cannot to say to sick and old people we

10

don't want you on our scheme. They must take everybody. Community rating means
everybody pays the same regardless of the risks that you present the individual clinic,
the risk you [inaudible] 19.55.
Another issue is the adjustments for risk which is currently in place because we don't
have adjustments or risk equalisation or risk adjustment for other important factors

20
15

which may predict healthcare expenditure, such as age and gender, chronic disease
presence or other factors that determine.
Then on this whole issue of course is the mandatory enrolment which also is an
important factor in making sure that you spread your risk evenly and that you adjust for
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that risk. In this respect I've attached in the pack a document presentation made by the
Council for Medical Schemes with our portfolio committee in September 2010,
wherein the CMS has said the absence of risk equalisation unfairly discriminates
against older and sicker members of medical schemes and jeopardizes medical scheme
5

cover for almost six hundred thousand vulnerable beneficiaries, and this slide is also
presented and what it actually means, if we look at the red line represent, shows a
higher risk scheme. Now, this based on this data that the CMS had. Low risk scheme

10

is a red line showing that they have many young people with very few people above the
age of sixty, very few are older people, as opposed to a high risk scheme which has

10

very few younger people and more older people. Now, the issues, our risk pooling
mechanisms we have in place currently is that within scheme there is solidarity but
between schemes there’s not. So there is no mechanism to ensure that schemes are
protected even if they have high risk members and that then leads to different
behaviours within the environment. This absence of risk equalisation results in an

15

20

unfair variation of P&B costs faced by members. This was 2010 prices, the P&B costs
then were around R300 per beneficiary per month. The low risk schemes face the risk
of R260 per beneficiary per month but the higher risk schemes face a risk of almost
R500 per beneficiary per month purely on the basis of their age profile and their
disease risk profile which they were facing. The CMS concluded there, the continued
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delay in implementation of the REF and it harms the industry because risk rating
continues. Our vulnerable older and sicker members are at risk of not being able to
afford continued membership and this continues while similar problems have been
addressed internationally through risk equalisation systems. In South Africa a shadow
5

system’s been in place for five years and the REF risk is a low cost intervention that
addresses a major systemic concern.

10

Why is it important to us? Our risk profile determines the price, the contributions that
members have to pay. If we have old and sick members, we have to charge higher
contributions. If it’s young and healthy, the contributions are lower, and it has a

10

negative impact in the interventions we can take. You can imagine if a scheme, in
particular an open medical scheme goes to great length to protect sicker and older
people, it would attract all the sicker and older people in society to belong to that
medical scheme, and that creates, it actually prevents from being able to compete on
elements of service delivery, and this challenge also creates a challenge which relates

2015

to the scheme selection of members when they select a medical scheme.
When you look at scheme selections members of the public often have to decide what
scheme must I choose. When you look into restricted schemes they are employer
related. The employer just determine this and they often follow the advise of large
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broker groups if they were to give members a choice of other options, and employers
often select open schemes and employees often have a choice from a selection of
schemes, but again it’s based on employee preferences and advice from large broker
groups. Then open medical schemes are reliant on brokers to attract new members but
5

smaller open schemes have great difficulty in penetrating that market at the large
broker organisations because there are specific reasons why a large brokerage would
prefer having a large medical scheme as a key client and it leads to a vested interest

10

arising within the broker to offer and advise in this specific manner. So smaller
brokers also have an advantage to get into association with a larger scheme than they

10

do with a smaller scheme.
We, in coming to providing information, we've heard this complexity issue so many
times but we have to provide this information, do this internally and externally, we do
it through a variety of mediums, through membership, pamphlets, training sessions,
road show presentations, launches, internet mediums, SMSs, and we have marketing

2015

material and product information which is available, schemes, my financials are
available, and it really is a very intensive and wide ranging effort that we do to offer all
of this information.
But how do we improve this so that members can make a more informed choice?
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Chairperson, we believe that the issue of risk building challenges is major because we
should be competing on quality we deliver and we can deliver and the price which it
cost, but risk profile is the largest determinant of that price and that risk profile
differences results therein that it effects our ability to do all the right thing at the right
5

time. We’d like to be able to create specific solutions for high risk members which we
can do, which we do, do in restricted schemes environment, but a broker earns the bulk
of his income from one scheme, he’s vulnerable to that scheme to terminate his broker

10

contract and the possibility of undue influence over that broker by the other scheme
exists and in terms of how do you advise on your own scheme’s products, but

10

important thing, Chairperson, I think there’s a regulatory remedy in the place and the
CMS has published a discussion document on the remuneration of health brokers in
September 2008, which we’ve added there. I think the clear issue is there, that there
must be different distance, there must be clear independence and there must be clarity
on are you a marketing agent or are you an independent advisor, and then the

15

20

mechanisms must be such and it’s expanded on in the document and it is the beginning
of the process, it’s a discussion document, but it must be taken forward so that we
could address this in the best interest of members of the public.
Another issue which has been spoken about is how often is the issue of priority setting
and mandatory minimum benefits. Priority setting is the public heath term or the
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health economic term in terms of you say what do we pay for and how to decide what
we pay for and what are the circumstances.
When we look at the legal obligation in respect of the public prescribed Minimum
Benefit Regulation Act, one says pay in full, but Regulation 8 (4), Chairperson, at this
5

point I'm confused because I think it’s 8 (5), I wrote 8 (4) but it might be 8 (5), says
that these regulations must not be construed to prevent medical schemes from

10

employing appropriate interventions aimed at improving the efficiency and
effectiveness of healthcare provision, including such techniques as requirements for
pre-authorisation, the application of treatment protocols and the use of formularies.

10

Now, that actually means that managed care can be applied in respect of these
prescribed minimum benefits, but that again is subject to Regulation 15 (d) which sets
the standards for managed care, and specific issue is Regulation 15 (d) (b) which says
that the manage care programmes use documented clinical review criteria that are
based upon evidence based medicine taking into account considerations of cost

2015

effectiveness and affordability and are revaluated periodically to ensure relevance for
funding decisions.

The wording is telling evidence based medicine must be

considered. It’s based on that. In other words, is this treatment effective or is not
effective. That evidence is there. That is relatively easy to determine. When it comes
to considerations of cost effectiveness the legislation speaks about consideration,
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specifically [inaudible] 0.30.48 the comes much more difficult to make those decisions
when it comes to cost effectiveness and when it comes to affordability.
Now it’s all fine that that’s in the law but is it applied? Yes. All administrators and
managed care organisations must be accredited and these are some of the clinical
5

accreditation standards which must be met which speak to these provisions. It says
protocols must be in compliance with the regulations, must have documented protocols

10

in place. You can’t on an ad hoc manner decide I'm going to pay for [Eceptin] 0.31.27
for this patient but I'm not going to pay for that patient. There must be quality
management programmes and there’s clear quality management function is required

10

and you must actually be able to demonstrate that you do add value to such an
organisation.
To meet that we have highly qualified medical staff, we have nurses, actuaries,
economists, all internally to assess these issues. We have formal health technology
assessment programmes and processes in place to assess whether an intervention

20
15

should be funded or not. We also have arrangements with Wits Health Consortium and
other academic institutions with access to highly specialised opinions on specific
interventions which [inaudible] 0.32.17 commonly and so we cannot do that internally.
We do these formal assessments in consultation with academic health professionals and
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we have operational processes in place to ensure that these clinical protocols are
applied consistently to members of medical schemes and it’s also subject to a clinical
governance and clinical accountability processes.
But in spite of this extensive effort and the resources implemented and the high skills
5

levels required, many fall through the cracks, and I think we've heard the evidence
presented by clinicians and civil society organisations and individual consumers who

10

challenge the process. Many consumers are unaware about the PMBs. We've heard
they battle one particular presenter has experience in finding her out about what she’s
actually covered for and what not. This information is not readily available to the

10

person and the public. We have that, we make this, we have call centre lines, we make
documents, all of those are available, and then some issue providers raise the issues of
incompetence and then it seems that all expectations might not be in accordance of the
evidence cost effectiveness and affordability, but I've just attached the appeal board
ruling in Medshield v [Marbin] case here by the appeal board to adjudicate to the CMS,

2015

which shows that sometimes that’s a particular example where clinicians do not apply
the evidence and the cost effectiveness and affordability in their decisions when they’re
making these decisions, and that does happen as well, and we have a complex issue.
What is this evidence based thing? This is a common understanding of the hierarchy of
authority of various types of clinical or biological evidence. Without going into the
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details, I just want to show that it is not a simple matter. One the one hand on the top
you have a systematic review of randomised control trials, including meta analysis, we
have different studies performed at different centres and you actually pool the results in
a certain manner to make the most conclusive, have the guys conclusive evidence, and
5

that actually carries the main weight. On the other hand if you look at case studies,
case series, and expert opinions that is right at the bottom, Chairperson, and I'm
specifically including this here because I don't know if I'm incorrect but I do believe in

10

the judiciary in the law courts and expert opinion is very important, but when it comes
to biomedical and epidemiological evidence, expert opinions bare a lower weight and I

10

thought this is ...
JUSTICE NGCOBO

Provided it is objective.

DR STEENEKAMP

Thank you, Chairperson. So when we come to this

health economic analyses which deals with considerations of cost effectiveness and
affordability, there are a range of type of analyses which one can do which is done
20
15

throughout the world, and particularly important in this context is the so called cost
utility analysis where you need to look at the incremental benefit that you get of using a
more advanced or related technology. What’s the incremental cost of that new benefit
and what’s the incremental benefit, and that becomes a so called eye [inaudible]
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0.36.12 is very important there.
But all these are numbers. It doesn't speak to people. How do we speak to people?
These recommendations come from the [Presmahidor] 0.36.28 Award Conference
which is a very large public health conference I sit in Thailand on an annual basis from
5

where they have experts from all over the world, and these are the recommendations.
If you have to through such a priority setting process, you must create trust. Trust is

10

first. You do that by being transparent, inclusive and impartial. One must actively
enable participation and facilitate dialogue across groups because not all stakeholders
are equally in power. There are gender issues, there are marginalised groups, language,

10

information gaps, and you have to take extra special measures to make sure that these
are heard.
How do we level that? That’s something we need to mechanism, we need mechanisms
to strengthen individual capacity, strengthen institutional capacity and overcome
gender barriers to participation and facilitate the inclusion of marginalised group in that

20
15

process. One needs to engage early and often and need to ensure that process patient is
not only inclusive, but meaningful that it allows the views of participants to be
reflected in ultimate decisions.

193 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

This brings us to the slides which were discussed a few times. It’s also based, this is
the work done by Raat and it’s also included, Discovery referred to that today, I see it’s
also included in the Department of Health’s submission, which specifically what is
done here, I've used their data but we've adjusted it for inflation because one would like
5

to see the numbers in real terms and not in nominal terms as is presented, and it simply
shows that the cost for non prescribed minimum benefits has not increased dramatically
over the period 2007 to 2014, but there has been a dramatic increase for the mandatory

10

minimum benefits and that separation coincided with the point July 2010 when the
reference price was set aside by the High Court.

10

Similarly, Chairperson, this looks, it’s based on the same data but again adjacent, no,
it’s not adjacent, looking at the incidents trend for mandatory minimum benefits and
non mandatory benefits in relation to mood disorder and it’s explained by the fact that
the bipolar mood disorder is our prescribed minimum benefit but ordinary depression is
not, and that actually then leads there to that scheme’s face many more claims in

2015

relation to that prescribed minimum benefit.
That brings us to the issue that these regulations are outdated. They’ve not been
reviewed since implemented in 2000 with some exceptions, that treatment algorithms
included in there are no longer current, they do not reflect current evidence based or
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cost effectiveness or affordability. In particular problematic definition is the definition
of treatable cancer which is out of touch with the modern approach, where the modern
approach is you must have a control symptoms and manage it as a chronic disease or
your treatment intent is purely palliative. Now,, all of those demand treatment and I
5

think the original legislation is not cognisant of this change in approach. Then many of
the orphan diseases are not covered and the way that is framed probably is problematic
as well because orphan diseases typically are very expensive and they require highly

10

specialised skills which is often better provided by in the state than they are in the
private sector. Mental health needs much better cover and preventive [inaudible]

10

0.41.00 is not covered.
JUSTICE NGCOBO

Sorry, what is it, an orphan disease?

DR STEENEKAMP

Chairperson, sorry, orphan disease is a term, I'm not

sure where, I think it originated in the US. What it means is there are some conditions
which are very rare and very complex and that the market would not respond by
20
15

developing treatment for those specific conditions, so if I understand correctly, I see
Mr van Gent is frowning, he might be able to assist me better later, but my
understanding is that those rare conditions would never be treated properly in the
market because you cannot develop drugs for them, there’s no profit incentive and then
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those drugs are funded by government to develop specific treatments. In turn for that
those companies who’s developed those drugs then have longer term cover for the
patents, long patent protection before other people can start developing those drugs. So
are rare expensive diseases.
5

Tariff determination as has a very acrimonious history, Chairperson. It’s up to 2004 it
was negotiated, whereof the Competition Commission Ruling and the reference price

10

set aside and the HPCSA ethical tariff which was stopped in 2013. So when it comes
to the market power imbalances and tariff and negotiations, what we see is a bilateral
oligopoly in respect of hospitals, but it does not go, we cannot say the provider market

10

is concentrated or powerful or the hospital, or the funder market, because it varies
across different pools. Specialists still have very strong market power because of their
small number, they’re highly skilled, and the specific role that they play in they system,
and GPs are not able to bargain collectively, I mean, they don't have the capacity, the
data, the information on all of these issues that are required for negotiations, makes

2015

them weak in such a negotiation process. Allied and health professionals, private nurse
practitioners all have very little power as individuals in this, and whenever we
understand there are vast imbalances as we see here, one needs formal well structured
and regulated multilateral negotiations which must be overseen by an independent
organ of state. The important thing is it must not leave out room for innovation and
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alternatives so one must be in a position to develop a default position but always allow
room for other alternates and alternate negotiations to strengthen outcomes in a specific
respect, and it requires a major amount of technical work which must be done and it’s
best done to do that by an independent authority, when it comes to the type of the
5

prices, the GRDs, the alternate reimbursement mechanisms, all of these issues are very
technical, which are best served in a non tense environment where one addresses the
technical challenges.

10
So I think we've got an incomplete regulatory framework. We have this priority setting
capacity, we've heard the Discovery speak about huge capacity they have a leading
10

health technology assessments. We've got capacity. Medscheme has got capacity.
Wits University has got a unit that has that. Many of the universities have capacity.
The government has got a huge effort in terms of the EDL list and the price
determination form. That capacity is unfortunately widely distributed throughout the
country and it cannot focus properly and there’s much duplication taking place and it is

2015

not, most important thing, it’s not transparent. People cannot understand it. Nice in
the UK, people know that, people in the public know, nice has said we’re paying for,
not paying for [Eceptin] or we are paying for [Eceptin]. That is public knowledge so
we need to strengthen that central capacity in that regard, and we've heard about the
issues of coming without outcome related measures, how do we reimburse an alternate
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mechanism which considers outcome and clinical outcome, and in particularly those
outcomes measures that are in important to members of the public and makes a
difference to them.
The risk adjustment system is not in place, the broker regulatory framework does not
5

incentivise independence properly, and there are limitations and optimal service
delivery structures. The National Health Insurance white paper proposals suggest a

10

single payoff system with a purchaser provider split, publicly funded and privately and
publicly provided.
Chairperson, but we think that there are many interventions that should be taken now to

10

facilitate the transition from this current inequitable system and we need to find
mechanisms to do that.
We've listed this diagram and at this stage it’s just an idea, we’re just trying to list
some functions together which currently are not properly fulfilled within our system,

20
15

and we’d like to develop this and later on when we come to the regulatory
environment, we’d like to make suggestions in saying what those functions should be,
but there must be independence, we must have some mechanism of coordinating the
negotiations so that you can have a precompetitive outcome and mechanisms to deal
with disputes. We need a technical, the capacity to technically review these prices,
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clinical codes and tariffs, alternate reimbursements, hospitals, professionals, we've
heard about the importance for the providers, and particularly smaller providers in
understanding their own costs and they cannot do business if their costs aren’t at least
in consideration, but it is also very difficult to come, to place reliance on those costs if
5

they were done by a party with a vested interest. So one needs that independent ability
to look independently at many of these matters.

10

Private hospital licensing we've heard there are issues. That should, I think becomes a
very technical function within clear guidance by a statute that determines that, and then
our technology assessment, pharmaceutical pricing, priority setting, all of those issues I

10

think is a function which we’d like to group together that might belong there, and then
of course compliance and enforcement with all of these issues as they are there.
Chairperson, I believe we can have a competitive and well functioning private
healthcare market, but which delivers on social protection objectives, and I think that is
the important thing, we understand section 27 and we must be able to play a role to

20
15

further the social objectives and we can play that role, but the market has been
regulated in a fragmented manner and we don't see an all inclusive understanding of all
the moving parts in the system as a whole, and we think that we must seriously
consider the desired market outcomes and those structural pillars which are required for
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the realisation of these matters through enhancing competition and optimising that
competition framework.
So Chairperson, we do lie awake at night and we do wonder where have we gone
wrong, but we know this is going to take more than one night, this is not a simple issue,
5

but we believe that in this process we will be able to live out our purpose of enhancing
the financial wellness of people, communities and their businesses. Chairperson, thank

10

you very much.
JUSTICE NGCOBO

Yes. Thank you so much. The gentleman who’s with

you, is there anything that you wanted to add? No. Okay, very well. My colleagues
10

are going to put questions to you beginning with Dr [Bhengu].
DR BHENGU

Thank you Mr Steenekamp. I'm battling slightly to

get the gist of what you wanted the panel to understand from your presentation beyond
the general market issues, but that’s fine. Regarding your submission, I'm referring to
20
15

that, slide 42, you made, oh no, slide 42 I think was here, you made a reference to the
point that GPs are not able to bargain collectively. How does this influence your work?
How do you work with the general practitioners, given this statement in particular?
DR STEENEKAMP

The problem is because there is not a proper formal
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negotiating process, there will always be those practitioners and we've heard them, the
emerging health market providers, they don't have the capacity the data, the
information available to go into a massive broad negotiation process like this, and I
think to equal those power differences which we observe, I think one need the technical
5

support of an independent authority to assist with the development of these tariff
structures, of alternate reimbursement mechanisms that they can tag on knowing that it
has been properly considered, because we don't get there at this stage. The capacity,

10

individual doctors in individual practices simply do not have the capacity to put
together all of this information like this.

10

DR BHENGU

Yes, no, that’s fine, I hear you but still there is a need

to have a working relationship that defines how they bill for their services. I'm just
asking, I hear you when you say what should happen in future but how is it working
right now?
DR VILJOEN

Thank you, Dr Bhengu.

In general the GPs form

20
15

associations in different areas with whom we then engage and then negotiate a price,
and I think similar to the previous presenters, we are actively attempting to align price
and outcomes and we have agreement then with the different associations, GP
associations to get to that result. It is a bit fragmented, as Dr Steenekamp has said, but
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through the different associations, bringing them together we do get to an agreement on
what the price for a specific [inaudible] 0.53.30 should be.
DR BHENGU

Okay, sorry, I meant to ask this question first because

I think I'm reminded now, you’re presenting as MMI Holdings, right?
5

10

DR VILJOEN

Yes.

DR BHENGU

And you’re I think unique in that you’ve got two

administrators under you wing. Who are you representing today?
DR VILJOEN

We

are

representing

MMI

Health,

so

both

administrators, as a matter of fact we have formed one single group now representing
10

20

MMI Health.
DR BHENGU

So this applies now just across ...

DR VILJOEN

Yes.

DR BHENGU

Alright. Now, on a separate but almost related issue

here, Discovery before you indicated that there are fees that they derive from the
15

scheme, are based purely on agreed fee with no opportunity to earn enhanced fees
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based on their performance. Do you agree with that sentiment?
DR VILJOEN

Similar situation, yes, Dr Bhengu.

DR BHENGU

How long have moved onto that one? Since when did

you ...?
5

DR VILJOEN

I've not been that long in both companies but I assume

for as long as those companies have been in place, similar to the Discovery situation
10

the fees has base and then there’s penalties that apply to the downside, so if there’s
errors of service level issues, etc. etc. then the fixed fees are actually less.
DR BHENGU

10

on page 5, paragraph 18.

Yes, but that doesn't tie up with what you submitted
In a number of cases Metropolitan has profit share

arrangements in place. Where Metropolitan has managed to reduce the cost by more
than a set target, the scheme gets most of their additional saving. There is no reference
here how much [inaudible] 0.55..45 but clearly if the scheme gets most it’s fair to say
20
15

the administrator gets the balance. Is that what you meant? Now, how does that tie up
with what you’ve just said, that you don't enter into any profit share arrangements?
DR STEENEKAMP

Chairperson, thank you.

Dr Viljoen answered for

Momentum. I've submitted that for Metropolitan when I was still working full time at
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Metropolitan. That is the fact. There are some risk sharing arrangements in place for
certain primary care arrangements, which is being evaluated on an annual basis and
which is transparent, it’s available to the schemes, they know it is, it is reviewed, it’s
transparent to the CMS as well, it is being discussed. So what it suggest in the original
5

discussion document, suggested that there’s a mechanism in the original statement of
issues I think, it’s a mechanism to extract profits from members into the administrator
environment in an unfair manner in the same way that reinsurance was used in the past

10

to extract profits from schemes. However, this is a very transparent situation and it’s
subject to the review on a regular basis and it simply creates a mechanism for scheme

10

to align its, for the administrator to align its objectives with that of the scheme, and
there are caps to it. It’s not regular and many of them have been making losses in the
past. So it is important to note that, but it’s a very transparent agreement.
DR BHENGU

So ...

STEENEKAMP

Can I also just add ...

DR BHENGU

... do you have it or do you not have it, because

20
15

remember you said you’re working now as one brand.
DR VILJOEN

Yes, I'm sorry, Dr Bhengu, I misunderstood your
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question. I thought you said do we have performance based fees, administration fees, I
said no. Do we have risk taking capitation fee arrangement? Yes, and they’re fully
regulated, fully under the scrutiny of CMS, and that’s what Boshoff now explained.
So, yes, we have risk taking arrangements with schemes.
5

10

DR BHENGU

Risk taking with schemes.

DR VILJOEN

Yes.

DR BHENGU

But how do you pay the providers? Is it also on a

capitation basis?
DR VILJOEN
10

It depends on a specific provider, as you can think

providers have the ability to take risk depending the volumes of a situation. So in some
instances yes, in some instances no, then it’s a managed fee for service situation.
DR BHENGU

20

Okay. It means some of the model, okay, some of the

contracts you’re referring to, you would take a risk, you would put in place a risk
transfer issue, arrangement between the scheme and the administrator but on that same

15

contract you pay on a fee for service basis to the practitioner.
DR VILJOEN

That depends on the mix, within the mix, yes.
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DR BHENGU

I'm saying that one possibility.

DR VILJOEN

Yes, in which instance then we manage the risk

through clinical protocols and formularies, etc. and the provider then complies and the
upside of the risk is then a part of the risk sharing agreement with the scheme.
5

DR BHENGU

What happens if there’s a, what’s this, if there is a

surplus in that arrangement, meaning you’ve collected R1,000 from the administrator
10

but you spent R500 for the service, what happens in that case?
DR VILJOEN

I'm just checking. So the capitation fee would present

in your example the R1,000 that the administrator collects from the schemes, that
10

R1,000 has been negotiated at the price that’s at the benefit for the scheme, and that
margin, that risk margin is then part of that capitation fee. So if we can manage the
risk lower, given the quality stays intact and the access stays intact, then that margin is
for the interest then or for the upside of the administrator.

20
15

DR BHENGU

What I'm trying to get, where there is a surplus, what

happens to the surplus?
DR VILJOEN

It depends on some schemes. In some schemes there’s

a sharing and some schemes there is not a sharing of the surplus.
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5

10

10

DR BHENGU

Where it’s not shared where does it go?

DR VILJOEN

It goes to the administrator.

DR BHENGU

Administrator.

DR VILJOEN

Yes.

DR BHENGU

And does scheme have sight of that?

DR VILJOEN

Absolutely.

DR BHENGU

And is comfortable with that arrangement?

DR VILJOEN

Full sight as well as CMS has full sight of that, yes.

DR BHENGU

If there is a loss?

DR VILJOEN

Then the administrator takes the full loss.

DR BHENGU

Well that’s not what paragraph 17 says.

DR VILJOEN

In the majority of cases as Boshoff now explained

20

there are places where both the downside and the upside are, Boshoff, perhaps you can
just give some detail.
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DR BHENGU

Your submission says if there is a loss the provider

takes the loss.
DR STEENEKAMP

Chairperson, I just want to make sure, did I actually

say that, because I don't understand that, it just sounds irrational to me, I can't believe I
5

said it.
DR BHENGU

10

I’ll tell you now. This is paragraph 17, yes, page 4, if

claims exceed the estimate then the provider will fund the excess over the expected
cost. Page 4, last paragraph, paragraph 17.
DR STEENEKAMP

10

Chairperson, I think we’re a provider in that instance,

provider of that service. I'm not, we can't get that money from the doctor, no. May I,
Chairperson, may I possibly just go and look at that properly and respond in writing?

20

15

DR BHENGU

You’re referring to the administrator as the provider.

DR STEENEKAMP

Yes, provider of that specific service, yes.

DR BHENGU

Now, when you go into capitation arrangement with

healthcare professionals, just to be clear now in terms of language, on what basis do
you get into that discussion, given that we've heard that healthcare professionals don't
have access to the data? Now once you start getting to risk transfer, data is almost
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everything and can there be a fair outcome if the party sitting across you has access to
no data? Do you make the effort of sharing the data you’ve got with the practitioners?
DR VILJOEN

We believe that in the absence of that transparency we

cannot build sustainable partnerships that will deliver quality access care in a
5

sustainable way. Dr Bhengu, therefore we share information and we won't allow a
provider to take risk that neither that provider nor us feel comfortable that it is a

10

sustainable situation.

So we share information, we have regular meetings and

discussions, so that we believe both parties have a sustainable situation.
DR BHENGU
10

Going forward into more focused hearings, I'm sure

we’d love to see an agreement that’s based on the capitation agreement as you’ve
spoken now, regarding general practitioner.

20
15

DR VILJOEN

Yes.

DR BHENGU

Okay. My last question. Regarding again on the issue

of tariff negotiations, what is your view about one administrator negotiating on behalf
of many schemes? I want you to address specifically whether that is or is not anticompetitive.
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DR VILJOEN

Thank you, Dr Bhengu. I think it’s one of the difficult

challenges in the industry, especially if an administrator would have the right to
negotiate on behalf of more than one scheme, so from an anti competitive point of
view, the way that we would handle that is we negotiate in general from a
5

predominantly then from a service delivery point of view to that specific provider
group, for instance, a hospital, but we deal with the different schemes on whose behalf
we negotiate in separate situations. You will also see that the schemes in the different,

10

on whose behalf we negotiate doesn't have the same tariff outcomes. So a specific
scheme situation will drive the outcome of each of those scheme separately. So the

10

scale that we then get is two things. Firstly there’s a single service provider interface
which minimises the complexity between the administrator and the providers, where
there’s obvious scale efficiencies, and then surely the similar processes when we
engage with providers, but we cannot pull the volumes of the specific schemes or the
different schemes together.

2015

DR BHENGU

Okay, no, thank you. That’s all.

JUSTICE NGCOBO

Are you suggesting that these negotiations might

result in different tariff, different schemes that you represent?
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DR VILJOEN

Not the different settings, Mr Chair. It’s in one setting

but the very, very clear indication that the discussion is around the different schemes
and details of all the schemes are clearly available and then often there’s
representatives of the different schemes together. So there’s two negotiations, there’s a
5

10

benefit by negotiation and then there’s an administrative efficiency negotiation.
JUSTICE NGCOBO

What about the tariff?

DR VILJOEN

Well the two combined leaves the tariff. So the tariff

benefit you get from the administrative efficiencies of having a single interface and
then the majority of the tariff which drives actually the benefit to the member is
10

determined by a specific scheme and that scheme’s volumes.
JUSTICE NGCOBO

Yes.

PROF FONN

I'm trying to understand what MMI is and does and I

was hoping for an organogram so I could understand what it was, what it included and
20
15

what the hierarchy was and what the structure was and then I went to your website to
try to get that and it’s not there either. So the reason why I'm asking is the same reason
that we were asking Discovery, is part of what we are trying to understand is how come
so many medical schemes are embedded in big insurance companies and what the
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benefits and disadvantages are in terms of competition for other schemes that aren’t,
how you operate, who’s all involved, how people are incentivised, which way and
what, and mainly what we’re interested in is the impact on beneficiaries of medical
schemes, and I can't seem to unpack this anywhere and I can't get to who you are and
5

what you do and who answers to whom and who owns what of whom and who pays
who what. So could you explain that?

10

DR VILJOEN

I can try.

I'm sorry, we probably omitted the

explanation because the group is still a bit information so I’ll do my best. MMI
Holdings is a company that came together because of the merger between Metropolitan
10

and Momentum, actually two insurance companies. Both those insurance companies
had health subsidiaries, both those health subsidiaries were managing different medical
schemes. On the Momentum side the main focus was probably the open scheme and
having then the scale of a platform we were also managing some restricted schemes
because it gives scale, etc. etc. the normal stuff. On the Metropolitan side, the majority

2015

of the business was the public sector Gem business and then a few other stated schemes
as well. So no open scheme focus. So when the two businesses came together we
initially split the Momentum scheme business out because it aligns with the consumer
business that Momentum has predominantly focused on and we managed then
Momentum and Metropolitan separately. We have since then decided that does not
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really make sense so we’re bringing the two health businesses together and we will
have going forward a private sector focus and a public sector focus as then part of the
MMI business. So MMI owns the shares in these health businesses. These health
businesses manage then medical schemes exactly as is present share.
5

So we do

administration, manage care and distribution for Momentum, the scheme, and
administration and manage care for the other restricted schemes.

Then in the

Momentum case which is probably the one that you are referring to, professor, the
10

Momentum scheme is the product that is advised on through the distribution channels
from the Momentum or from the MMI point of view, and that advises a separate

10

independent healthcare advice through the different independent brokers or channels,
as was explained, and there are other products which are forming part of a consumer
value proposition which those members may participate in depending their financial
needs, eg. As Johnny referred to, we have a Multiply like Discovery have a Vitality and
that’s the way the consumers lately participate and enhance financial wellness. We

15

20

have seen similar behavioural changes effected by products like Multiply and where we
sit it’s difficult to understand that a open scheme can compete without having
behavioural products that influence consumer interest in the interest of enhancing
health. So, but that’s again, we see the data. I heard Discovery saying the same. I
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don't know what the other people are experiencing, but that’s the way it’s put together.
If you need more detail we can share more detail.

5

PROF FONN

How many lives do you cover under these schemes?

DR VILJOEN

There’s

in

total

around

1.2

million

families

administered. It’s split between the schemes. As you know the Gems business is the
biggest one, I think it’s just below 700,000 families. Momentum Health being the

10

second biggest one, being around 130,000 / 132,000 families, and the rest is split
between Transmed being fairly big still and a few other restricted schemes. So in total
I think we’re currently managing, there’s 1.2 million families, I think it’s estimates

10

around 2 million beneficiaries split between these different schemes.
PROF FONN

In terms of the fee structure, so you were here this

morning and you heard them describing theirs as a composite which included
everything, your fee structure is separate, so you sell the three, your administration
20
15

fees, your managed care fee, and your marketing or other, is that correct?
DR VILJOEN

I think it’s exactly as what Discovery has shared, Prof,

so we hear. We also have two distinct fees because we believe the integration of the
value proposition make more sense than fragmentation. So we have an administration
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fee and we have a manage care fee. Within that we do indicate what portion goes to
what sub function of administration or manage care although we think it doesn't add
value to try and fragment at that level. We are also not interested in trying to position
separate distinct services because of the integrated nature of healthcare value. That
5

does not make sense.
PROF FONN

10

There was again the same question.

The role of

brokers and where and how you incentivize brokers to sell your product as opposed to
any other.
DR VILJOEN

10

Yes, I think brokers are independent advice givers and

we would like it to be like that. So we believe in consumer value and that consumer
value is that what should be sustainable.

So we’re very strong on integrity and

honesty. So we would like brokers to advise on our value proposition because it makes
sense to the consumer. So we don't try to incentivise brokers in any other way than
giving an excellent value proposition and an excellent service. So from a medical
20
15

scheme point of view exact same regulations apply, the 3.42% which go to the brokers,
healthcare brokers, and then for the rest of the products in the group it’s according to
the legislation of those products.
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PROF FONN

We heard from a scheme yesterday that they think that

brokers shouldn’t be paid by schemes, they should be paid by the people that they
serve. What’s your opinion on that?
DR VILJOEN
5

I think it’s probably the point that Boshoff made

earlier, is that we will see more consumer engagement in that value that the adviser
brings to the table. I think consumers currently may be a bit blind because they don't

10

directly see the commission that they, let’s call it sacrifice as part of the contribution.
So I think it will cause quite an interesting change in the industry when consumers
engage directly with the advisers for the commission.

10

PROF FONN

And you don't think that MMI, I mean, MMI would be

happy with that kind, one way or another you don't mind which way it goes.
DR VILJOEN

As our vision says, we would like to enhance the

financial wellness of consumers in communities and as long as that outcome supports
20
15

that vision, we are fully supportive of that.
PROF FONN

Maybe I’ll just push you, I heard that comment in the

beginning about improving the financial wellness. I thought most businesses had to
produce dividends for their shareholders, so I was interested to know that wasn’t a
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pressure on you, and so a similar question, in terms of what the MMI Holdings expects
of you, does it ever put you in a difficult position?
DR VILJOEN

I think business in general is difficult, so ... but our

MMI philosophy and also from a share position philosophy is a sustainable share and a
5

sustainable share dividend actually payout, so we have a view of sustainability into the
future and therefore we would have a value proposition that drives sustainable

10

consumer and business value and then derives sensible profits from that, but there’s
absolutely no way that I think in the current economy any business can derive
extraordinary profits. The economy is flat and competition is high, so I don't know

10

how that will happen.
DR NKONKI

Thank you for your presentation. You might have

heard me refer to you during the Discovery presentation with regards to standardisation
of benefit packages. This is a recommendation you make in your written submission
on page 19 after presenting to us a figure that shows the difficulty of consumers in
20
15

making decisions about different benefit packages from the different medical schemes.
What I’d like to know is what is your position now having heard what your competitors
said?
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DR STEENEKAMP

Thank you, Chairperson. The issue of the standard

benefit package has been discussed for many years and it’s a very evasive and very
difficult situation to arrive at that, particularly if you look at the PMB packages is
currently structured, it provides extensive cover for those catastrophic conditions, those
5

which are catastrophic for the household, and it suits the insurance environment
because those events are typically catastrophic, they’re high cost and they would be
catastrophic to households’ finances but they are unpredictable as opposed to the other

10

elements of healthcare service which must be funded on a more predictable manner.
It’s easier to predict how much can primary care you need, you know you’re going to

10

need a certain amount and to fund that through an insurance vehicle becomes very
difficult because insurance works well when you deal with rare events that are high,
very expensive. So to include, if we work to as a comprehensive package which is
more affordable to all as a minimum package, one would certainly need to look at
rather extensive changes in the supply side environment where we come with a more

15

20

effective and more efficient delivery model which is based on a predictable cost as
well, in other words, a capitation fee as opposed to a claims based fee which addresses
issues like provider [inaudible] 1.20.19 demand and moral hazard on the side of the
members. So that such a standard benefit package would obviously be great if one can
do that as a basic minimum benefit. The market pressure, however, is in marketing
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into the open medical scheme environment there are considerable demands, there’s a
considerable demand for very large variety of packages, and because there’s that
demand for that package, it has to be delivered to meet the market, to meet the
consumer need, and that is a reality we face in the market. It would be so much simple,
5

our work, if we had one or two options. That would be much, much easier for us to do
that work but that is not what the public wants and that’s not what the members want.

10

DR NKONKI

My last question is on your discussion of general

practitioners and their role in the system. I just wanted to make sure that I understand
your position, that what you’ve argued in your written submission is more coordination
10

of care and not putting emphasis on GPs, you say that the nature of healthcare has
changed over time and merely reverting to the gatekeeper role model may not have
long term positive effects. So can you just explain?
DR STEENEKAMP

I think it’s very important for us to consider the fact

that healthcare has changed dramatically over decades. We’re now in a situation where
20
15

we have so much more knowledge about specific conditions, for instance, diabetes, but
we require a range of specialists who know that, to be able to treat your diabetic, you
know you need surgeons to do amputations, you need ophthalmologists to look at the
eye, nephrologists to look at the kidneys and all the complications of diabetes are
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involved across a range of specialties, and I think unless the supplies, I think it’s
important as we've submitted in that Metropolitan submission in relation to the porter
approach, the value based approach, we’re saying reorganise around clinical
conditions, reorganise around patients rather than organising around clinical specialty.
5

The patient must be the focus and the patient condition must be the focus, not the
doctor, not the doctor and his specialty, and that is how we’re currently structured, and
I think that becomes a very important manner of addressing the complexities of modern

10

diseases and modern disease burden in tandem with our developed knowledge. That is
a theoretical proposal written by an academic from an American environment.

10

Discovery has presented the same proposal this morning, same porter value, calling it
their value based approach, which is in fact an adjustment of that porter approach, and I
think it’s very important that we get the flexibility to start experimenting with such
provider models so that one could do that. Currently there are a range of ethical rules
from the HPCSA that would prevent such reorganisation and refocusing on the patient

15

20

rather than the doctor and reorganising in that direction so that you could actually start
improve the ability to offer that care, and it looks very novel and new in that article, but
this is what happens in academic government run hospitals.

You have a team

approach, they need a team approach to be able to take care of the complexities of the
different elements of a single patient’s problem, and we are not arranged like that. It’s
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very poor coordination of care. Getting the GP to coordinate that care I think would be
great but it needs to be done in much more than a simple gatekeeper role. Gatekeeper
role in itself would go a long way but it would not take us into that extra level of
provider care.
5

DR VAN GENT

Thank you for your presentation. As you are aware of

course quite a bit of the grounds that you covered was also covered with in other
10

presentations and it reinforces what you just said. So I won't go in there. I will also
not go into the very interesting topic of market power and balances. You mentioned
that, you touched upon that, it will do that in more in depth settings. Same goes for

10

tariff setting, we’ll come back on that issue. Tariff setting, the tariff regulation, we’ll
go back on that, OCD report, we discussed it this morning, it has been discussed last
time, it will be discussed later on. I have two issues, one very brief sort of clarification
and one issue I’d like to discuss with you. One, the clarification is, you mentioned that
there has been, and I must have missed that, I wasn’t in the country maybe at that time,

2015

there was a shadow mechanism for a risk equalisation funds for five years operational
here in South Africa. Can you tell me a bit more about that? Who ran it, how did it
function, who participated?
DR STEENEKAMP

Chairperson, I think there’s more information in that
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portfolio committee presentation, there’s a lot more information and details available
on the CMS website, but in essence I must think back now, it’s a long time. It started, I
think it was more or less 2002, 2000 that a consultative process was started, the issue
was raised because it’s an issue internationally, and then the Department of Health then
5

started a consultative process and involved the Council for Medical Schemes, setting
that up, I'm just trying to think at what stage, but in any case, then the Minister of
Health asked the Council for Medical Schemes to develop the necessary IT systems,

10

infrastructure, start collecting data from medical schemes, to measure the risk and look
at the clinical and demographic risk which is inherent in each of these different

10

schemes, to develop a mechanism whereby funds would be transferred from low risk
medical schemes over to high risk medical schemes, it would be, and I’ll try to avoid
the term ‘risk equalisation fund’ because it’s a misnomer, it’s a risk adjustment
scheme. You can never equalise risks, you can adjust the risk so it is approach equality
and there’s no fund sitting anywhere, it is a mere transfer of funds from low risk

15

20

schemes to high risk schemes so that everyone then faces the same financial risk in
respect of the prescribed minimum benefits.
DR VAN GENT

Yes, I know how our system, I'm from the

Netherlands and we ran quite a successful risk equalisation funds, well we have the
funds we redistribute but I wasn’t aware there had been a five years shadow, and I’ll
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look into that and find data on that in the evaluation. What I would like to discuss with
you and come back on the issue raised by my colleague is the role of brokers. You
pointed out the role of brokers in your presentation and the alleged biased position of
brokers. I'm looking for words. You don't use the word compromise but you, in your
5

recommendation, said there must be a more objective incentive scheme structure for
brokers. Implied in that is that at the moment the incentives for brokers are not
working in a proper way or are not objective.

10

You mentioned two factors if I

remember well in your presentation which can't be the whole story, I think, it’s about a
broker that has a large scheme as its client, is of course hazard to lose their scheme so

10

would listen a bit more sharply to this client and to a small scheme and the other way
around. It can't be the whole story I think because you are big as well. How many
members in open scheme do you represent?
DR STEENEKAMP

It is a mere 150,000.

DR VAN GENT

That’s not too much. It’s more a closed scheme. Still

20
15

you’re worried about this 150.

We had a scheme here with 6,000 beneficiaries,

compared to that one you’re still giant, but implied in your story is that at the moment
the level playing field is not equal. We didn’t hear Discovery complain about that this
morning, did we? Can you ...? The laughing is not on the record now of course, Mr
223 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

Steenekamp, but can you maybe explain to us what you were laughing about?
DR STEENEKAMP

Chairperson, I apologise. What I think the issue is

that these larger schemes associated with the larger brokerage firms, we battle in that
environment and the small open medical scheme with 150,000 lives as opposed to the
5

big ones because our impression is, it’s like trying to go to the broker or to a
Volkswagen garage or Mercedes garage and say to them, listen, won't you please sell

10

our Volkswagens here or our, and that is in essence the situation we’re having, even
though the brokers are independent, they’re professional and they are regulated.
DR VAN GENT

10

I think you shouldn’t compare yourself to Volkswagen

in this age.
DR STEENEKAMP

I've got to watch my step.

Chairperson, yes, I

understand the point. The issue is that we've got a problem with that because there is
market dominance.
20
15

DR VAN GENT

How does that mechanism go?

I understand the

bigness or the scale is an argument, but are there other arguments?

Are there

Discovery or do others use other instruments to incentivise brokers to favour their
products?
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DR STEENEKAMP

We’re not aware of that.

That has been a long

ongoing issue and an ongoing suspicion of addition of fees somehow going to provoke
us to incentivise and specifically attract young and healthy, but we’re not aware of
data.
5

DR VAN GENT

What is your reference to the incentive structure than

that you’re complaining of that you want to change?
10

DR STEENEKAMP

I think the full issue is the transparency around

payment for those broker services, transparency against specific services, very clear
distinction between are you a marketing agent acting for a particular scheme or is it
10

part of the, who does it, or are you a truly independent advisor, and making more
transparent because often there’s big decisions made by the big brokers for employers,
also have those brokers stand to create, gain a lot by advising specific solutions to the
employers, depending on where that ...

20
15

DR VAN GENT

Precisely. Would you like them to make transparent

in these contracts between large employers and large brokerage companies?
DR STEENEKAMP

Yes.

I just think the fee structure of [inaudible]

1.33.19 is problematic for members, if for life you’re going to pay a certain amount per
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month based on the decision made by your employer based on a recommendation made
by a large broker. That is a bit murky, it’s not very clear, it’s not very transparent. As
a medical scheme member you don't even know that you’re paying that, you don't even
know that there are costs associated with that advice given to your employer, and then
5

there must be more transparency, must be, and to deal with any potential [inaudible]
133.56 that could possibly arise out of the current arrangement.

10

DR VAN GENT

What sort of information or data would you advise us

to collect in order to substantiate your ideas about the murkiness or the [inaudible]
1.34.13 of these contract? What should we do?
10

DR STEENEKAMP

I can't suggest that. Maybe Dr Viljoen can, but the

mere fact that it is murky, the mere fact that it happens behind the scene and that is not
transparent makes one feel uneasy.
DR VAN GENT
20
15

Not all of your contracts are open in the sense they are

commercially sensitive documents, you will not share them with your competitors. So
how are we going to deal with that, Mr Steenekamp?
DR VILJOEN

Can I ...?

DR STEENEKAMP

I have no more knowledge.
226 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

DR VILJOEN

Yes, I don't think it’s anything about not sharing or

anything, it’s easy to share, and I don't think there’s anything underhanded that we are
aware of that we don't want to disclose. There’s nothing. I think the point that Boshoff
is trying to make is that in a market within the current structure of the market and the
5

advisers out there, technically become a retail shop like you tried to share with the
Mercedes example for products from the back, and if there’s huge consolidation from a
product supply point of view the retail outlets are dominated by one product. For the

10

sake of its easier to do business like that, it just makes sense to do it like that. So
there’s no other incentives that we are aware of and I think that problem may be able to

10

resolve through which Boshoff suggested that in the Medical Schemes Act that there’s
disclosure of commission and that negotiation happened between the consumer and the
broker and not between the broker and ...
DR VAN GENT

Yes, we think, right, I'm not really sure whether I fully

understood what you wanted to say to us. Dr Bloomberg answered me this morning or
2015

maybe I suggested it to him, in his presentation he suggested that his superior quality
convinced brokers to sell the Discovery product and not more.

I tried other

explanations but he didn’t go any further than explaining that the superiority of his
products were enough to sell the product of Discovery and I can't get any other
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evidence from you today, I think, that would either affirm or deny his allegation. I
think we’re done on the subject. Thank you very much. Thank you, Judge.
JUSTICE NGCOBO

In the course of your business, you interact with

medical schemes, is that right?
5

DR STEENEKAMP

Yes, we do.

JUSTICE NGCOBO

Do you also interact with brokers as well?

DR STEENEKAMP

Yes, we do.

JUSTICE NGCOBO

Hospitals?

DR STEENEKAMP

We do, yes.

JUSTICE NGCOBO

Medical practitioners?

DR STEENEKAMP

We do.

JUSTICE NGCOBO

Who else do you interact with?

DR STEENEKAMP

Chairperson, essentially we interact with all providers,

10

10

20

medical schemes, brokers, with the regulators on different matters.
15

JUSTICE NGCOBO

Consumers?
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DR STEENEKAMP

Yes, most certainly, yes.

JUSTICE NGCOBO

And how do you interact with consumers?

DR STEENEKAMP

I

think

the

most

important

is

through

our

administration services and managed care services. We have our call centres, we have
5

our marketing information, we have our discussions, we have processes and interacting
that obviously [inaudible] 1.38.09 one ...

10

JUSTICE NGCOBO

What services do you offer? You offer administration

services ...
DR STEENEKAMP
10

The full administration services, the full managed care

services, we have call centres, we have people dealing with that, so there’s a constant
daily interaction [inaudible].
JUSTICE NGCOBO

20

Now in the course of the interaction with the

consumers, do you convey to them the information that they need to make decisions on
what products to get, what schemes to go to?

15

DR STEENEKAMP

Yes, we do that, we do that right from the outset of

from the point of joining that medical scheme to interaction with whenever an
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authorisations of, we have newsletters, we have a range of pamphlets, etc. which we
distribute based on the particular need at a particular time for members.
JUSTICE NGCOBO

Of course you enter the picture after a consumer is

already attached to a particular scheme.
5

DR STEENEKAMP

Yes, that is essentially where it starts. We start before

that by through the open medical stream for marketing and in restricted scheme, it’s a
10

employer’s decision on which scheme to go.
JUSTICE NGCOBO

Your marketing, do you have a marketing section as

well?
10

DR VILJOEN

Yes, we do, Mr Chair. So again under open schemes

side which is different than the restricted scheme side, as Boshoff is sharing, open
scheme side, it’s a full business from market research to sharing market information to
positioning a value proposition. That value proposition being positioned in the general
20
15

market to consumers and businesses and also to the advisor in the broker community.
So full, full massive amounts of information go into the space for the sake of
clarifying, making sure that we deal with the complexities in a simple as possible way.
The minute that the member then joints, the member then again is supported by even
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more detail and better information from a how does it work point of view and we have
many ways how do we do it. You can think from a technology mobile point of view,
from a web point of view, from call centres, from written documentation, so there’s
plenty, plenty effort going into making the world for consumers supportive so that they
5

engage better.
JUSTICE NGCOBO

10

10

Insofar as the service providers are concerned, you

deal with them at the negotiation level.
DR VILJOEN

Yes, we do.

JUSTICE NGCOBO

Yes, now take hospitals, for example, how do you

identify hospitals that you want to deal with? Do you just issue an open invitation to
all hospitals?
DR VILJOEN

Yes, thank you for the question. I think it’s similar to

the previous business presenting. So I think the first thing is that all willing providers
20
15

participate at the agreed tariff which is negotiated, and then when we start to go into
networks then we confirm both price and, sorry for this simple word, what we call
recipe or then protocol compliance as Johnny has shared.

So in the network

environment we then get compliance for the sake of the consumer.
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JUSTICE NGCOBO

Let’s assume I'm a hospital group, what do you say to

me? Do you say we want to do business with you, here is the tariff, do you accept it, if
not we’ll go onto the next person?
DR VILJOEN
5

The majority of the negotiations, Mr Chair, happens at

group level. You know, we have three large hospital groups and the majority of the
independent groups are represented by the association there as well and then there’s a

10

10

20

few smaller groups. We have then combined discussions.
JUSTICE NGCOBO

So you negotiate with each group.

DR VILJOEN

Yes.

JUSTICE NGCOBO

Okay.

DR VILJOEN

Separately.

JUSTICE NGCOBO

And do you offer the same tariff to these different

groups?
DR VILJOEN

15

Well that depends on the fundamentals underlying it,

so we also measure quality, quality of outcomes and quality of client experience, and
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also administration efficiency. So all of those.
JUSTICE NGCOBO

Ultimately though, does it happen that you offer

different hospital groups different tariffs?
DR VILJOEN
5

As long as it aligns with better outcomes. So the tariff

that we offer and we are to negotiate around alliance with better health outcomes, yes.
JUSTICE NGCOBO

Moving aside, what it depends on at the moment.

DR VILJOEN

Yes.

JUSTICE NGCOBO

Are there ...

DR VILJOEN

We do.

JUSTICE NGCOBO

Is there a differentiation?

DR VILJOEN

Yes.

JUSTICE NGCOBO

At the moment.

DR VILJOEN

Absolutely.

JUSTICE NGCOBO

So one group has a higher tariff and the other one has

10

10

20

15

a lower tariff.
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DR VILJOEN

Yes, and even within a group there are different

payment models, yes.
JUSTICE NGCOBO

And how do you then decide, you said you just

approach all the hospitals?
5

10

DR VILJOEN

Yes.

JUSTICE NGCOBO

Are you concerned about the quality of services that

each hospital provides?
DR VILJOEN

I think if we’re not concerned about the quality of care

then we’re not doing what we should be doing. So I think we, if we say concerned, it’s
10

probably the wrong word, we would like to measure and monitor quality of services to
all members and consumers from all providers, not only hospitals and specialists
everywhere.

20

JUSTICE NGCOBO

And how do you determine the quality of service that

hospital A offers as opposed to hospital B or C?
15

DR VILJOEN

We have a very engaging process with all the

providers groups, so we get to a combined decision on what it is that we define as
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outcome, best quality outcome for a consumer. So it differs between from the GPs, the
specialists, and the hospitals.
JUSTICE NGCOBO

I understand that but I'm talking about the quality of

the service that you get from hospital A as opposed to hospital B. How do you get that
5

information?
DR VILJOEN

10

We actually get that information from the hospitals so

as part of the agreement with the hospitals, is we share information. We also see the
information from the clinical process of the various members or patients who would be
in hospital. So we take process and claims.

10

JUSTICE NGCOBO

So are you saying that the hospitals will come to you

and say, look here, we know our services is very bad but please give us business and
you accept that?
DR VILJOEN
20

15

I can't think that there will be somebody doing that.

So, no, we engage on a monthly basis with all the hospitals.
JUSTICE NGCOBO

But do you have an independent [inaudible] 1.45.23

that you utilise in measuring, in assessing the quality of services at each hospital?
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DR VILJOEN

We don't use an external independent body. I think if

you’re suggesting that something like that makes sense, I fully support that. We
currently use a process between us, the medical schemes and the different providers to
come to a kind of a collaborative position on that and then we test it against world
5

standards for those specific things, but do we use a specific external independent body
to do that only for us, no we don't.

10

10

JUSTICE NGCOBO

Sorry, just repeat that again.

DR VILJOEN

We do not exclusively use an external body to do that.

JUSTICE NGCOBO

But you do use an external assessor.

DR VILJOEN

To support us in the thinking, yes.

JUSTICE NGCOBO

And then based on that information, you then make a

decision whether or not to approach that particular hospital.
20

DR VILJOEN

Yes, I don't think we decide to approach a specific

hospital, we have this discussion with all the hospitals.
15

JUSTICE NGCOBO

Well you decide whether or not to include that
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hospital.
DR VILJOEN

I think that the hospital, the network, yes, at network

level, yes.
JUSTICE NGCOBO
5

Well, if you have an adverse report from a particular

hospital, you wouldn’t approach that, would you?
DR VILJOEN

Sorry, can you just repeat that?

JUSTICE NGCOBO

If a particular hospital, if you receive information, for

10

example, that the quality of service in a particular hospital does not meet the kind of
level that you’d hope for, you wouldn’t approach that hospital, would you?
10

DR VILJOEN

I think the hospitals approach, as part of the process,

but yes, if a specific hospital has quality failures we will definitely exclude them from
the network, yes.
20

JUSTICE NGCOBO

And then you go to those that have the kind of service

that you ...
15

DR VILJOEN

And then we engage actively to try and improve the
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situation because it’s in everybody’s interest that we actually improve the situation.
JUSTICE NGCOBO

And then do you follow the same process with regard

to the specialist?
DR VILJOEN
5

The same, it’s a little bit more fragmented, which is

probably something that makes sense from a competition point of view but it’s difficult
in managing the process but we follow the same process with the different specialist

10

groupings and even the GPs.
JUSTICE NGCOBO

And that information, I assume, is quite helpful in

your negotiations with these groups.
10

DR VILJOEN

It is.

JUSTICE NGCOBO

Yes.

Do you pass on this information to your

members?
20

DR VILJOEN

We do allow members to choose a specific network

based on ...
15

JUSTICE NGCOBO

No, no, no, I understand that, but the information that

you use in regard to the quality of services that’s obtainable from specialist and from
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the hospital group, do you share that information with members?
DR VILJOEN

By means of inclusion in a network, that quality is

shared, yes.

5

JUSTICE NGCOBO

I can't hear you.

DR VILJOEN

By means of a provider being part of a network, a

certain set of quality is assumed but we don't share the detail.
10
JUSTICE NGCOBO

I'm going to press this question because I do want an

answer. The information that you have on a particular hospital, do you make that
information?
10

20

DR VILJOEN

No, we don't.

JUSTICE NGCOBO

Why not?

DR VILJOEN

I think it’s in the essence of trying to have a

sustainable system and the relationships working to the interest of all consumers. So
the partnerships between schemes and providers is of a nature to make sure that it’s

15

sustainable. So I think again if we would approach providers with such an idea, we
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would do it in a way that they would comfortable with.
JUSTICE NGCOBO

Let me understand this, the information that is to the

quality of the service that’s available from either hospital, from a particular hospital
group, or a specialist, is vital information because it enables you to make a decision as
5

10

10

to whether or not to approach that particular hospital or specialist.
DR VILJOEN

Yes.

JUSTICE NGCOBO

Yes?

DR VILJOEN

Yes.

JUSTICE NGCOBO

And yet that information is not conveyed to the

members.
DR VILJOEN

If you say directly, as we do it in the robust form, no.

If we say indirectly, by saying a specific provider is part of the network, then yes.
20

JUSTICE NGCOBO

Okay, and you don't tell your members that don't go to

hospital A because we have information that the quality of services there do not meet
15

the standard that we expect of them. No.
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DR VILJOEN

No, except of it’s below a certain clinical level where

it would mean member danger, then we would definitely share that.
JUSTICE NGCOBO

Would you penalise a member for going there by not,

assuming that hospital charges the same amount of money or fees that a member of
5

hospital in your group charges? If a member goes to the other one, which is not
contracted, will you penalise that member?

10

DR VILJOEN

The member will be penalised normally, let’s say

there’s three levels of quality, if the quality is assessed between us and the specific
provider at a level where it complies to what we want to achieve from an outcome
10

point of view, there’s no penalty and there’s no balance or copayments or nothing. If it
is acceptable from a clinical point of view but not full compliance as we would like to
see at the line with outcomes, then we would still reimburse that provider up to the
level that is the scheme rate and that provider then often have a copayment on the
member which is hopefully a disincentive for that member and then start to use the

20
15

compliant networks. If a provider is clinically failing, not according to our standards
but to the industry standards, then a member who uses such a provider and then claims
from us does not get paid for those services.
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JUSTICE NGCOBO

And of course the member only gets to know that after

the event.

5

10

DR VILJOEN

Just say again, sorry.

JUSTICE NGCOBO

The member only gets to know that after.

DR VILJOEN

No, no., no we are ...

JUSTICE NGCOBO

After you are refusing to pay.

DR VILJOEN

No, we’re open to the members in all our process and

the majority of our processes are before the event happens except if it’s acute
emergency event, where that may happen but it’s few and far between but the general,
10

ninety percent of our services the member knows it beforehand.
JUSTICE NGCOBO

But as I understand what you are saying is that your

members will assume that because hospital A is not one of the designated service
20

providers, there’s something wrong with that particular hospital and therefore don't go
to that because the services are bad.

15

DR VILJOEN

We are very clear on that communication if some
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provider’s not part of the network, yes.
JUSTICE NGCOBO

But of course a hospital group may not be a member,

not because the services are bad but simply because that particular hospital group
simply doesn't want to accept the tariff offer.
5

10

DR VILJOEN

Absolutely.

JUSTICE NGCOBO

So how then do members know the quality of the

service? They just have to guess, is that right?
DR VILJOEN

Well in the case of the network there’s always a

combination of reimbursement model and quality so if the providers on the network,
10

those two factors are there, if the provider is not on the network then one of the two
didn’t work, either a quality or a tariff one and if the quality one goes below clinical
acceptance then the provider is just not reimbursed.

20

JUSTICE NGCOBO

Do you not think that it’s important for members to

know the quality of services that are offered?
15

DR VILJOEN

Yes, we support the idea.
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JUSTICE NGCOBO

But of course you don't give them that information.

DR VILJOEN

I think it’s discussions that’s still happening. Thank

you.
JUSTICE NGCOBO
5

There’s a group of stakeholders, you may have been

here, I mean, certainly Mr [inaudible] 1.54.53 was here, who are urging us to adopt the
view that hospital services are not just a commercial commodity but rather a public

10

code and therefore we should adopt a special approach to those matters. What do you
say to that?
DR VILJOEN

10

I think as Boshoff said, we fully support the health as

a public serious matter. We do think that public sector and private sector should work
together in solving this problem and we also are of the meaning that portions of the
problem can better be solved in a private sector economy than in a public sector
economy, but that’s probably discussions that we will go into the future, but without a

20
15

doubt we support, we fully support that health is a key public matter.
JUSTICE NGCOBO

Do you employ professionals?

DR VILJOEN

Yes, we do.

JUSTICE NGCOBO

Would those be physicians and specialist?
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DR VILJOEN

Yes.

JUSTICE NGCOBO

What’s their role?

DR VILJOEN

To advise us on the clinical content of care, help us

with that.
5

JUSTICE NGCOBO

So you use them to determine some of the claims that

you receive or ...
10
DR VILJOEN

Predominantly we use them to help us with the

determination of the clinical content of a certain benefit or an event and we do that in
collaboration with the industry, so it’s not a one sided decision.
10

So that’s

predominantly the role that they play, and then surely the second thing is in
engagement with members, depending the specific case, there may be more difficult
clinical situations which is outside this clinical protocols or pathways or whatever we
may call it, where the intervention of a specialist is then important.

20
JUSTICE NGCOBO
15

You know, some of the cardiologists who came to

make their presentations to us in the last two weeks have expressed a concern that
medical schemes, presumably together with the administrators that manage the
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organisation dictate to them firstly what treatment they should offer, and secondly what
fees to charge. You would dispute that, would you?
DR VILJOEN

Without a doubt. We’re firstly not big enough to do

something like that.
5

JUSTICE NGCOBO

And the decision whether or not to reject a claim is

based on the advice that you get from your professional.
10

DR VILJOEN

There’s more than that. There’s definitely the advice

from the professionals, but we also benchmark internationally, so it’s international
benchmark clinical advice.
10

JUSTICE NGCOBO

What was their concern precisely was that people who

make those decisions are people who are not qualified to make those decisions because
they’re not medical practitioners and they’re not cardiologists, but what you’re saying
is that you have cardiologists ...
20

15

DR VILJOEN

Absolutely.

JUSTICE NGCOBO

... who make those decisions.
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5

10

DR VILJOEN

I can't see how you can do this without that.

JUSTICE NGCOBO

So you do have cardiologists working for you.

DR VILJOEN

I can think ...

JUSTICE NGCOBO

Or a panel that you can, from outside.

DR VILJOEN

Yes, I think Mr Chair, it’s a scale thing. You know,

cardiologists actually earn better money than we can pay them so if we need somebody
with two or three events on the monthly or the weekly basis, we have a panel of people
on contract to support us with that, yes.
JUSTICE NGCOBO

10

Does that lead to delays in processing some of the

claims?
DR VILJOEN

Not at all. So you can think ninety five percent of the

processes have been predetermined in the negotiations from a clinical recipe point of
20

view. In those exceptions, those specialists are on immediate call to advise and to
support the client.

15

JUSTICE NGCOBO

We heard from Discovery that the products offered are

complex. Do you take the same view in relation to the product, the product that you
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offer?
DR VILJOEN

I think the majority of open medical scheme products

are complex and therefore the education that we do to consumers is key, absolutely
key.
5

JUSTICE NGCOBO

Why are they complex?

DR VILJOEN

I think that the ...

JUSTICE NGCOBO

What’s complex about knowing where to go if I have

10

a headache, [inaudible] 1.59.45 blacks, coding of the PMBs and that sort of thing.

10

DR VILJOEN

Yes, I think ...

JUSTICE NGCOBO

What’s complex in telling me, look here, if you get

sick this is what we will offer you? What’s complex about that?
DR VILJOEN
20

I think the needs of consumers out there and also the

affordability of the detail of the benefits that’s required makes it complex, to match
needs and how the consumer experience his own needs versus what he can afford is a

15

complex process.
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JUSTICE NGCOBO

So the only thing that you could do is simply to

describe in general terms what’s being offered and what are the benefits.

5

DR VILJOEN

Yes.

JUSTICE NGCOBO

The rest of the information you will get once you get

to hospital.
DR VILJOEN

10

I'm sorry, I'm not with you with that one. I'm sorry I

missed you on the last point.
JUSTICE NGCOBO

No, I'm saying because of the complexity that you’ve

just described, all that you could do is no more than provide information in general
10

20

15

terms on the basis that more details will only be made available once you get sick.
DR VILJOEN

Yes.

JUSTICE NGCOBO

And that’s when you will know really what is the

extent of the cover.
DR VILJOEN

Yes.

JUSTICE NGCOBO

But is that how this process should work?
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DR VILJOEN

I think we can have a long discussion on how the

process should work but I mean ...

5

JUSTICE NGCOBO

That's the way it is.

DR VILJOEN

We think it can be simpler but in the current

environment you support the process, it is ...
JUSTICE NGCOBO

10

Are there any steps that the industry or your company

in particular has taken to investigate this problem and try and come to terms with it and
see what mechanism can be put in place to address it?
DR VILJOEN

10

Yes, I think what we try to do is we try to keep the

complexity out of the consumer space and we deal with the complexity, which means
high investments in technology and in education and even the extent that it’s not only
advice process that clarifies the complexity but it is even when that member is part of
the scheme and he starts to utilise that we actually have an advocacy process through

20
15

different sets of technology, cell phone, web, etc. etc. that support the member
continuously in his decision making process to utilise quality benefits.
JUSTICE NGCOBO

Thank you. Yes, thank you. Is there anything that

you want to add to what you’ve been telling us?
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5

DR VILJOEN

I'm comfortable I think.

DR STEENEKAMP

No thank you, Chairperson.

JUSTICE NGCOBO

Okay. Very well. Yes.

PROF FONN

I just wanted to follow up on something you said in

your answers to the Chair. You said to us that even within groups there might be
different tariffs, between, in hospital groups.

10

I just want to clarify that.

In the

submissions, the hospitals have told us they negotiate at a national level only and that
there are no differences between their hospitals. Is that not your experience?
DR VILJOEN

10

We definitely do what they shared, Prof. Within that

it may be that we have a subset of a group as part of the network because we do not
have enough demand to include everybody in the area. So to get that volume upside in
the area it may be that we exclude a certain hospital from a certain group for the
network arrangement.

20

15

Therefore we have a general arrangement and we have a

network arrangement within the specific group.
PROF FONN

And the hospitals don't say all or nothing, put us all in.

DR VILJOEN

I think it depends on where you start the discussion

there, so ...
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PROF FONN

Okay.

DR VILJOEN

That pressure’s always there.

JUSTICE NGCOBO

When you go back to, how many schemes, by the

way, do you represent?
5

10

DR VILJOEN

In the full MMI environment?

JUSTICE NGCOBO

In the open.

DR VILJOEN

Open one and then in the rest of schemes, including

the public sector schemes there’s fifteen.
JUSTICE NGCOBO
10

20

And then after all these negotiations you then go back

to your schemes and say well, this is what you will pay.
DR VILJOEN

Yes.

JUSTICE NGCOBO

You will pay x, scheme B, you will pay Z, scheme C

you will pay D.
DR VILJOEN
15

Yes.

Given the departure point of that specific

scheme and this specific scheme’s needs, yes.
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JUSTICE NGCOBO

Do you have information at your disposal which will

tell you that, well, this is what I can negotiate for A, this is what I can negotiate for B,
these fifteen schemes?

5

DR VILJOEN

Yes, we have full set of information for everybody.

JUSTICE NGCOBO

But insofar as the doctors are concerned though,

here’s the tariff, you take it or you leave it.
10

DR VILJOEN

I think we would think that the world is a wonderful

place if it could work like that but then again it’s also stupid to work like that, so we
don't.
10

20

15

JUSTICE NGCOBO

You don't do that.

DR VILJOEN

We don't do that, no.

JUSTICE NGCOBO

So you negotiate with specialists.

DR VILJOEN

Yes, absolutely.

JUSTICE NGCOBO

How do these take shape?

DR VILJOEN

I think it’s a rather ...
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JUSTICE NGCOBO

You say I’ll pay you x and the specialist says I want

Z.
DR VILJOEN

I think if it would start on a clean page every year, yes

it would be like that but it’s normally the current year as a departure point.
5

10

JUSTICE NGCOBO

It’s how high.

DR VILJOEN

And then what happened in the year from an economy

point of view and what did we see from an outcome point of view and a quality point
of view, those factors are the factors that then influence, but that assumes the base is
correct and we’re not necessarily saying the base is correct.

10

JUSTICE NGCOBO

And then when you go back to your schemes to report

on the tariff that you’ll be able to negotiate, do you tell scheme A that, well, you will
pay R400 but I managed to get R300 for scheme B but you’re not entitled to that, or do
you simply give that scheme what, on a need to know basis?
20

15

DR VILJOEN

Scheme specific.

JUSTICE NGCOBO

So you withhold this information from the rest.
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DR VILJOEN

Yes.

JUSTICE NGCOBO

Why is that so?

DR VILJOEN

I think the Act doesn't allow us to share information

between schemes.
5

JUSTICE NGCOBO

Yes, I understand. Okay, is there anything else that

you’d like to add to what you’ve ...
10
DR VILJOEN

I'm comfortable, thank you.

JUSTICE NGCOBO

Yes. Thank you very much indeed for coming to us

and making the presentation. Again, let me apologise for keeping you fro more than
10

was absolutely necessary. I mean, you should understand that these matters, they do
tend to develop a life of their own. Thank you.

20

DR STEENEKAMP

Thank you, Chairperson.

JUSTICE NGCOBO

I understand that by arrangement we’re now going to

have the presentation from the Unlimited Group and Unity Health. Is that right?
15

Gentleman, do take a seat.
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MR MANN

Good afternoon, Judge, good afternoon to the panel.

My name is Wayne Mann. I represent the Unlimited Group of Companies. We are a
financial services provider based in Durban and we provide intermediary services in
relation to health insurance products, amongst other things. My colleague, Vernon
5

Chorn is the managing director of a company called Unity Health. Unity Health is an
underwriting manager also in the health insurance space based in Jo'burg, the
Unlimited and Unity Health are affiliated through a common shareholder, although,

10

albeit indirectly, just to paint some background. So with your permission if I can
begin?

10

20
15

JUSTICE NGCOBO

Yes.

MR MANN

Thank you, Judge.

JUSTICE NGCOBO

Thank you.

MR MANN

Just by way of background, the Unlimited is a direct

marketing company. We market both insurance and non insurance products. We are
an authorised financial services provider. We have over half a million customers and
the majority of those customers have hospital cash plans. I think it’s important from a
context perspective upfront to note that the focus of our collective presentations is on a
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regulatory environment in which health insurance products exist and the proposed
changes to that environment which are imminent, and we talk with particular reference
here to the demarcation regulations.
The focus of Vernon Chorn, our Unity Health’s presentation will be on primary care
5

products within the insurance space, whilst the context from which I will depart on
behalf of the Unlimited are hospital cash plans. The hospital cash plans at the risk of,

10

well, for the benefit hopefully of the minority people sitting in the venue today,
essentially were designed to cover contingent liabilities whilst a person is hospitalised.
Importantly and unlike in the medical schemes environment the benefits are not paid to

10

service providers, they are not determined by reference to medical expenses, and
research conducted by the Unlimited of our own customer base who have these
products is that the benefits aren’t used to cover and pay for not only contingent
liabilities whilst a person is hospitalised, but also and very importantly their medical
bills.

20
15

I think it is also important upfront to note from a context perspective in relation to the
remainder of our presentation, we would like to reiterate the following stats which are
taken from this Commission’s terms of reference, that within the context of private
healthcare expenditure in South Africa, medical schemes account for in excess of
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eighty-one percent of that expenditure whilst insurance products as well as employer
schemes account for less than four percent.
So in relation to the draft demarcation regulations, I'm not going to go into necessarily
what the detail behind them but essentially they were released or the first was released
5

in 2012 for the purposes of demarcating between the business of insurance and the
business of medical schemes. The explanatory memorandum produced by National

10

Treasury which accompanied the regulations notes that health insurance products are
regarded as a threat to medical schemes. The contention very specifically is that health
insurance products draw young healthy people out of schemes and that could, and I

10

emphasise the word ‘could’ lead to rising costs for older sicker members of medical
schemes. Of course cross subsidisation is key to the affordability of medical schemes
and therefore alternate products which are available to the public through alternate
channels are of course regarded as a threat. It’s important to note upfront that hospital
cash plans have been catered for in the current version of the demarcation regulations

2015

that I believe are sitting before the Minister of Finance for signature.

Their

promulgation or passing is imminent. The wording that is used to articulate hospital
cash plans in the regulations they refer to is non medical expense cover as a result of
hospitalisation, and importantly cover has been capped at R3,000 per beneficiary per
day.
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Now, within that context when one takes into account then less than twenty percent of
the population has medical aid and that health insurance or reliance on state facilities
are the only option, and taking into account once again that health insurance accounts
for less than four percent of private healthcare expenditure, we submit that hospital
5

cash plans don't on any interpretation pose any sort of threat to medical schemes and it
is in fact the medical schemes’ contributions themselves which are unaffordable.

10

In this regard over eighty percent of South Africans, as I alluded to earlier, are not
covered by medical aid and in recognition of the inability for low income persons in
particular to pay medical schemes contributions at a level that would make them viable,

10

government in 2005 and Prof, that is perhaps what you were referring to earlier,
commissioned a study into low income medical schemes options, they commissioned a
task force in 2005 or a task team, rather, to look into it, and more recently efforts were
galvanised or put into motion to create a low cost benefit option which was abandoned
by the Council for Medical Schemes in 2015, as I'm sure the panel knows.

20
15

So the question then becomes within the context of the demarcation regulations, why is
it necessary for where we find ourselves today, overburdened state healthcare system
and medical aid contributions which are out of reach for the vast majority of the
population, for the regulations to be introduced in circumstances where many products
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will either be outlawed or, for example, in the case of hospital cash plans will be
restricted.
Judge, I feel a bit out of my depth going into the next slide which talks to constitutional
issues but I’ll push on. The right to healthcare services is a socio-economic right.
5

Socio-economic rights must be interpreted generously and given a wider meaning as is
possible to, insofar as the [inaudible] 2.16.35 is concerned and in our submission when

10

one looks at the right of access to healthcare services in section 27 (1) of the
Constitution, that would include the right for a person to access health insurance, which
in turn provides access to private medical care.

10

The state has an obligation not to interfere unjustifiably with socio-economic rights, or
put slightly differently, any measure which denies a person access to a socio-economic
right constitutes and infringement. In our submission in light of what I've just said the
regulations will restrict the ability for people who rely on insurance products to cover
their medical costs in violation of section 27 (1) as well as their contingent liabilities of

20
15

course.
There is no evidence at least that we are aware of that health insurance products affect
the viability of medical schemes. I'm sure this panel was aware of the 2008 decision of
the Supreme Court of Appeal on a matter involving the CMS and Guard Risk, the
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Supreme Court in that matter in fact noted that there was a need for health insurance
within the context of the products offered by Guard Risk, and that there was no reason
why they should not be permitted.
Imposing a limit on hospital cash plans does not address the issues associated with the
5

affordability of medical schemes. It’s in fact the medical schemes, in our respectful
submission, it’s in fact that regulatory environment that needs to be reassessed and not

10

the insurance laws, and this is particularly pertinent in an environment where low cost
benefit options which were being explored by the CMS have been put on hold.
In continuation of what I was referencing just now, by limiting or preventing insurers

10

from offering health insurance products, the only cover available to the vast majority of
South Africans may well be medical aid, but clearly the costs of a medical aid far
exceed the R110 a month or so that many of the Unlimited members pay for hospital
cash plans and ancillary benefits, and the cost of medical aids are clearly out of the
reach for the majority of this country’s citizens.

20
15

The regulations, in our respectful submission, the demarcation regulations indirectly
discriminate against low income individuals in contravention of section 9 of the
Constitution on the basis of a person’s social origin and they will have a
disproportionate impact on such groups.
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The regulations are not in our submission rationally connected to their purpose. They
will exclude mechanism for low income earners to provide for their healthcare needs
which in turn will increase exposure to financial and health risks for that group.
In conclusion we urge the Commission to approach Treasury to await the outcome of
5

this inquiry before finalising the regulations. To proceed with the implementation of
the regulations on the basis of conjecture at this point would be reckless and could very

10

well result in substantial prejudice to the health industry and in particular policy
holders who rely on health insurance products.
By affording the Commission and opportunity to complete its work this will allow the

10

Commission to establish the facts and make appropriate recommendations in the
interests of affordable and accessible healthcare versus Treasury proceeding at this
point on the basis of conjecture.
We submit that the inquiry may be moot, in least insofar as health insurance policies

20
15

are concerned that are currently affected by the regulations or the draft regulations as
they are currently drafted.

I’d like to reiterate that we are aware that the draft

regulations are before the Minister and timing is of the utmost importance.
In closing I’d like to leave the panel with two thoughts.

The National Health
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Department’s Patients Rights Charter interestingly notes that every patient has a right
to health insurance. If insurance better enables people to access healthcare services we
submit that there’s no rational connection between the regulations and their stated
purpose, particularly in the absence of viable alternatives being available for low
5

income earners, in particular. Secondly the Treating The Customers Fairly regulations
under the Financial Advisory And Intermediary Services Act compel product
providers, insurers and their intermediaries, such as Unlimited, to ensure that products

10

and services marketed and sold in the retail market are designed to meet the standards
of identified customer groups and are targeted accordingly. When we've engaged with

10

Treasury and this also comes through in their explanatory memorandum, they are
concerned that health insurance products may be confused by the consumer for
comprehensive medical cover. In light of what is contained in existing legislation
phase as well as TCF, insurers and their intermediaries are already compelled to ensure
that these sorts of products are marketed responsibly, and secondly within the context

15

20

of the caps proposed on hospital cash plans, it will make the ability for insurers and
their intermediaries to innovate appropriately that much more difficult. Thank you.
JUSTICE NGCOBO

The second point, the inquiry may be moot at least

insofar as they have insurance policies [inaudible] 2.23.11 is concerned, but what do
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you want us to do?

Tell Treasury hold on to the regulations because we will

recommend that you scrap them?
MR MANN

Judge, I cannot pre-empt what this inquiry will

obviously recommend at the end of the day but if the regulations of the Commission do
5

not support the current direction that Treasury is taking then the level of complexity to
unwind that position will come at the detriment of the consumer in particular. Judge,

10

with the greatest of respect the Competitions Act in terms of section 43 (C) sub (1)
empowers the Commission to make recommendations to other regulatory authorities
and we would urge the Commission and this panel to approach the Treasury on that

10

basis and to exercise some prudence whilst this very valuable inquiry is given the
opportunity to complete its work, and a comprehensive holistic approach to this issue is
agreed upon versus this being dealt with on a fragmented basis. Thank you.
JUSTICE NGCOBO

What’s the status of these regulations, more or less, at

the moment?
20
15

MR MANN

Judge, we have confirmation from Treasury that the

regulations are with the Minister of Finance for signing. I'm not, to be frank, that au
fait with the parliamentary process and I don't believe the regulations do go through the
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parliamentary process.

I think once the Minister has signed them, they are then

effectively law.
JUSTICE NGCOBO

But of course if the regulations should be promulgated

and ultimately we take the view that they are inconsistent with either the provisions of
5

the Competition Act read in the light of the constitution, it’s a recommendation which
Treasury would have to consider and decide how to manage that.

10

MR MANN

Judge, agreed. Our concern is that if the regulations

hypothetically were to be implemented in April, in the absence of there being any
viable alternative for the low income consumer in particular to provide their healthcare
10

needs being available, particularly in the light of low income or low cost benefit
options being taken off the table, what does that person do?
JUSTICE NGCOBO

Is your concern really that if the regulations go

forward, the damage to the industry will be almost impossible to reverse?
20
15

MR MANN

I think it would be difficult to speculate on the extent

to which it would be impossible to reverse but I think there certainly could be shorter
medium term prejudice, substantial prejudice for the consumer in particular. That is
our concern.
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JUSTICE NGCOBO

Yes, sir.

SPEAKER [2.26.44]

We’re just waiting for the next presentation, sorry,

Judge.

5

10

JUSTICE NGCOBO

Oh.

SPEAKER

They haven’t put it on yet.

JUSTICE NGCOBO

Okay.

MR CHORN

Thank you for this opportunity Judge and panel. I

appreciate this opportunity to do this presentation. I'm going to be talking specifically
on primary healthcare, private primary healthcare insurance and making a case for that,
10

and Wayne talked a little bit about demarcation regulations and currently just to go
through where we are, the demarcation regulations aims to outlaw or significant restrict
most health insurance products in order to protect medical schemes and the medical

20

scheme risk pool. That’s the main aim of the demarcation regulations.
Some products that will be allowed are subject to community rating on a group basis

15

and details of all the products need to be provided to the Registrar of Medical Schemes
who can then review it and provide comment to the Registrar of Insurance to, well he
can request that certain products are prohibit after that process is followed.
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I wanted just to discuss medical schemes as they are at the moment and just to give a
sense of what are we actually protecting in terms of medical schemes? What is the
demarcation regulations actually protecting?

So medical schemes are non profit

entities regulated in terms of the Medical Schemes Act and specifically they have
5

certain legislative requirements.

Every scheme, well let’s just go through these

quickly, so every scheme has to provide the prescribed minimum benefits, it’s a
minimum benefit package that they have to provide. Anyone can join, there’s open
10

enrolment and contributions are set on a community rated basis per option.
Let’s just look at the growth of medical schemes. The PMB is an open enrolment

10

largely resulting in medical schemes being really expensive. They’re unaffordable to
the majority of South Africans. In fact the percentage of the South African population
currently covered by medical schemes is about eighteen percent. That was based on
the general household survey in 2014 and if one takes out the gems, then the
percentage has actually reduced over about the last eight years, about nine and half

2015

percent. So medical scheme membership hasn’t really grown. It’s actually reduced.
In addition over the last twelve years, this is also based on the general household
survey, the increase in the number of uncovered individuals uncovered by medical
schemes has increased by 5.25 million people. So the state has to actually now take
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care of an additional 5.25 million people compared to twelve years ago.
I just wanted to show this table on the proportion of medical scheme members covered
by in terms of race groups. So currently, well this is in 2004, almost seventy-seven
percent of all white population was covered by medical schemes. Only 48.7% of the
5

Indian/Asian population was covered, 20.3% of the coloured population was covered
by medical schemes, and only 10.6% of the black population belonged to a medical

10

scheme.
So the membership for white, and you can look at the increase in terms of from 2002 to
2014, so there’s been quite a significant increase for the white and Indian populations

10

but a very small increase for the coloured and black population and currently the
membership for the black population is very low, it’s only 10.6% of the population that
participates in medical schemes.
It makes sense why so let’s have a look at why, and we mentioned earlier that medical

20
15

schemes are exceedingly expensive, most people can't afford it, and this is the income
study, this is the only one I could find, this is the income and expenditure of
households in 2010, 2011, this was published by Stats SA, this is the average annual
household income by race group. As you can see black people earn less than coloured
people, earn less than Indian people, earn less than white people. So there’s quite a big
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difference in terms of average annual household income and to a large extent this
explains why we have a participation that we have in terms of medical schemes and it’s
largely because of the affordability. People simply can't afford medical aid.
So the average medical scheme contribution is about four to five thousand per month
5

for an average family, that’s about for two adults and two children and the view is that
medical schemes indirectly discriminate against black people and probably against

10

coloured people as well, as the majority of them cannot afford medical aid. So it’s just
a design, the way that the Medical Scheme Act has been designed that it’s so expensive
and then indirectly discriminates against certain race groups in this country.

10

I was looking at community rating as well and I got this table, this is also based on the
general household survey 2014, and it considers the population, well it was actually
provided in certain age groups. So I took the mid point in each age group and worked
out what the average age is above age twenty for each race group in this country, and
one can see that certainly the black and the coloured population is a lot younger than

20
15

the white populations. In fact the black population is nine years younger than the white
population on average, but we all know that medical schemes claims utilisation
increases with age, so because of this, because there’s generally more younger blacks
and generally older white people on medical schemes or in the population in general, it
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implies that if you have community rating then you’re going to have relatively younger
black people cross subsidising generally older white people. So in that sense my sense
is that community rating is flawed.
So medical schemes then perpetuate the inequalities of the passed, which I think is
5

unconstitutional. Well, I can't see how it can be constitutional to do that.
Need for primary care. Medical schemes cover largely hospitalisation and chronic

10

medication benefits and that’s the prescribed minimum benefits, but the general
household survey 2014 indicates that eighty-five percent of households required
primary healthcare as a first consultation after becoming ill or injured. So it doesn't

10

really cater to the needs for the majority of South Africans.
Medical scheme PMBs do not cover primary healthcare and do not meet the essential
needs of the majority of South Africans. Medical schemes are not profit entities. They
don't pay tax so they do not add to the tax revenues of the country. They have a fairly

20
15

crude and archaic capital requirement and as a result it’s fairly inefficient in terms of
how they use their resources.

If one had to consider a private health insurance

products, well if a medical scheme product was actually sold via a private health
insurance, they would be making use, far more efficient use of resources and capital.
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They premium rates would be fairly cheaper and they’d probably have better value and
great participation to the consumer.
Contribution increases have also been consistently well above CPI, probably on
average about four percent above CPI, consistently for over a long period of time and
5

this has usually been accompanied with benefit reductions at the same time. So the real
increase is actually in excess of whatever, great than four percent of CPI.

10

Medical schemes are not sustainable. I had a colleague of mine, Professor George
Marks whose an experienced consulting actuary produce a report for me which I'm
happy to share with the panel, which basically clearly explains in detail why medical

10

schemes are currently in a death spiral and not sustainable going forward.
So in summary medical schemes are not affordable to the majority of South Africans,
they’re not sustainable going forward, have increases well in excess of CPI,
discriminate indirectly against black and probably coloured population because most of

20
15

them cannot afford medical aid.

They perpetuate inequalities of passed through

community rating where poorer black people cross subsidise wealthier white people,
which doesn't make any sense, and as a result probably unconstitutional. They fail to
meet the essential healthcare needs of the majority of South Africans and it’s therefore
not rational to protect medical schemes through these demarcation regulations.
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Let’s look at the case for primary healthcare to see why it’s actually rational to allow
this. Primary healthcare covers the essential needs of the majority of South Africans
which, just a short list, largely includes GP consultations, acute chronic medications,
dentistry, radiology, pathology, optometry and maternity benefits, and primary
5

healthcare instruction premiums are probably ten to fifteen percent of an average
medical aid contribution, so they’re far more affordable to the majority of South
Africans.

10
Currently there’s about 18.1% or .8 million people on medical schemes. The target
market for primary healthcare is about 19 million people. I did some calculations and
10

this is based on the working population. So of these 19 million people there’s at least
one member of the family that has an income, and that’s what we regard as the target
market for primary healthcare. None of these people currently belong to a medical
scheme.
Just consider the socio-economic benefits. If we had to actually drive private primary

20
15

healthcare insurance and have assuming all of these 19 million people are actually
covered, we’ll probably create another half a million new jobs in this country just
through having more healthcare providers, administration companies, etc. etc. so
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there’s gong to be a lot of other people involved in the process.
This translates to an increase in GDP and tax revenues of about three percent. It’s
significant if you take 19 million people out of the public sector, this significant
releases the stress burden on the state and it also allows the state, the public sector
5

healthcare budget to reduce significantly, so it helps to reduce government spending.
In fact if the public sector is efficient they could actually service these private primary

10

healthcare insurance patients and generate an income. So instead of having R135
billion public sector healthcare budget, they might actually produce a surplus out of
actually charging for the services and getting paid for it. So that’s all good for the

10

economy.
Just looking at the level of satisfaction, this is also based on the general household
survey 2014, so in a public facility the percentage of people that were very satisfied
with their services was 57.5%. In a private facility it was 92.9% and one can assume
that most of the people in the public healthcare sector haven’t experienced private

20
15

healthcare before, so if they had actually experienced private healthcare before you
would expect that 57.5% to be even lower, and you can assume that that’s a proxy for
the level of care in public versus private. So individuals would enjoy a much better
quality of care in a private setting versus a public setting and enjoy better health and
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well being.
The other benefit is that you have, in the private setting, is that you have immediate
access to care instead of having to wait in long queues in the public sector and this
results in reducing absenteeism, improves productivity in the workplace and all of this
5

at the end of the day just makes it more efficient for the economy to operate. So it will
increase the GDP, job creation and tax revenues.

10

Primary healthcare is also preventative in nature, and it will reduce the long term
healthcare cost burden, improves longevity, reduces disease burden, resulting in
increased productivity and higher general overall wellbeing. It will increase longevity,

10

so mortality will improve, morbidity will improve, and so the employee benefit cost, if
your employer pays for your group life insurance and disability, those costs are actually
going to reduce. So actually paying for employers to actually pay for the private
primary healthcare insurance premium might actually balance out, it might actually be
as much as the saving they could achieve in the long run in terms of their savings on

20
15

group life and disability costs.
Competition and quality of care. Consumers behave in a rational manner. This means
that for a particular product or a same product they will tend toward the cheapest price.
Product quality is also critical otherwise consumer move to another product provider.
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So in healthcare greater competition would allow a higher quality of care at the
cheapest possible price, which serves the public interest. It’s therefore rational to allow
private primary healthcare insurance as this will lead to higher quality of care and
efficient pricing to the consumer, which services public interest. It is therefore not
5

rational to disallow private primary healthcare insurance. So currently this is one of
the products that will be disallowed in terms of the demarcation regulations.

10

So in summary private primary healthcare insurance could cover about 90 million
people not covered by medical schemes currently, result in about a half a million
additional jobs being created, resulting in an increase in GDP and tax revenues of about

10

three percent. It’s affordable, premiums are about ten to fifteen percent on average
medical scheme contribution. Benefits meet the healthcare needs of the majority of
South Africans, allows millions of individuals the opportunity to enjoy better quality of
health and overall wellbeing, is preventative in nature, reducing long term healthcare
costs, and reduces absenteeism and improves productivity in the workplace, improves

2015

longevity, reduces diseases, reduces employee benefit life and disability insurance
costs, reduces the healthcare cost burden on the state, and can even result in the state
generating income from servicing private primary healthcare patients, increases
competition which leads to an improvement in the quality of care at the cheapest
possible price which is clearly progressive and in public interest. The view is then
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disallowing private primary healthcare insurance is therefore not rational, not
progressive and can be argued to be unconstitutional.
I wanted to spend just a little bit of time, not a lot but just a little, on National Health
Insurance because a lot of the policies that are driving demarcation in medical schemes
5

actually comes from NHI and I know that they’re doing a lot of good things. They’re
trying to improve the quality of care and make things more efficient in the public

10

sector. I just wanted to talk a little bit about the financing aspect of it. I'm also a little
concerned because although you have these great initiatives, they might take a very
long time to actually come to fruition, particularly if there’s financing constraints, and

10

that shouldn’t be a reason why you should disallow private health insurance as well.
So National Health Insurance proposes a mandatory system of health coverage to all
South Africans, NHI in the white paper, they talk about reducing the health care budget
as a percentage of GDP from 8.9% to approximately 6.2%. It relies on consistent GDP
growth of at least 3.5% per annum and they also talk about increasing individual

20
15

corporate taxes and also VAT, and as I understand government will contract with
private healthcare providers at reduced rates as it has to actually reduce that percentage
of GDP spend to 6.2%.
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Just recently the Minister of Health actually made a U-turn.

Previously medical

schemes also going to be rationalised or their role was going to be dramatically reduced
in terms of NHI, but he has now indicated that that will not be the case.
I think this is kind of interesting table. It gives you percentage, we always think of
5

unemployment being 25% odd in this country but it’s a bit misleading so I like to look
at how many people are actually being employed out of the total people that can be

10

employed. So the number of people that can be employed below age sixty-five or of
working age is just over 36 million people, but the number of people that are actually
employed are about 15.8 million or 43.8% of the population that’s currently being

10

employed. It’s very low. So that was from the labour stats, that was the 2015 labour
stats. This is from the World Bank statistics, so it looks at those countries that actually
have national health insurance or some form of national health insurance and looks at
what their employment rates are.

So the average employment rate of all those

countries is about 59.6%. On this slide they indicate that South African employment
2015

rate is 39.4%, so it’s not quite the 43.8 in the previous slide but this was based on 2014
stats and I'm not sure if there’s huge differences, but it’s pretty close. So we’re talking
about approximately 40% of the South African population being employed in terms of
their employable population versus about 60% in other developed economies. So in
other economies NHI requires a 50% high employment rate to function properly.
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South Africa is an emerging economy exposed to volatile economic circumstances and
this obviously significantly increases the risk for South African government to fund
any programme, relatively speaking. NHI funding requires consistent strong economic
growth which is very risky for an emerging economy and if you had to implement an
5

NHI funding plan, you have a commitment then to the population and that commitment
is a financial commitment and so that increases your risk of downgrade in terms of
your sovereign debt rating if you can't meet those commitments, because you’ve got

10

that extra debt burden that you actually have to carry.
NHI is struggling in most developed stable economies. You have an aging population

10

problem in most countries. Most countries don't do prefunding, so they do on a pay as
you go basis, and as you have people living longer and becoming older, you have a
problem with funding. There’s poor utilisation controls and the quality of care has to
be rationalised if you just don't have enough money to cover everything. So there’s a
real risk of implementing the NHI funding plan. It will place a lot of pressure and

2015

additional risk on the economy and obviously we have a risk of impacting our
sovereign debt rating which is quite topical at this point in time. NHI proposes
increased in individual corporate tax rates as well as VAT. If you do that consumers
have less money to spend on goods and services.

As a result companies suffer

production in top line revenues because people are spending less.

In addition
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companies are also going to have to have an increase in corporate tax rates and this
leads further to a reduction in after tax profits and overall this leads to a reduction in
GDP and overall tax revenues, curtailment of company expenses resulting in job losses,
less money to fund and sustain the NHI, leading to a reduction in quality of care. So
5

this is a real concern. We have to pay attention to it.
NHI will contract with private healthcare providers at reduced prices. This leads to

10

reduction in overall revenues for private healthcare sector and if this happens you’re
going to have a disinvestment in the private healthcare sector, a reduction in new
private healthcare professionals and in turn this could lead to a reduction in quality of

10

care. So there’s another big concern.
Conclusions. It is clear that it’s neither rational and probably not constitutional to
protect medical schemes from private healthcare insurance products.

In fact it’s

probably irrational not to allow private healthcare insurance products to thrive as this
has many socio-economic benefits to all South Africans and is progressive. NHI
20
15

funding is not economically viable and significantly increases the risk of an economic
downturn and the risk of a downgrade to our sovereign debt rating. Thank you so
much.
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JUSTICE NGCOBO

Thank you for that presentation. My colleagues will

put questions to you. We’ll start with ...
MR VAN GENT

Mr Mann, thank you very much. At the end of the

day I'm starting to be much more optimistic about the South African economy now,
5

that you predict a 3% GDP growth over and above what we have at the moment, 1%
isn’t it, if we introduce your system.

10

I think Minister Gordhan would be very

interested in your proposition as well, to see this, but apparently we are dealing here
predominantly with healthcare issues. I do think the idea is worth over thinking and it
is very clear what you propose to us. I have no questions I think on this with one

10

exception, and that is you put this option strictly as a private insurance option. Why
couldn’t schemes offer this option and do it in a non profit setting?
MR CHORN

Thank you for the question. That is something that

hadn’t been considered so previously last year, round about September, the CMS
introduces the low cost benefit option guideline to introduce low cost benefit options.
20
15

That is something that we work with. I personally work with the CMS on that and then
that has now been taken out of the medical scheme, the Minister decided to scrap that
for now. I understand that he wants to push NHI, primary care through NHI at the
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moment.
DR VAN GENT

But in principle you agree that this could be done

either in the for profit sector or in the not for profit sector.
MR CHORN
5

I agree with that. I'm not sure if the medical scheme

existing framework is the ideal framework because of all the issues that I mentioned
earlier but it can be done in a non profit framework, yes.

10

10

DR VAN GENT

New schemes or new scheme like.

MR CHORN

Correct.

DR VAN GENT

So that’s not crucial, the for profit element’s not a

crucial in your proposition.
MR CHORN

Not necessarily. The main thing is that we can get this

out and get people covered and they can enjoy healthcare.
20

DR VAN GENT

Thank you. The rest is quite clear to me. Can I ask

you a question as well? You were introducing hospital plans to us and told us that
15

hospital plans are considered by medical schemes as a threat to the viability of medical
schemes because they wrote the young and healthy basis of medical schemes, and you
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said that is not the case, because, and then I need to quote you, you said, hospital cash
plans cover contingent liabilities, or in other words, non medical expense cover. What
precisely are these?
MR MANN
5

Thank you, Prof.

So in our research of our own

customers, that is anything from covering attorneys fees to panel beating costs on
motor vehicles to au pairs for your children whilst hospitalised, there are a whole range

10

of expenses associated with the event that results in hospitalisation.
DR VAN GENT

So then not meant, in other words, recover medical

expenses in hospitals.
10

MR MANN

In their design, not specifically, no.

DR VAN GENT

No, but yet you present them as a sort of competitor to

the schemes at the low end of the income spectrum.

20

MR MANN

Definitely not as competitor to medical schemes. The

cover is vastly different.
15

DR VAN GENT

But you refer to the unaffordability of medical

schemes cover.

So you referred to your hospital plans as a substitute for the

unaffordable cover of medical schemes.
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MR MANN

Hospital cash plans provide people in some respects

with the ability to provide for their private or their healthcare needs and costs,
including going to private practitioners versus reliance on the state system.
DR VAN GENT
5

So is that a long yes? You put them as substitute for

those people that can't afford or are having trouble in affording the alleged high cost of
schemes.

10

MR MANN

It’s one of a handful of alternative options that are

available in the low end of the market in particular.

10

DR VAN GENT

You call that contingent to hospitals?

MR MANN

The ...

DR VAN GENT

The country would still qualify that as contingent

cover, liability.
20

MR MANN

No, no, no, so the reference to contingent cover is in

reference to those other examples that I spoke about, for example, panel beating costs,
15

etc.
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5

10

DR VAN GENT

So they can be used for everything, actually.

MR MANN

Yes, correct.

DR VAN GENT

They can be used as a competitor or as a compliment.

MR MANN

Correct.

DR VAN GENT

Now, right, and you just said to us people are

confused about this and you want to end the confusion. On average I think I watch
television for half an hour per week and then inadvertently I see one advertisement
coming around and you know, maybe you’re responsible for the advertisement, has a
guy in bed with his children, spouse around him, the doctor comes and tells him a bad

10

story and he looks a bit sick and then the, what is it, the budget doctor comes around
with a hospital plan, the wallet doctor, so you could have fooled me about the intention
of the hospital plan on this, and I can understand, so my first impression I can
understand the worries of the medical schemes that you present yourselves as a

20

15

substitute.
MR MANN

I absolutely concur.

I think it’s a very valid

observation and I can't speak on behalf of the companies that put those sorts of adverts
out there, of course, but that observation is very, very well made.
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DR VAN GENT

Thank you very much.

DR NKONKI

Thank you for the presentation. My first question is

that you showed, you discussed the three regulatory mechanisms that exist to protect
members of medical schemes, such as open enrolment, prescribed minimum benefits
5

with their limitations, and community rating, but you did not show how open
enrolment would work in your model. So are you proposing that you continue to be

10

allowed to risk rate, or ...?
MR MANN

Is that question to me? Okay. So, no, we wouldn’t,

well I’ll tell you what you’re doing currently, we risk rate, not risk rate, but we
10

calculate a rate on a group basis. So if we’re looking at employer groups we have a
group rating and then also for individual membership we just have different products
but they’re all at a single rate. So you have a rate per main member, adult, dependent,
and also child dependent. So similar to how a medical scheme would operate.

20
15

MR CHORN

We would sometimes apply waiting periods but for

compulsory group participation we don't apply any waiting periods or exclusions or
limitations.
DR NKNONKI

In your response to cases question on whether this
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could be done in a non profit context, in the context of medical schemes, then it would
be done under the current regulation. Why would you then not be subjected to similar
regulations as them?
MR MANN
5

talking about?
DR NKNONKI

10

Sorry, I'm not following. Which regulations are you

Those of community rating, open enrolment and

[inaudible].
MR MANN

I have a concern that, you know, I think it went back

that community rating actually prejudices black and coloured people because generally
10

healthcare cost increases with age and they would generally be cross subsidising white
people that belong to those schemes as well. So if we had to rather have age groups, it
would be a better system because it doesn't matter what race group you are in, you’re
probably going to have a similar utilisation if you have a particular age. So if you have

20
15

age groups and you can, I mean, the main reason why community rating was actually
introduced initially so that schemes don't charge exorbitant premiums to older people
or to sick people, right, so the better way to do it, and you probably would have had
way more participation in medical schemes right now, if you had an age banded
contribution tables where your top band might have only been fifty or seventy percent
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higher than your bottom band. So your most expensive band is only about say fifty
percent higher, so you have a little bit of cross subsidisation but not to the extent that
we are now, and then you have age based tables because either you would have had all
these young people coming in, there’s an issue that young people don't join medical
5

schemes because they just can't afford it, and it makes sense because they’re just
starting their jobs, they’re not earning as much as thirty or forty or fifty year olds. So
that way you’ll be able to get the young people in as well. So I don't think community

10

rating, I think community rating in the South African context is flawed.
DR NKNONKI

10

One last question. Would you accept that the black

population is not homogenous in terms of income, inequality amongst themselves?
MR MANN

I'm looking at the averages. That’s important to look

at here so I'm looking at, that’s a statistic ...

20

15

DR NKONKI

But it’s normally distributed, would you accept?

MR MANN

I don't know, I can't answer that.

DR NKONKI

So I think that the broad statement that the community

rating disadvantages black people in general but not be completely true if you don't
know whether the income is equally distributed.
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MR CHORN

Yes, if you have to look at on average, you have to

look at on average, but I mean, if you want everyone to participate in, if you want to
cover, if you want to be serious about initiative and have a lot of people covered in a
dispensation then you have to look at those averages, you can't just look at small little
5

10

samples. I think that’s important.
JUSTICE NGCOBO

Thank you.

PROF FONN

What happens in your system when you get really sick

or your benefits run out?
MR MANN
10

So what we’re trying to do is balance affordability

with healthcare delivery. So one of the key factors that we looked at is what is the
needs for the majority of the South African population, and that is primary healthcare.
So we’re trying to provide something at some cost and the rest would then have to go
into the state, but if we can also take a lot of membership or a lot of the burden away

20
15

from the state, and then just leave them with certain other services that they need to
carry, particularly the kind of high end cost, like hospitalisation, etc. we feel it’s better
than nothing.
PROF FONN

Have you ever had to confront people who have used
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up or been to the doctor too often, or ...?
MR MANN

So most of our plans are for unlimited visits, so they

don't run out of benefits in terms of the number of visits. Most of, eighty-five percent
of our doctors are dispensing doctors so they also dispense the medicines when they
5

consult. What we do, do, we obviously need to keep a control on the utilisation so we
manage the doctors. So if we see there’s abuse we look at every doctor and see what

10

their average visits per patient per annum is and what is the average for our entire
database and we have people that go out and visit them, look through the ICD 10’s, etc.
and figure out why is your utilisation so much higher than the average, and it might be

10

that they have a lot of sick patients, that’s fine, but as long as we understand that, but in
many cases there’s abuse and then once we talk to them it comes down. So those
patients that really need the care and they need a lot of visits, they’re not being
prejudiced, but at the same time we’re also managing the cost down for those people
that abuse the system.

20
15

PROF FONN

How many members do you have?

MR MANN

About five thousand principals.

PROF FONN

I suppose what the point about medical schemes is to
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not discriminate against people and in fact I don't think you can take average age
because average age for an entire population doesn't tell you a lot because if lots of
people, like life expectancy, if a lot of people die at a young age, doesn't mean
everyone dies at 56, it just means that it’s unusually skewed because lots of people die
5

when they’re young. So you probably have to take age standardised bands rather than
average overall.

10

MR MANN

Sorry, I didn’t hear that.

PROF FONN

Age standardized bands, but that’s just a minor point,

but the point, I suppose what I'm trying to understand is what is your risk sharing, your
10

social solidarity model?
MR MANN

Well I think it’s, currently I'm not differentiating

between age or income or anything, I'm just differentiating between different product
types which is what a medical scheme does, so they have different benefit options, but
20
15

I'm raising the issue, I'm raising the issue, you know, that that’s something that we
need to look at, and it’s a fundamental issue. I think one of the reasons why medical
schemes hasn’t been successful in terms of gaining new membership is because of that
structure, the community rated structure. I don't know if I'm answering your question
about what I'm doing about solidarity, but I think what I'm looking at is thinking how
290 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

do we get as many people, what is efficiency, how do we do things in an efficient
manner, how do we get as many people covered and get the best quality care for the
best possible price. So looking at it that way.
PROF FONN
5

10

And I suppose what I'm trying to work out is how

come you haven’t fallen foul of the legislation? Because ...
MR MANN

Currently we ...

PROF FONN

It walks like a duck, it’s a duck, if this walks like ...

MR MANN

We currently operate as an insurance product, so we

operate under the long term and short term insurance acts at the moment.
10

PROF FONN

Yes but that’s what I'm surprised at, but anyway, I’ll

look at that.
JUSTICE NGCOBO
20

15

What do you say to the proposition that was put to

you, and that is you can't just rely on age, must take an average?
MR MANN

Sorry, I didn’t hear that.

JUSTICE NGCOBO

I'm saying there was a proposition that was put to you
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in the course of the question that was put to you, and that is you shouldn’t take age, but
you must take the average age, isn't it?

5

PROF FONN

I don't see the logic.

JUSTICE NGCOBO

No, no, no, you might not but I want to put that to him

so that he can respond. So what’s your response to the proposition?
MR MANN

10

I think it’s valid to look at the average age. I mean,

you could be more technical about it and look at the whole age distribution versus the
utilisation in each of those age groups, and then work out an average utilisation. So
you can do it that way. I'm just giving you a kind of high level view, but I think you’ll

10

come to the same conclusion, so you’re going to have, you know, if you have average
utilisation in each of those age groups, you’re going to have that generally the black
population will have a much lower average claims utilisation than the white population.
DR BHENGU

20
15

Thank you. Isn't it misleading, though, to say here primary

healthcare insurance premiums are about ten to fifteen percent of an average medical
scheme contribution? You’re comparing primary care premium as opposed to the
entire package, the cost of the entire package.
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MR MANN

The point I'm trying to make there is that it’s a lot

more affordable than a medical scheme. So medical schemes, as we know, is very
expensive and I'm saying that that is on average about ten to fifteen percent, so the
impact, what I'm trying to say is that it’s a lot more affordable to the majority of South
5

Africans. That’s really the point I'm trying to make.
DR BHENGU

10

Alright. I just want to start with the hospital care

component first, the cash plan. Now, you say here that products don't pose a threat to
schemes because schemes are unaffordable. That’s your statement, right?

10

MR MANN

We haven’t ...

DR BHENGU

Sorry, sorry, yes, it does.

MR MANN

Thanks, Dr Bhengu. We are not in possession of any

evidence that shows that hospital cash plans by way of example pose a threat to
medical schemes.
20
DR BHENGU
15

Have you done any modelling that shows what the

impact would be if that buy down were to be possible? By buy down I'm saying move
from a scheme, to medical scheme as it’s defined now to a hospital cash plan?
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MR MANN

Dr Bhengu, we have relied on research of third

parties. We are first and foremost a marketing company. The actuarial society back in
2012 when the first version of the regulations were released in fact spoke about the fact
that it was lack of a risk equalisation fund, I think, were the words that they used, that
5

was far more responsible for the unaffordability and the rising cost within the medical
schemes environment, than any threat of health insurance products, introduced by
health insurance products, and then when I made the point upfront that when you look

10

at the expenditure within the context of health insurance versus medical schemes, I
think twenty times more, there was a twenty times difference, and again going back to

10

what was presented or not presented to the Supreme Court in 2008 in the Guard Risk
matter, we are certainly not aware of anything that shows that health insurance
products threaten the viability of medical schemes, and again, just to re-emphasise,
National Treasury, in their explanatory memorandum to the regulations said that this
could court challenges in relation to older and sicker members, should younger and

15

20

healthier members be drawn out of the net of medical schemes.

There was no

empirical evidence that was presented.
DR BHENGU

I was hoping that you may have done this, because I

can see why it would be such a critical component of your business plan, when you’re
looking to [inaudible] 3.14.18, you’re basically saying this would work because I'm
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going to get so many members from the medical scheme crowd. That’s why I'm
surprised you say you haven’t done it.
MR MANN

I'm not sure that I understand the point, with respect,

our target market are not people that typically have medical schemes cover. The
5

average family income in respect of the Unlimited’s customers is less than R10,000 a
month, the household income, and the very, very vast majority of our customers don't

10

have medical schemes cover. So I don't think we’re fishing in the same pools.
DR BHENGU

Yes, well we are because throughout your presentation

you’re juxtaposing your product against the medical scheme.
10

MR MANN

It’s very much within the context of what the

demarcation regulations are wanting to outlaw, and that is simply why I have done that.
DR BHENGU

Yes, but interestingly my colleague here, case, started

off by basically saying, why can't the proposal be done within the framework of
20
15

medical scheme. I think that was not, now just a comment, I'm saying it’s funny
because I heard your interview in a facetious way, in a different context, where I
almost said isn't your presentation a motivation for why medical schemes should be for
profit, the reason being, I mean, all of the disadvantages, economic disadvantages,
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medical schemes don't pay tax, this, and everything else, I'm saying one could also say
it can be quite easily addressed, [inaudible] 3.16.06 because it probably means law
changes, but it’s probably one way of looking at it, but as I say, it’s a comment that I
don't want us to spend too much time on, but it’s just that the point here being that how
5

you’ve presented your case, there are two ways of looking at it, depending what case
you want to make. What’s your response to the claim that the hospital cash plans drive
medical scheme expenses because of the inherent incentives that need you to get

10

admitted and even when admitted you stay longer, which then obviously affects the
medical schemes which fund the hospitalisation from day one. What do you say to

10

that?
MR MANN

Dr Bhengu, I don't believe that I'm adequately

prepared to answer that question, save to say that the benefits, it’s a great question, that
the benefits that hospital cash plans in our case provide are not determined in any way,
shape or form by reference to medical expenses and neither are they paid to service
2015

providers.
DR BHENGU

But that’s the point. I want the R3,000 a day cash and

for me to get it, your product says I’ll only get it after day three, clearly I'm managing
your risk, you’re not making it easy for people to claim, but guess what, until that day
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three, my scheme is going to pay for the first three days. That is how it becomes
expensive for the scheme. That’s the point I'm asking.
MR MANN

Well currently our product doesn't operate on the basis

that you’ve just suggested but despite that I would need to go away and consider that
5

point, in all fairness to you.
DR BHENGU

10

Okay. Now, alright, yes, let me just switch to the

primary care component. I’ll probably get this wrong so I'm paraphrasing because I
think I understand what I mean. One of the primary or key principles of insurance is
that there must be a less than one percent probability, okay, less than one, the

10

probability of an event happening must be less than one, meaning there must be a
degree of chance. There must be a degree that my home won't be broken into for it to
be a real product, because if I was very sure that my home will be broken into then it’s
obviously skewed in my favour now. Now, how sustainable is your primary care
product because all of the primary healthcare services that I can buy from a GP, I can

20
15

argue that to an extent I can control that.
MR CHORN

Okay. Thanks for the question, doctor. I'm an actuary

so I do the pricing and I think importantly is it’s not just the pricing but also how we
set up our operational structure and do the risk management around the claims
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utilisation. I think that’s very important. So we manage the claims and the utilisation
very carefully and the other thing that we also do, so it’s not just about insurance,
insurance is one part of it, but quite a large, in primary healthcare operation it takes a
while to set it up, it takes you about two, three years to set it up properly. We have
5

networks of providers so we contract with GPs and dentists and optometrists, etc. to
provide services at discounted rates with a promise to have patients coming to their
practices. Then we manage those providers. If a patient, as I previously said, is very

10

sick and they need the care they’ll get the care but we need to manage abuse,
overutilization, understand, it’s a process, it’s an ongoing process. So currently it’s

10

working.
DR BHENGU

But the primary care products I've seen are very thin.

It’s almost, that’s why I was surprised that you say unlimited, eighty-five percent
unlimited visits to contracted doctors. I thought there are very few consultations
allowed.
20
15

MR CHORN

So we have different bands. So some of them have

limited consultations, but the most popular plan that we have are unlimited
consultations.
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DR BHENGU

To what degree are they really, truly insurance where

there is actual risk? A lot of them that I've seen are sold as insurance but actually you
only have access to what you’ve paid, meaning it’s almost a savings account with very
little real insurance, real [inaudible] type of arrangement.
5

MR CHORN

I disagree because there’s a lot of people that claim a

lot, there’s still a lot of cross subsidy between those people that have high utilisation,
10

those people who have low utilisation. So you might think it’s small amounts and so
people can self fund it, whatever, a lot of the, you don't know whether you’re going to
get sick or your child’s going to get sick or they need to go, we also cover things like

10

going to a casualty outpatient unit or even into a hospital for emergency services and
that type of thing. So someone might need to go to a casualty unit because they need
stitches or broken arm or whatever, but you don't, that’s not something that you know
that’s going to happen. Going to the doctor in the wintertime you might, your wife or
your children might be very sick for a period of time and they need a lot of care which

2015

might be a lot higher than what you’re paying in premiums.
DR BHENGU

Okay, what percentage of these would you say are

viable purely because there’s an employer standing behind them?
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MR CHORN

How many of them have employers standing behind

them?
DR BHENGU

Roughly, I mean, how many are employer based and

how what percentage are roughly employer based and what percentage is [inaudible]?
5

3.22.59
MR CHORN;

10

Right now it’s fairly low but I’ll tell you what the

issue is. The issue is that when we go to the brokers, the brokers are reluctant to market
to large corporations because of the demarcation regulations. So they’re scared that
they’re going to implement a programme and then six months later they might have to

10

pull it and it affects their credibility. So if we didn’t have that we would have way
more than five thousand members now, we’d probably have about thirty thousand
members because when you’re talking to consultants, they are so keen and the
employer groups are so keen to provide something to the employees. A lot of them
don't have any medical aid because they just can't afford it and a lot of employer

20
15

groups are saying, well we’ll subsidise fifty percent, we’ll subsidise a hundred percent,
but we need something, I want to provide something to my employees.
DR BHENGU

Okay. That’s fine. Thanks, Judge.
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JUSTICE NGCOBO

And your main concern, it is really that the

demarcation regulation prevent private insurance companies from offering the same
product that medical aid scheme offer.
MR MANN
5

10

10

Judge, from my perspective, correct, and particularly

in circumstances where there are not other viable alternative available in the market.
JUSTICE NGCOBO

Yes.

MR MANN

Yes.

JUSTICE NGCOBO

And your comments on that?

MR CHORN

I think, well primary healthcare medical aid, it’s not

part of a prescribed minimum benefit, so they want us to do it. There is talk of them
allowing us to do it in a short term basis, possibly through an exemption process, but
that also is not very clear at all at this point in time.

20

JUSTICE NGCOBO

Is your concern then that you are prevented from

offering the same products that are ordinarily offered by medical aid.
15

MR CHORN

Not correct.

JUSTICE NGCOBO

What is correct then?
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MR CHORN

So medical schemes cover mainly hospitalisation and

chronic medication benefits. What we want to offer is primary healthcare benefits
which covers mainly the day to day kind of expenses and we believe, not just believe,
the stats show that that’s ...
5

10

10

JUSTICE NGCOBO

If that is offered by the medical scheme ...

MR CHORN

It is offered through savings account, as an add on, if

you want to look at it that way, so members ...
JUSTICE NGCOBO

As an add on to what?

MR CHORN

Well most medical schemes are hospital, offer hospital

plan and chronic medication as a prescribed minimum benefit and then allow you to
take out a savings account to cover your day to day expenses. So part of it, so that day
to day is what’s covered, but that’s not part of what they have to cover. So it’s not part
of the prescribed minimum benefits.

20
JUSTICE NGCOBO
15

There is a difference between prescribed minimum

benefits, and what some other medical schemes offer. So your concern is that primary
healthcare is excluded from prescribed minimum benefits.
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MR CHORN

Well if I have to give you my view, Judge,

respectfully, I would think that the current prescribed minimum benefits are flawed
because they don't meet the needs of the people. So I would have rather had a structure
where ...
5

JUSTICE NGCOBO

Leave aside the question of the adequacy of the

[inaudible] 3.26.49. All I need, I'm trying to find out is precisely what it is that you
10

want us to do. So what is it that you want us to, I can understand what Mr Mann is
saying. His concern is that the regulations exclude him from offering the kind of
product that are offered by the medical scheme. So what he’s limited to is limited to

10

making, providing what is called a hospital plan, which I understand pays a lump sum
which a member is free to use to cover whatever costs he wants to cover. Is that right?

20

15

MR MANN

Yes.

JUSTICE NGCOBO

Do you want to go on record?

MR MANN

Yes, sir.

JUSTICE NGCOBO

Okay.

Now, you may use it to supplement your

medical aid hospital expenses or you may use to supplement your salary in the event
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you’ve been too much in hospital and you don't have any income, so you use that.
Okay. Now, on your side, on the side of Unity Health, precisely what is the concern?
MR CHORN

Okay, so the concern is that medical schemes can't

actually offer primary healthcare benefit the way that we offer because we’re offering
5

only primary healthcare, we’re not offering all the prescribed minimum benefits, and
the demarcation regulation aims to outlaw that particular product.

10

JUSTICE NGCOBO

No, but that’s Mr Mann’s position, the Unlimited,

that’s the Unlimited position, but what is your position?
MR CHORN
10

That is my position. So I've got a concern that the

demarcation regulations are going to outlaw private primary healthcare insurance
products.

20

15

JUSTICE NGCOBO

So you share the same concern, if I understand.

MR CHORN

Correct.

JUSTICE NGCOBO

But in order to achieve that, you’ve launched a broad

attack on medical schemes.

You’ve devoted most of your presentation to

demonstrating why medical schemes are bad, because they discriminate and a whole
host of other things that you mention. Is that ...?
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MR CHORN

Currently the demarcation regulations aims to protect

medical schemes and I kind of wanted to make the point, well why should that be the
case, and at the same time it’s not just about protecting them, it’s also about why it is
so important to actually have private primary healthcare. So it’s both of those avenues
5

that we need to look at, not just the one that’s ...
JUSTICE NGCOBO

10

But there is a difference. It is one thing to say to us I

am concerned that the demarcation regulation prevents us from offering the products,
in particular primary healthcare, and as a result of that it is a regulatory mechanism that
prevents us from entering the market. Do you understand that?

10

MR CHORN

Yes.

JUSTICE NGCOBO

Okay, and therefore I want you to make a

recommendation which would the effect of removing this barrier to entry into this
market which you want to enter. It is unfair to protect the medical scheme at our
20
15

expense. Is that what your case is about?
MR CHORN

Yes, that’s where the demarcation is coming from, so

that’s why I thought we need to look at that, to see well what are they actually
protecting.
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JUSTICE NGCOBO

Yes. Okay, but in order to achieve that, do you really

have to criticise everything that the medical schemes do? I mean, your product would
require some form of payment. Is that right? Now those individuals that you are
concerned about who can't afford to make contributions, what would make them to
5

10

suddenly afford to pay the premium that you’d be looking for?
MR CHORN

So number one ...

JUSTICE NGCOBO

Let’s say they’re unemployed.

MR CHORN

If they’re unemployed they can't afford anything.

That’s the problem.
10

JUSTICE NGCOBO

It’s not clear to me why is it that you need to put down

the medical aid schemes in order to advance your project. It is one thing to say there is
a gap here which is not being covered by the medical scheme, we want to enter this
market, however the regulatory framework which is in existence at the moment
20
15

prevents us from entering that market. We think that that undermines competition.
That would be a limited point, but from what you are doing, there is this broad attack
on medical scheme. One gets the impression that you would like to enter the market
and offer precisely the same product that medical schemes offer.
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MR CHORN

Sir, that’s not correct.

JUSTICE NGCOBO

Okay, so you can exist side by side with medical

schemes.

5

MR CHORN

Correct.

JUSTICE NGCOBO

Right, so all you need, you just need the gates to be

opened for you to enter, because it does seem to me that all these arguments that you
10

have against the medical schemes can be used against your product. Is that right? No,
I think you have to say yes or no. If you nod I can't record it.
MR CHORN

10

Sorry, would you repeat that? You’re saying what

medical schemes are being used against my product? Is that what ...?
JUSTICE NGCOBO

No, what I'm saying, the criticism that you have

launched against the medical schemes can also be directed at the product that you want
20

to offer. Is that right?
MR CHORN

15

You’re saying that criticism can apply to primary

healthcare insurance?
JUSTICE NGCOBO

No, yes, that’s right, because if the person can't pay,
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can't afford contributions. There’s nothing to suggest that he can afford the premiums.
Is that right?

5

MR CHORN

Correct.

JUSTICE NGCOBO

Yes. So just to make sure, because one doesn't want

to misunderstand the point you’re making. Okay, we want to make sure that we do
understand what you’re saying.

10

MR CHORN

I think the main reason I criticise medical schemes is

because the aim of demarcation is to protect them and so that’s why I went into what
are we protecting, really, but my main case is for primary health insurance products to
10

be able to operate.
JUSTICE NGCOBO

I mean, in order to advance your request, do you have

to attack the National Health Insurance?

20

MR CHORN

I don't need to attack it, I just put concerns down in

terms of funding, that’s really what I have concerns about.
15

JUSTICE NGCOBO

I mean, the issues that, the outcome that you propose

would be achieved through your product, such as employment and advancing the
socio-economic welfare. Those are the objectives which are set out in section 2 of the
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Competition Act which requires the Competition Commission to promote competition
in order to achieve one of the objectives that is set out here, one of those objectives is
to promote employment. You tell us that this will result in the creation of about five
hundred thousand jobs. A further objective is to advance the social and economic
5

welfare of South Africa. That’s one of the objectives that you suggest your product is
going to offer. Is that right?

10

MR CHORN

Correct.

JUSTICE NGCOBO

But you don't have to put down medical schemes. Is

that right?
10

MR CHORN

I don't know.

JUSTICE NGCOBO

I understand, I understand, I understand. Okay, now

you understand that, Mr Mann, you do understand that we can't strike down the
regulation as being unconstitutional. I no longer have those powers. My last sense to
20
15

do so has been taken away. Do you understand that? Okay. At the same time I can't
tell you now what it is that we’re going to recommend in relation to the demarcation
regulations, but what I can tell you is that we’ll apply our mind to this and if necessary
express our view in relation to that. So will it not perhaps be premature to go to
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Treasury at this stage and say, well, hold on to this because we’re considering this
matter.

5

MR MANN

Sorry, sir, is that a question?

JUSTICE NGCOBO

That’s a question now.

MR MANN

I definitely don't think it would be premature, given

the stage at which the regulations are at. I certainly think that a request of that sort
10

from the Commission would carry tremendous weight.
JUSTICE NGCOBO

You would have every right, though, to go to

approach the appropriate High Court if Treasury wishes to go ahead and say, well, they
10

want to go ahead with these regulations and I think they should hold it until the heads
of market and inquiry has considered the matter. I don't have to give you advice
though, I'm just mentioning one of your options that you have, which may be wrong.

20

MR MANN

Sir, we have asked Treasury in several submissions to

please await the outcome of this Commission, sorry, this inquiry’s process, and we
15

absolutely have the rights that you suggest. We would like to think that that would be
an absolute last resort.
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Yes. Thank you. Is there anything else that you’d

JUSTICE NGCOBO

like to raise which you had set out to come and draw to our attention but which, the
way things have eventually unfolded themselves prevented you from raising those
issues?
5

MR MANN

Thank you, very, very much for having us and thank

you for having heard us. Thank you.
10

MR CHORN

Nothing further from my side. Thank you, so much

and appreciate your, having the opportunity to do this.
JUSTICE NGCOBO
10

Yes. Okay. Well, thank you so much for coming to

make your presentation on quite a topical issue, I would have thought, and thank you as
well for your patience. We've overrun our time but you’ve persevered. Thank you so
much indeed. Thank you. Yes.
[END OF SESSION THREE]

20
[START OF LAST SESSION]
15

JUSTICE NGCOBO

Mr Adams, we are in your hands. If you’re ready you

can go ahead.
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MR ADAMS

Thank you. I would firstly just like to refer to the three

documents that we have submitted. The first is of the 21 st of October 2014. The
second is the list of issues, the written submission submitted on the 12th of February,
and the comprehensive submission submitted thereafter on the 19 th of February, and the
5

presentation that you have on record which was submitted last week. The substance of
some of these documents has changed slightly as we’ve detected issues that the
Commission, that the panel, the health market inquiry would like to deal with.

10

However I am quite prepared to deal with any questions that arise from the 31 st of
October document should you so require.

10

JUSTICE NGCOBO

Sorry, you mentioned one, it’s a slide presentation which

is the one that’s just up there.

20
15

MR ADAMS

Correct.

JUSTICE NGCOBO

And then of course there is another one which is dated,

the submission which is dated the 19th of February this year.
MR ADAMS

That’s correct.

JUSTICE NGCOBO

Okay, okay, good.

MR ADAMS

And the document from the 31st of October.
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5

JUSTICE NGCOBO

Sure, that’s the main submission.

MR ADAMS

Correct. That’s the initial submission.

JUSTICE NGCOBO

Sure. All right. Good.

MR ADAMS

By way of introduction Verirad is a health risk manager

specialising in fields of pathology and radiology risk management for medical
schemes.

10

We made our initial submission on the 31 st of October and we were

mentioned in various other submissions by other parties. In fact in the one submission
they mentioned that our submission was sensational.

I actually think they meant

sensationalist but we will take the compliment as sensational, thank you. I’m going to
10

raise 12 issues today in respect of pathology billing and testing. I will list the issues
although they are up on your screen. We will go through each individual issue and
should it please the Commission at the end of it I have what I believe would be
suggestions as towards resolving some of those issues.

20
15

Issue number one is the inability of smaller medical schemes to negotiate with
pathology practices. Issue number two, the current disparity between the market price
maker and other funds. Issue number three, the fact that the pathology industry body,
the National Pathology Group, have made incorrect and misleading claims in their
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submission. Issue number four, the laboratory request forms have no indication of
pricing of tests. Issue number five, the principles of informed consent which are a
statutory duty are not being rigidly applied. Tests are being reflexed which means
added on by the laboratories.
5

Issue number six, the charging of specialist rates when many tests have no specialist
input. Issue number seven, the charging of specialist rates when certain tests are being

10

performed by nurses who are not employed by the laboratories. Number eight, the
inability of the pathology industry to obtain new codes which are transparently priced
with set usage criteria. Issue number nine, the existence of alternative reimbursement

10

models in the current market. Issue number ten, the statement that pathology prices are
as low as they can commercially be by the largest pathology provider. Issue number
eleven, the statement by the second largest pathology provider that the price
differences between medical schemes in respect of tariffs are not material. Issue
number twelve, the inability to decrease the amount of relative value units allocated to

2015

individual tests.
In respect of issue number one and there’s a common theme throughout the
submissions and that’s the argument about who are price takers and who are price
makers. Smaller medical schemes are essentially price takers in the pathology market
314 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

and typically receive a written document from the pathology practices detailing their
increases for the year ahead. There is little transparency to this negotiation and as can
be seen later the differences between tariffs charged between smaller and larger
schemes can and are material. In addition the pathology labs unilaterally and often
5

without negotiation introduce new usages of coding and testing using existing codes
with no reference to medical schemes.

10

As an example most medical schemes in the country last Monday received an
informative document about Zika virus testing. On the Tuesday they received another
document which detailed what codes would be used for that testing. There was no

10

discussion. There was no reference to the transparency of the costing. It was just these
are the tests and that’s what we’re going to charge. There was no usage criteria. We
will only do them once. We will only do them when the member, when the patient
presents with the following symptoms. There was none of that. It was just these are
the codes.

20
15

JUSTICE NGCOBO

Is it possible to have a copy of that document?

MR ADAMS

I certainly can get you a copy of the document.

JUSTICE NGCOBO

Yes, if you would be kind enough to send that document
315 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

to the technical team.

5

MR ADAMS

With pleasure.

JUSTICE NGCOBO

Thank you.

MR ADAMS

In fact I will submit it with a list of exhibits that I

presume I need to submit to you after this presentation. In issue number two we need
to understand the market dynamics. We need to understand who the price maker is and

10

who the price takers are. The current disparity between the market price maker and on
the pathology, on the scheme front I’m going to refer to Discovery Health as the
market price maker and I’ll back that up with references to screenshots of documents

10

and other submissions that have been sent in by certain PathCare Laboratories. So
we’ve seen significance increase creep over the years and that’s now become a material
factor in the cost of pathology services.
The fact that Discovery Health is the price maker, it’s in contradiction to the statements

20
15

made in the pathology suppliers’ submissions.

The pathology industry body, the

National Pathology Group, have made a submission and they’ve made various
incorrect and/or misleading claims in their submission. I’m not quite sure if they’re
going to have an oral presentation or if you will summons them to appear before you
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but a number of these statements that they’ve made are not correct. We’ll examine
them.

This graph has been displayed in a number of formats and the essential

difference between the graph that we are producing and the graph that you’ve seen
elsewhere in your hearings that we have split specialists into specialists excluding
5

pathology and radiology and specialists specifically pathology and specialists for
radiology.

10

And if we look at the light-green graph which is general practitioners you will see that
between 2002 and 2014 the amount spent by medical schemes on general practitioners
rose by 115%.

10

Incidentally this graph has been corrected for medical scheme

membership. Medicines with the single exit pricing intervention only went up by
87.9%. Specialists excluding pathology and radiology, that’s the light-blue line, went
up by 192%. And the black stippled line, the dotted line, shows what the theoretical
reference price list for pathology would’ve risen by if it had been increased by a CPI
factor. It would’ve gone up by 110% in the 12 years of this document.

20
15

You’ll see that pathology actually has increased by 382%. This graph, it’s produced by
us every year following the publication of the Council for Medical Schemes’ report.
All the information on the document comes from that report and we are happy to
produce the databases that we are using for the inquiry to replicate that. So in item 3.1
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of the National Pathology Group Submission they make quite a big fuss that we don’t
correct this for inflation and that’s correct. We do not correct for inflation. However
none of the specialities are corrected for inflation and the graph is designed to show the
relativity of the increase spent by the medical scheme industry on the various
5

specialities.
And the point I’d like to make is in short the graph does not present an incorrect picture

10

as stated by the National Pathology Group. It just presents a picture that the National
Pathology Group and the industry do not want to acknowledge. In the National
Pathology Group’s submission item 3.1 they go to a lot of depth to present various

10

graphs that – and they make a point that it was prepared by a professional firm
implying that we might not be a professional firm but they make that point. And they
considered that it’s only over a restricted time period. We believe that our graph
illustrates the relative expenditure between the disciplines over a far greater time period
and thus should be considered more accurate than the shorter time period portrayed.

20
15

In the National Pathology Group’s submission item 3.1 which is the top of page 4 of
their submission they state that pathology is a referral speciality and pathologists do not
drive utilisation. And there’s been a lot of discussion about utilisation in the last day
and I’d like to put it in contest that the pathology industry routinely reflex – and by
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reflex I mean add on extra tests to what the doctors actually requested.

That’s

obviously in contravention with the National Health Act chapter 2 and I’ll come back
to that a little bit later but it states that providers must inform the doctors and patients
of like costs and options. And in this case the providers are clearly the pathology
5

laboratories.
In item 3.2 they talk about the general practitioner request form and they claim that the

10

modified simplified GP request form is still in the open market. And I would like to
request the Commission or the inquiry to ask them to provide proof that the forms are
still in the market and which laboratories are distributing them and what the take-up is

10

on those forms. You will note that in our October the 31 st submission we provided a
number of graphs of our experience under point 4 entitled “Request form issues.” We
required our experience – and our belief that the restricted request form actually did
have the effect of slightly reducing pathology tests that were requested. It’s interesting.
They also state that these forms are used on patients in hospital and that’s just

2015

impossible or sorry, it’s highly unlikely as the forms were distributed to – would’ve
been distributed to specific general practitioners and would not be found in hospital
wards to be used.
Interestingly enough they also state that the forms are often filled in by sisters or ward
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administrators at the behest of a practitioner. So if that’s the case we would like to
question if a practitioner would like a ward administrator to actually fill in a
prescription for them because if that’s not possible why would a ward administrator be
filling in a pathology request form. The NPG have for many years published what they
5

call guidelines and I have a complete record of those guidelines going back to nearly
1998. So if the National Pathology Group aren’t able to provide you with a set I’d be
happy to do so.

10
They state that the guidelines attempt to guide clinicians with appropriate guidelines.
That’s incorrect. The guidelines are available on the NPG website. They are not
10

widely distributed and they are not written for the use of clinicians but for the National
Pathology Group member practices. In fact the guidelines are on the website in the
funders’ corner and not included in the doctors’ section. Furthermore in the third
paragraph of the preamble it states that the guidelines are intended to be used for the
coding of pathology services by our members.

2015

It states nothing about guiding

clinicians. As an example I’ve included a screenshot of the current version of the
guidelines and I refer you to the last paragraph. “Guidelines are intended to be used for
the coding of pathology services by our members.” They make a submission in item
3.3 that they ...[intervenes]
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JUSTICE NGCOBO

Sorry, Mr Adams, before you go on you referred to the

guidelines dating as far back as 1998 that you have. Would you make a copy of those
guidelines available to us?

5

10

MR ADAMS

With absolute pleasure.

JUSTICE NGCOBO

Yes, okay.

MR ADAMS

In fact I’ll give you all the documentation that we have,

we as Verirad have, on each different version of the guidelines when they were
published and you’ll see some remarkable differences between the guidelines but I will
make a copy available to the Commission.

10

JUSTICE NGCOBO

Okay. Those guidelines will therefore form part of your

oral presentation as and when you give it to us and then we will for the sake of
identifying it we will mark those guidelines exhibit CA1 just for the record. Thank
you.
20
MR ADAMS
15

Thank you. We’ll do so with pleasure. The National

Pathology Group submission in item 3.3 also makes a point that they talk about some
of the mechanisms they’ve used to make pathology tests cheaper and they talk about
the evolution of a code for a lipogram which is a series of tests designed to evaluate the
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lipid status or the cholesterol status of patients. The lipogram was put in a with a brand
new code, 4025, and it consists of four codes. It consists of a total cholesterol, a high
density lipoprotein, a low density lipoprotein and a triglyceride. So what I’ve done,
they maintain that the cost of a lipogram or the price of a lipogram is actually cheaper
5

than the combined cost of those four codes.
So without taking individual medical scheme prices into account I put before you the

10

tariff code for a lipogram, that 4025, with the associated relative value units. And you
will see that the relative value units for a lipogram are 27.07 and if you add up the
code, the relative value units attached to the codes of the tests that constitute a lipogram

10

it comes to the same code. So the National Pathology Group have got that wrong.
Under the next issue we talk about laboratory specimen request forms and a specimen
request form is typically an A4 size page form with lots of blocks on it and lots of
different tests on it. There’s space for demographic details of the patient, for the
patient’s billing or medical aid details, for the details of the doctor who’s requesting the

2015

test. There is space for the ICD10 to be filled in. And we find it strange that the
laboratory request forms have no indication of prices.
The National Pathology Group guidelines do refer to the request forms and they say
that they should only contain approved National Pathology Group profiles. And there
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are various arguments for and against including prices on a lab request form. Against
is the fact that the medical schemes do have different negotiated prices and it would
therefore be quite confusing to have to produce many different request forms with
different prices for different medical schemes.
5

But in the presentations or the

submission from various laboratories they state that the prices do not materially differ
between medical schemes. I’ll refer to that statement because it’s not strictly true.

10

The reality for including the prices on the request forms is that even if it was just a
guideline it would give an indication to the referring doctor as to what sort of costs are
being incurred when those tests are being ordered. Now, that might have some medical

10

ethical issues and I’m not a medical doctor but I can understand that doctors would like
to be able to request the tests that they feel is in the best interests of the patient without
actually having to worry about the prices. So I would, I’m putting that just on the
record just…
Interestingly enough and in the Board of Healthcare’s submissions point 7.7 they look

20
15

at the issue of cash patients and medical aid members and the higher prices charged by
pathologists to medical scheme members. It seems that there’s been a bit of confusion
in this because the form that I’m about to show you includes – is what they call a cash
doctor’s form and it’s design for the use of indigent patients who don’t have a medical
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scheme. The list of tests is restricted and the prices are on the request form. So the
pathology labs will tell you that their cash prices are not in fact cheaper but they have
made an allowance for indigent patients to be able to receive a service.
There’s quite a lot of detail on this form but firstly you will see that the forms are
5

grouped in different areas. The tests are grouped in different areas as to different
laboratory specialities or different biological functions. The tests have a code and a

10

name and a price next to them. And if you look towards the centre in the central row
just a little bit above the middle you’ll see there’s a tick on the full blood counts and
platelets form there. I hope you can see that. That’s being charged by the laboratory at

10

R45. Now, if you’re a medical scheme member for a full blood count and platelets
your medical scheme is probably not going to pay much less than R160. I spoke
briefly about informed consent which is a statutory duty and tests are being reflexed by
laboratories. This was one of the issues. The National Pathology Group submission,
and I’ve been through this before, they state that pathology is a referral speciality.

20
15

The practice of reflexing tests without discussion with the referring doctor or patient is
contrary to chapter two of the National Health Act. And I just thought I would just to
table it just to put in the National Health Act 61 of 2003 and you’ll see chapter two,
section six, point C, the benefits, risks, costs and consequences generally associated
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with each option. So that’s what the healthcare provider must inform a user of. We
understand that in certain cases tests need to be reflexed so if there is a medical need to
automatically add on a confirmatory test which demonstrates and assists the doctor
with confirming an urgent diagnosis we understand that.
5

However where a doctor writes down allergy tests for instance that request for allergy
tests may generate an account for in excess of R5 000. Now, there’s no real urgency

10

attached to that. The laboratory could phone up the referring clinician and say that
we’ve got some positive results coming up. Would you like us to carry on further?
And the doctor can at least discuss it, can discuss it with the member, with the patient

10

and positive permission can be achieved. However the laboratories tend to take a
position where they will just carry on testing and that results in some rather large bills.
JUSTICE NGCOBO

And this occurs after the first, after the authorised test

comes back.

20
15

MR ADAMS

Essentially, Judge, the pathology tests are really

preauthorised. So the process where a doctor would fill in a request form, make a tick
on the box or write down allergy tests, those tests are done and thereafter a cascade of
further tests are done. There’s no reason to automatically go into that cascade of
further tests without referring back to the requesting clinician.
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JUSTICE NGCOBO

Now, presumably those further tests that they conduct

would require what? Blood samples?
MR ADAMS

Often the same blood sample that is used for the primary

testing could be used for follow-up testing but in this case the doctor could say, all
5

right, my patient is allergic; thank you very much, and embark on a regime of skin
prick testing which would cost a fraction of the amount.

10

automatically carry on.

There’s no reason to

And it’s one of the reasons why pathology costing and

pathology testing has escalated so much over the recent time period.
There’s a number of ways that pathology labs and pathologists charge for their tests but
10

just as an illustration I’d like to put it to you that there are three different tariff scales
and if we use the pathology tariff scale of R100 for a test then medical technologists in
this country who have the right of private practice granted to them by the Health
Professions Council are allowed to charge 83% or R83.

20
15

And general practitioners and other specialists who do pathology tests are allowed to
charge R66 or 66%. Those were established in the RPL days and whatever but the
relativity has remained that general practitioners, other specialists, 66%, medical
technologists 83%, pathologists 100%.
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So there is large volumes of pathology testing that’s done. It’s highly automated and
it’s very possible that a blood specimen will go into a laboratory, a test will be done. It
might produce normal results and that result will the automatically downloaded via the
lab instrument onto the computer system and a report will be issued. There is absolute
5

no specialist pathologist intervention in that testing. And I would put it to the panel
that that is on a high percentage of pathology tests certain in the fields of clinical
chemistry, immunology and haematology. We believe that should that happen that

10

those tests should be charged at a lesser fee because there’s no specialist pathologist
intervention.

10

And in fact it’s not just us. There was a submission to the Commission in the initial
submissions from a Dr P Erasmus who I think was an orthopaedic surgeon and he said
he’s quite happy to interpret normal results and he can see when an arm is broken, so
he called for a differential tariff to be set for either just the production of results or the
production of the results and a specialist report. I believe that the Commission should

2015

ask as to what percentage of tests are reported in this manner. Equally so that the
reality of laboratories, pathology laboratories, around South Africa which is a huge
country we have national networks of laboratories scattered around the whole country.
In many of those laboratories there’s no specialist supervision.

The results are
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produced by qualified medical technologists, qualified and I hope registered medical
technologists who are working with no direct supervision from the pathologist.
In that case I believe there should be a lesser rate charged by the specialist pathology
laboratories for the work that the medical technologist has done. To me it would make
5

sense that that would at approximately 83% of a specialist pathologist tariff. Equally
so we’ve seen point of care testing and point of care testing refers to a branch of

10

medical testing and it’s often called near bedside testing because the test is typically
done next to the patient or it’s done where the patient is. So point of care testing can
relate to pregnancy tests done in pharmacy clinics. It can relate to malaria tests done in

10

a hospital casualty. It can relate to glucose tests that are done next to the patient’s bed
or even very sophisticated tests like blood gases, arterial blood gases, which are done
when a patient is on a ventilator in an intensive care unit or ACT tests which are
activate coagulation tests which are done whilst the patient is having a heart bypass and
it’s done in theatre.

20
15

So the National Pathology Group submits that they state that the individual practices
will report on their own practice in this regard. And when a point of care test is done
it’s often a fact that the specialised medical technologist who is an integral part of the
cost structure of a specialist laboratory does not do that test. In fact often the test is
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done by a nursing sister who is not employed by the lab but employed by one of the
hospital groups, yet the laboratories still charge a specialist rate for doing that test.
JUSTICE NGCOBO

Help me understand this process. You go to the lab.

You’re then directed to go to a private room, expose your veins. A nursing sister
5

comes in, sucks the blood, fills in something like five, six of these tubes and then they
say thank you, off you go. What happens to my blood thereafter?

10

MR ADAMS

Essentially what would happen to your blood in that kind

of a scenario is that whilst you are there you have already filled out a lab request form
and the nursing sister has taken a positive identification of you, a positive identification
10

of your medical scheme card or ascertained who is going to pay for these tests. They
would then take the blood. They would typically mark the blood with a sticky label
that’s got a computer-generated barcode and an identifiable laboratory number. The
test would be rolled up in the request form and it would be transported in an approved
manner to a laboratory. Now, that laboratory might be right next door to the room that

20
15

you’ve had your blood taken or it might be many hundreds of kilometres away.
On arrival at the laboratory the test has either been – whilst in transit it has either been
logged into the computer system by the nurse who took the blood or it arrives in its
little packet and the nursing or the computer operator will take the form out, will log
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that into the computer and you then exist as a patient record on the computer. The
various vials of blood are sent to various laboratory departments where they will be
pre-prepared for analysis. Those bloods are put into the instruments and analysed as to
the test that the doctor requested. The results are generated from those instruments
5

after the correct quality control has been done and one of two things will happen.
Either the results will fit the parameters set by the laboratory and they will just go out
electronically to your doctor where they will print on a printer in his rooms, or if they

10

are urgent tests they will be, they will appear on his smartphone as an SMS, or the
results will go into a reference queue where a specialist pathologist will look at those

10

results and make appropriate comments and then send out the report.
JUSTICE NGCOBO

Now, who then takes charge of my blood once it gets to

the lab? Who analyses it? Is it the specialist?
MR ADAMS

The blood is analysed. There’s a number of different

professions represented in the laboratory environment. The pathologists are medical
20
15

specialists who have qualified as a medical doctor and done a five, six or seven-year
speciality.

The people that do a lot of the work in the laboratories are medical

technologists who typically have a three or four-year diploma or degree depending on
their age. They are registered professionals with the Health Professions Council and
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they are allowed to do the tests and report the results.

There are also medical

technicians who essentially don’t have the same level of qualification as a medical
technologist but also registerable with the Health Professions Council. There are also
laboratory assistants and computer and clerical operators. So that would generally be
5

the progression.
So the person who would take charge after that blood is in the computer would be

10

typically a technician who works in the preparation area. The tests would then, the
specimens would then be taken through to the laboratory where a technologist would
be in charge of running the results.

10

And then they would either be signed out

automatically on the computer or signed off by a pathologist on that computer system.
What I’m talking about here though is where tests are not done with any reference to
any of those. The test is done. It’s taken the blood. It’s probably a finger stick where
they jab a lancet into your clean finger. They fill up a little tube of blood and they
typically measure a haemoglobin or they measure a blood glucose or they measure the

2015

gases in your blood or they do the coagulation testing.
That test is then – a nursing sister says oh, the glucose is 20. It’s very high. I better go
and do something about that. Or the glucose is two. That’s very low. We need to do
something about that. The point I’m making here is that the person who’s doing the
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test is not employed by the laboratory and is doing the test and acting on the result, yet
the laboratories charge specialist rates for those tests.
JUSTICE NGCOBO

And that would also apply to your slide six where the

testing is done by the technologist. Is that the point?
5

MR ADAMS

It’s a similar example.

The only, the differential

between the two points is that the medical technologist sitting in Bethlehem lab,
10

Pofadder lab, Thabazimbi lab, a lot of these labs are scattered far from main urban
centres. Those tests are being run by medical technologists who are actually qualified
to do the tests but they are being run without pathologist supervision in many cases.

10

JUSTICE NGCOBO

Which is why you’re saying whatever they charge has to

reflect that.
MR ADAMS

That’s quite correct.

Thank you.

I’ve addressed a

number of these issues. The point of care test being performed by hospital staff, tests
20
15

included blood gases, glucose level and ACT coagulation tests and they’re billed by the
pathology labs at a specialist rate. Interestingly enough one of the hospital groups has
taken quite an innovative way to sort this out and that’s Life Healthcare. They invested
in a number of blood gas instruments and they have taken the testing upon themselves
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and that has resulted – and I don’t have any details as to the mechanics or the finances
of it but I do know that the medical schemes have saved a considerable amount of
money and Life Healthcare are not doing it at a loss. So I’m presuming that the
pathology industry has lost income on this and in fact albeit it a bit anecdotal I can tell
5

you that blood gases were 9.6% of pathology costs in hospital and since Life
Healthcare has taken this initiative upon themselves the blood gas cost in hospital has
dropped to 4.6%. So my question is is there a counterincentive with the other hospital

10

groups that have stopped them doing that. I don’t know. Possibly that’s a question
that needs to be asked.

10

DR VAN GENT

Mr Adams, so what is done, the blood gases test in

hospital in the Life Healthcare Group, is that done under the responsibility of a
pathologist?
MR ADAMS

Dr Van Gent, I think you would have to address that

with Life Healthcare but I do know that they have a consultant pathologist who is
20
15

available to discuss all results, any clinical issues. Life Healthcare have a consultant
pathologist that they’ve subcontracted to look after that.
MS HORLI

Just from a practical point of view so you’re saying that
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the point of care instruments that are at the point of care are owned by the pathology
groups and that’s how they know how to bill.
MR ADAMS

Also from an anecdotal point of view I was lying in

hospital ICU about 12 years ago and they’d done a number of tests on me throughout
5

the night and I was quite interested when a young lady not in a nursing uniform arrived
at about 8 o’clock the next morning and I said, oh, have you come to get the results to

10

issue the report. She said no, we’ve just come to check how many there are so we can
send a bill. This slide is just an example of a report that we’ve drawn up. The spreadsheet to the left hand side of the screen is a report that we’ve drawn up and it reflects

10

tests done on a radiometer blood gas instrument and ABL800 and in this case 26
glucose tests were performed on a patient over eight days by a nursing sister. These
tests were probably never reported. They were just written down in the patient’s bed
letter and an account was sent for 26 tests.
I do sympathise with the pathology industry as to the fact that there is no ability to

20
15

obtain new codes that are transparently priced with set usage criteria. So one of the
problems that we see because new codes can’t be issued individual labs introduce tests
to the market with no ability to get the codes and pathology is an on-going medical
speciality with some tremendous advancements and it really is one of the cornerstones
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of modern medicine. So what it leads to is coding manipulation to set a price. So the
laboratory works out that they have a cost price. It’s going to cost them X rand to do a
test. They need to mark that up to cover their overheads and they go looking around
for a code which they then unilaterally introduce.
5

I believe if and when not if, but when a new coding mechanism is introduced it must
set out various elements for the test code and also various elements to alter the number

10

of relative value units which are introduced to that code. I believe that any test code
introduced into South Africa should have local references and should have local health
technology assessments done to prove the relevance to the local market. Costing of

10

tests must be transparent and the relevant time interval – so when I refer to set usage
criteria I talk to things like who should be able to request that test. Should it be
requested at a primary, secondary, tertiary or quaternary level? Is the test repeatable
within one day, one week, one month, six months or never? How many times can that
test be done? Those are the kind of criteria that I believe should be applied to test

2015

coding.
Alternative reimbursement models came as a bit of an eye-opener to me and it was
only when I opened and read the PathCare Laboratories submission that I realised that
there might be alternative reimbursement models in the pathology industry and I must
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congratulate and compliment PathCare on actually putting in a very detailed
description of the alternative reimbursement model that the largest funder in the market
had approached them with and I think if the panel hasn’t read that PathCare submission
in detail in respect to the derivation of the alternative reimbursement model with
5

Discovery Health I suggest it requires some serious have a look and read because I
think there is an indication there that that alternative reimbursement model wasn’t to
PathCare’s – in fact they do say in one of their slides that the format of the alternative

10

reimbursement model it worked on the utilisation being increased and the repayment
being made back to the administrator or the scheme.

10

And in PathCare’s submission point 6.8 they talk about the alternative reimbursement
model operating as a rebate and being contrary to the HPCSA ethical guidelines.
PathCare the detail in their submission how they negotiated this alternative proposal
and they state, and I quote, it’s on page 45 of 49 of the PathCare submission, they state,
“The proposal was initially rejected but has since been accepted after a long, arduous

2015

and painful negotiation during which time the funder told its patients that it will not
pay for services with PathCare.”

So they do go into a long explanation of the

development of the alternative reimbursement model.
So having seen that and it’s possible that that further information is contained in a
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confidential submission which I wouldn’t have access to in which case I’m sure you’re
capable of finding it. Having seen that however I then looked at great depth at Ampath
who is the primary, the major laboratory in the country and Lancet who’s the second
laboratory, second biggest laboratory in the country, and in neither of their submissions
5

do they talk about alternative reimbursement models. I believe that the Commission
should specifically request full details of any alternative reimbursement model that
exists between themselves and Discovery Health, either the scheme or the

10

administrator or in fact any other medical funder.
As I state it may be contained in confidential sections of the Lancet, Ampath,

10

Discovery Health or Discovery Health administrator submissions in which case I
wouldn’t be able to see that information anyway. It’s further important that when I
show you shortly the difference in some of the pricing that happens in the laboratories
that if PathCare has also reduced its price through a rebate that will further widen the
gap between Discovery Health and the other schemes and that’s something to maybe

2015

keep in mind.
My issue number ten is that the largest pathology provider, Ampath, states that
pathology prices are as low as they can commercially feasible be in their submission.
However I have looked and there’s no submission to the inquiry from any of the
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suppliers of pathology tests to the Commission. So I think the Commission should
request cost information on pathology tests from the pathology practices. However if
the private pathology practices feel unable to give that to you that National Health
Laboratory Services who are essentially a parastatal organisation should be able to
5

provide you with those prices with ease. And I believe you will find that the difference
between the cost price for the tests and the tests that the providers are charging would
indicate that they might not be as low as can commercially feasibly be.

10
There is an organisation, the South African Laboratory Diagnostics Association, that’s
an association of most of the enterprises in South Africa who sell pathology tests into
10

the market whether they be point of care tests, whether they be tests to the National
Health Laboratory Services, and I’ve further covered this in my written submission that
I sent last week. There’s names of those organisations. You should be able to
approach those to find out what the costs of pathology tests are.
Issue number 11 revolves around comparative prices and it’s not easy to get interlab

20
15

price comparisons and once again I compliment PathCare laboratories on posting their
prices per medical scheme per option on their company website. Unfortunately I think
once they realised I’d found it they removed it so it’s no longer on their pathology
website. However I have screenshots of most of the laboratories’ pricelists and myself
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and two colleagues would be quite happy to give you an affidavit that we downloaded
those price lists over Easter weekend last year. So we’d be very happy to submit all of
the prices charged by PathCare laboratories along the lines that I’m about to show you
now.
5

Wha we did as a price comparison is we took a price list of tests for different medical
10

schemes which were available on the PathCare website. It’s since been removed. We
concentrated on a number of very, very high volume tests and those are urea and
electrolytes, a creatinine, a full blood count, platelets, ESR and an INR.

10

And

incidentally all of those tests if you look at the PathCare submission DV8 as submitted
to the Commission they submitted a list of the top 30 tests in terms of volume and all
of those tests are included on that PathCare submission.
So if we pay attention to this the next couple of slides will be fairly comparative in

20
15

nature and it’s labelled a basket of tests, PathCare, that’s the laboratory, Polmed, that’s
the South African Police medical aid, and the dates that I downloaded those tests. It
was April 2015. You’ll look, you’ll be able to see on the dark-blue line going across
the middle of the screen, Chris, the middle of the screen where it says group test.
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Under that is a couple where we have, where the list of the name of the test is. Then
it’s the next column down is test which tells you what the common name of the test is.
It gives you a billing code which coincides with the codes that you would’ve found in
the old RPL. It tells you what the cash price is, what the private rate is, what a senior
5

citizen rate is. And then it tells you what the police medical aid – and this is the South
African Police medical aid. You will see that the total in the bottom right hand corner

10

of this basket of tests for Polmed is R529.70. That would be in comparison to the price
a senior citizen is being charged at R467.80, a private patient at R623.70 or a cash
patient at R543. Is everyone happy with the layout of this slide because I’ll just go

10

onto the next medical scheme.
DR VAN GENT

What is the difference between the cash and the private?

MR ADAMS

Sorry, Dr Van Gent, the private rate would be a person

who doesn’t have a medical scheme but who doesn’t have the cash money to pay for
20
15

that at the time. So you would in an you say I’m sorry, I don’t have the cash but I
don’t have a medical aid. And they’ll take a chance and send you a bill for R623.
Clearly that would have a higher bad debt rate so that’s acceptable, risk adjusted. The
South Africa municipal workers’ medical aid would pay R528.80 for the same basket
of tests. The Government Employees Medical Scheme normal option would pay R513
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for that basket of tests. Bonitas Medical Aid which is a large medical scheme, open
medical scheme, administered by Bonitas would pay R490.20 for that basket of tests.
Discovery Health, R424.60. And hence you could see why I’ve taken Discovery
Health as being the market price maker in pathology laboratories.
5

So in the PathCare supplementary submission 27th of March page 8 PathCare state that
if they were to publish their individual test prices negotiated with the medical scheme

10

on their request forms it would create such transparency in the pathology market that it
would be construed as signalling to other pathology labs and de facto price fixing, yet
on the 15th of April the same year those tests were on their website. Lancet in their

10

submission, item 3.1.6, states that the difference between medical schemes and
respective tariffs are not material. And also in item 3.1.6 they also state that low cost
options are the exception.
So what we did is we had a look at some low cost options using the same PathCare
website. The basket of tests for PathCare Government Employees Medical Scheme,

20
15

the Beryllium option which is an element with the atomic number of four, I was paying
attention yesterday afternoon if you asked if it was a semiprecious stone. The basket of
tests for GEMS’ Beryllium option would come in at R393. The same basket of tests
for Bonitas Boncap option, R304. Yet the Discovery Key Care option comes in at
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R212. So in summary for the same basket of tests from the same laboratory the
summary reads the Police Medical Aid R530, thereabout, SAMWUMED, municipal
workers medical aid R529, the Government Employees Medical Scheme R513,
Discovery Health R424, GEMS Beryllium R393, Boncap R304, Discovery Key Care
5

R212. And if you’d taken the same test done on the indigent patients form which they
would’ve required cash upfront for the same tests would’ve worked out to R190.

10

So it puts a number of issues for me in question as to what has been the effect of
deregulation of pathology testing and has it benefitted? Because none of those medical
schemes are small.

10

Polmed has about 170 000 members.

Bonitas has 600 000

members. So what’s happened, and this is possibly just increase creep as I spoke to
you a little bit earlier. All it takes is Discovery negotiating 1.5%, 2% per year cheaper
and this has been the net result.
In respect of the relative value units the coding structure for pathology and other
discipline revolve around the use of the relative value unit. So when a test is or was,

20
15

used to be allocated a code relative value units were allocated to that test and I believe
that we need to look at the relative value units of many of the older tests where the
volumes have increased significantly, where utilisation has increased significantly and
where technology changes have had a significant effect on those testing. And I don’t
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believe that relative value units have got to be re-examined but they must be
transparently re-examined with representation from all stakeholders from laboratories,
suppliers, funders, government, National Health Laboratory Services, because it’s been
proven that when the pathology practices put their own codes into place they
5

essentially make a price and then go back to try and justify what that price was.
I put together some miscellaneous issues at the end of my presentation and I do

10

apologise for not including it in the index. In the Lancet submission item 3.1.4 Lancet
state that non-National Pathology Group authorised profiles should not appear on the
request forms. And one of the aspects of the National Pathology Group guidelines was

10

that only NPG approved profiles would appear on those request forms. As an example
I’ve just taken some screenshots of some of the laboratories for Mark, Ampath,
PathCare and Lancet and you’ll see where the red arrow is it goes to a malaria screen, a
malaria. And that malaria testing without a National Pathology Group profile being
approved or published or included in their guidelines can range from any combination

2015

of tests going up to R500 or R600. And if you were to go to one laboratory and have a
malaria test done it could be as little as R140. If you went to another laboratory it
could be as much as R560.
Another screenshot of a request form with a liver function test which should be there as
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a heading but it’s actually been inserted onto the form as a profile with a tick box and a
number next to it. If we look at some of the red circled areas PathCare have an adult
food screen profile. Lancet have a CTD screen, a sexual health STD screen. Ampath
have a menopausal screen, have a TMX. And none of those are approved NPG profiles
5

yet they appear on the laboratories’ request forms. Laboratories speaks about peer
review and in one of PathCare’s submissions they talk to the fact that maybe the
National Pathology Group should be having a peer review system to talk about new

10

costing and test costing and all the rest but what they don’t remember is that on the
previous edition of the National Pathology Group guidelines, and I’ve included a

10

screenshot here, they actually have a peer review system that has since been taken off
the National Pathology Group guidelines version December 2013.

That’s been

removed.
And Lancet in their submission in item 3.1.5 say that the National Pathology Group
can’t impose any sanction on practices who do not comply but that’s because they’ve
2015

taken the peer review system off their guidelines. We talk about ICD10 coding and
pathologists almost universally use a non-specific ICD10 code on their accounts. All
other clinicians have to submit a specific ICD10 code with their account to get billed.
It doesn’t seem to me – and no matter how the National Pathology Group and the
laboratories try and explain that they don’t know what the ICD10 is from the referring
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doctor in a huge percentage of their cases the employed nursing sister from the
laboratories actually takes the blood. So if they can’t get an ICD10 code off the
referral note they should be able to phone the doctor and say please can you give us an
ICD10 code.
5

In conclusion, and I wasn’t sure whether I was nit-picking or not, but on the Lancet
submission dated the 19th of March they make reference to the NPG submission dated

10

the 3rd of March. This submission was only available on the 27 th of May in the public
domain so it appears that Lancet had sight of that submission prior to publication. I’m
not sure whether that’s in line with what the market inquiry had in mind but the NPG

10

submissions state categorically that they are not privy to the submissions of their
members. It doesn’t appear to me that that was the reverse with Lancet being privy to
the NPG submission. That is my presentation. I have two slides of suggestions if you
would like me to go through them or would you like me to take questions prior to that?
JUSTICE NGCOBO

I think you should just complete the process.

MR ADAMS

Thank you.

20
15

Suggestion number one that I believe

regulated transparent pricing including all historic codes that have benefitted from the
advance of technology, increased utilisation and volume and reduce labour component.
All codes must be included, number two, all codes should have equitable usage criteria.
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Three, all relative value units should be adjusted in respect of the exercise considered
in point one. Four, there should be reduced price on increased volumes as per point
one. There should be transparent alternative reimbursement methodologies that if
necessary refund patients but a full publication of any ARM currently existing and to
5

be considered in the future.
A requirement that all pathology accounts must be submitted with ICD10 codes that

10

lead to the pathology request being made. A publication of a regulated reduced price
list for pathology testing for all medical schemes. The consideration of a patient
episode fee and testing being carried out on the basis of a marked up proven cost

10

similar to the single exit pricing in the pharmaceutical market. So you would pay the
laboratory to go there R100 and then depending on the tests you had they would be
done at cost plus a mark-up. And the publication of a point of care pathology testing
price list incorporating a list of tests similar to the clinical laboratory improvement
amendments concept of waived tests which could be done by any suitably trained staff.

2015

I missed out nine, sorry, a reduction in the tariff when tests are produced with no
pathologist input, either laboratory presence or in the absence of a personal report.
Thank you.
JUSTICE NGCOBO

Thank you, Mr Adams. Does your colleague wish to
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make any, to add anything to what you’ve said at this stage?
MR ADAMS

No, thank you.

JUSTICE NGCOBO

Yes, very well. My colleagues would put questions to

you just to clarify and understand more fully what you have just presented. We’ll start
5

with Dr Bhengu.
DR BHENGU

10

Thanks, Judge. The one question – one second please.

Yes, on page 9 I think number 4 in your presentation I think it has to do with prices
appearing on forms. Yes, yes, I think this is the matter that should price per test appear
on the form and the response is it’s not really practical. Page 9 I think –

10

MR ADAMS

Slide 4. Laboratory specimen request forms, for and

against.

20

15

DR BHENGU

Yes, for and against, yes.

MR ADAMS

Correct.

DR BHENGU

That seems reasonable to me that as you said so many

medical schemes which price must appear where and I imagine at the end of the year
there might very well be wastage, unused forms, but what I just want to find out, is this
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a problem that would be solved by doctors working off technology whether it’s
electronic forms which can then be made, drawn up specifically for each scheme?
MR ADAMS

I think where the facility exists for doctors to do

electronic ordering that would solve, partially solve that problem. It however wouldn’t
5

give a full auditable trail where doctors have asked for tests to be done. So although it
might solve one problem the law of unexpected consequences might cause other

10

problems, Dr Bhengu.
DR BHENGU

But are you saying the manual paper-based is easy to

sort of audit?
10

MR ADAMS

The paper-based forms are relatively easy to audit.

That’s correct.
DR BHENGU

Okay. I’m not sure but I hear you. Now, the other

question is it’s just a pity I cannot remember and I don’t have the document here, it’s in
20
15

Pretoria, but what would the reason be for pathology practice to own shares, minority
shareholding, in a corporatised group practice, general practice? There is a submission
that points to a pathology lab that owns about 4% of the type of ...[intervenes]
MR ADAMS

Are you referring to the Lancet ownership of shares in
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Health Works?
DR BHENGU

Yes, I’d forgotten the Health Works.

MR ADAMS

I read that. I think one of the reasons that that would be

an advantage to a pathology lab is that in theory they would be able to keep other
5

pathology laboratories out of the premises.
DR BHENGU

10

Yes. Well, that was one reason I was wondering because

I mean 4% it doesn’t – there’s not much economic benefit. You actually have no
control. You can’t block any resolution. But I was saying am I missing something.
Would then if the panel wanted to take that further, would that mean that you would

10

want to get a sense of how many pathology groups are active at that practice or is that
one way? What else could we look at?
MR ADAMS

I would suggest that, and I’ve looked around to see when

Lancet or PathCare or Ampath are going to make their oral presentations and I haven’t
20
15

yet seen their names on a list, but I would suggest that it’s a question that should be
addressed in the light of the submission that was made to the panel to the practice or
the practice legal advisors. But the reality is I would think, and I must stress I’m just
thinking, that by owning whatever the share is it would ensure that all of the pathology
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generated by that clinical unit would eventually find its way to that particular
laboratory.
DR BHENGU

Okay.

All right.

I’ve noted that.

Now, regarding

pathology and actually radiology practices in private hospitals are you familiar maybe
5

10

10

with the lease agreements that exist?
MR ADAMS

No, we’re not.

DR BHENGU

Okay, no, that’s fine. That’s all, Judge, thanks.

JUSTICE NGCOBO

Thank you.

PROF FONN

I have the impression that you’re telling us that in their

submissions they’re economical with the truth. Is that a correct impression?
MR ADAMS

That’s the correct impression, Professor Fonn.

PROF FONN

Why is ...[intervenes]

JUSTICE NGCOBO

And that’s based on your own observations though.

MR ADAMS

I think it’s based on facts that I’ve referenced and in my

20

15

written submission that I sent on the 19th of February you will see that I have –
wherever I’ve said something I have referenced it to parts of the submission. I do have
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extensive experience in the pathology private care market but I haven’t allowed a
personal opinion to dominate what I’m seeing. I’m just telling you what I’ve seen in
the submissions.
JUSTICE NGCOBO
5

I think what I want to put across to you is that, I mean, as

you stand there you have no idea why there may be this discrepancy that you’re
drawing attention to.

10

MR ADAMS

The discrepancy could be an error. It could be someone

who’s not really familiar with all the facets of the situation drawing up the
presentations. In May of 2000 there was a large exposure done in The Star newspaper
10

about laboratories handing out paper bags full of money to various doctors in
Johannesburg and around the county in respect for pathology incentives. I don’t
believe that happens anymore but I can’t see that – I think there might be an error.
They might be being and as I quote economical with the truth.

20
15

They might be not giving you the kind of detail that is available should you ask. Dr
Bhengu, I would ask the hospital groups for a copy of their lease with the pathology
labs. It’s as easy as that I believe. Or ask the pathology labs for a copy of their lease
with the hospital group. One of the presenters said today it would be silly to do
something because the documentation exists. The documentation must exist.
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JUSTICE NGCOBO

I think the situation that I’m trying to prevent from

happening is an expression of an opinion that they are uneconomical with their truth
when in fact we don’t have all the facts. I think that’s a decision that can only be made
once we have all the facts before us. I think that’s the point that I wanted to make.
5

10

MR ADAMS

I totally agree and, yes, I totally agree.

PROF FONN

You say that you work with radiology as well and what

I’m interested in knowing is one of – what I understand you to be saying in relation –
well, pathology seems to have been very efficient at increasing their costs, their ask,
their price over time and it might be that their costs are going up over time. I agree

10

with you that we would have to check with them if that’s correct or not because it is
counterintuitive given automation. Everything else that’s been automated has come
down over time so we do have to check with them quite what’s driving this.
But one of the things that you speak to is the charging of the specialist involvement

20
15

when there is none. Could the same be said for radiology? Is it the case that for
radiologists there’s a radiographer who takes the film and then the interpretation
doesn’t have to be done by the radiologist? Many doctors can read, should be able to
accurately read an X-ray. So could a similar thing be happening in radiology in your
opinion?
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MR ADAMS

Professor Fonn, if I may in theory I guess it’s possible

that it can happen but in practice we found, with extensive auditing of radiology
accounts we found none of those to happen. When a radiology practice bills for an
investigation and we in our audit process request copies of the referral notes and the
5

report there’s always a report forthcoming from the – which means the radiologist
looked at it. Radiographers are not allowed to write reports. Their scope of practice, it
falls outside their scope of practice.

10
JUSTICE NGCOBO

But you do not have personal information of whether or

not this is happening with regard to the radiologists, do you?
10

MR ADAMS

We can’t say that it’s not but from our experience and

over the last four or five or six or seven years that we’ve physically audited radiology
accounts every time we’ve asked for a referral note and a report there has always been
a report forthcoming. So from our experience our view is that it is unlikely. However
we cannot categorically state that it’s impossible.
20
15

JUSTICE NGCOBO

Well, that’s the point because what we require here –

you’re not giving, you’re not coming here to testify as an expert but you’re here to
present to us the facts as you know them.
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MR ADAMS

Correct.

JUSTICE NGCOBO

But not to express an opinion on the conduct of other

stakeholders.

5

MR ADAMS

Correct.

JUSTICE NGCOBO

It is sufficient if you give us this information, the

documents that you have given us, but not to express an opinion on the conduct of
10

10

another stakeholder.
MR ADAMS

Yes, Justice Ngcobo ...[intervenes]

JUSTICE NGCOBO

I understand you’re responding to a question.

I

understand that.
MR ADAMS

Sorry, if I could just table that we started or business

some 15 years ago. We have about 450 000 members amongst the schemes that we
20

contract to and probably another 100 000 in Botswana. So we are just expressing an
opinion as to what we’ve seen. So you are correct.

15
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5

10

JUSTICE NGCOBO

How many members did you say? 450 000?

MR ADAMS

Thereabout.

JUSTICE NGCOBO

In this country. In South Africa.

MR ADAMS

In South Africa, yes.

JUSTICE NGCOBO

With a further 100 000 on Botswana.

MR ADAMS

That’s correct.

JUSTICE NGCOBO

Thank you.

PROF FONN

I’m not sure how to ask this one then. In one interview

that was done as part of our submissions it was claimed that radiologists will
10

sometimes similar to the reflex story that you talk about in pathologists do a test so to
give an example there’ll be a request for look for an X-ray of an ankle for a fracture
and then the radiologist will then include stress views which weren’t necessarily asked

20

for. Have you ever seen that in your audits and is there the potential for that kind of
activity in radiology?

15
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MR ADAMS

Professor Fonn, yes, the short answer is yes. We do see

it in the process of our auditing and we certainly address those when we come across
them again based on our experience of auditing those accounts.
PROF FONN
5

And that’s your job, isn’t it? I mean, that’s what you do.

You audit and you then report back to say that what – this is what we found in terms of
the efficiency of this particular supplier. That’s basically your job.

10

MR ADAMS

That is our job. As a matter of fact we stop payment

before it happens and we then engage with the practice to get all the relevant
information so when we see things like that we typically – as I stated earlier that’s why
10

we ask for referral note and report so that we can make an informed decision on
whether it was… Again we are not against them doing a reflex. If it’s clinically
justified to do it it should be able to be done without any argument and should be
funded.

20
15

PROF FONN

These 450 000 people that’s the number of lives you

cover but that’s not – who are these people who contract you?
MR ADAMS

That’s the number of main members. We are contracted

to Strata Health, Medihelp. We are contracted to Liberty Life Medical Scheme. We
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are contracted to Momentum open scheme, South African Breweries medical aid
scheme, Motor Health medical aid scheme, Key Health, Witbank Gold medical aid
scheme, Medshield medical aid scheme and we work for two of the funds through
status, through Universal Healthcare.
5

PROF FONN

And now that you’re here the nature of your contract

with them, I mean, how does that work? Do you if you save them money, I mean, do
10

you get a fee? Do you have a – how does it work?
MR ADAMS

The business originally started off as we styled ourselves

as a managed care organisation.
10

Accreditation came along for a managed care

organisation and we were only doing pathology at the time. We successfully became
accredited by the Council of Medical Schemes as Veripath to provide pathology
managed care services. We renewed our accreditation once and on the second time of
application for renewal the Council for Medical Schemes informed us that our billing
model was not one that required accreditation. We are not, we are paid a monthly fee.

20
15

We do not take people’s money and pay it on. We don’t do that. We are paid a
monthly fee to administer the pathology and radiology accounting. We employ about
15 or 16 medical technologists and radiographers and all of our account assessing is
done on a computer system that we have developed or on the client’s computer system
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and it’s all done by qualified paramedical people.
PROF FONN

And then you give the report or your findings to the

scheme and it’s their job to take action.
MR ADAMS
5

Typically we would, when we assess the accounts we

would put in a rejection or a suspension or a modification code. We will deal with any
queries that come through the scheme’s call centres.

10

We would deal with any

complaints that need to go to the Health Professions Council and need to go to the
Council for Medical Schemes.

We also have a number of specialist medical

consultants who we consult with whenever any of our clients need specialist medical
10

advice. And we deal with the scheme or the administrator. That’s correct.
DR VAN GENT

Sorry, two issues briefly. We’re almost alone in the

room now. There’s still a number of people. In one of your slides you said it’s about
the add-ons and I understand sometimes add-ons are really necessary and
20
15

understandable and you have to and you will of course approve these, but then you said
the pathology industry routinely reflex tests without reference to referring clinicians.
And you know that because you filter these out, isn’t it?
MR ADAMS

That’s correct.
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DR VAN GENT

And then you routinely reject them.

MR ADAMS

That’s not correct. What we would routinely do is we

would engage with the laboratory. If it’s a new pattern of behaviour so all of a sudden
a new pattern of behaviour comes up where a pathology laboratory starts adding on a
5

serum or adding on a serum calcium to every single liver function test done because
they now want to produce a corrected or they add on an albumen to every single

10

calcium so they can produce a corrected calcium result. We would pick up that pattern
of behaviour and then we would engage with the laboratories to find out what’s going
on. There was a time where pathology laboratories were guided by their guidelines as

10

to when a reticular site count should be done.
That guideline has now been taken out and it’s now each individual pathology
laboratory’s prerogative to set their own guidelines, yet we’ve now managed to get the
guidelines, the informal guidelines down to not less than three days, not less than a
repeat within three days. There were tests that now are not less than repeated within

20
15

five days. So there is a form of engagement with some of these tests but when you see
tests where specifically the doctor has asked for an allergy test and he’s specifically
noted on his request form that he doesn’t require further testing then we would reject
that and we would take it up with the pathology laboratory.
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DR VAN GENT

So the point that you’re making there, they do this

without, or routinely without pre-consulting or without pre-consulting whoever, the
medical scheme or the doctors about their changed conduct.

5

MR ADAMS

That’s quite correct.

DR VAN GENT

That’s right. All right. Now I go to page 15 which is

talking to alternative reimbursement models. There’s nothing wrong in principle with
10

alternative reimbursement models I think but your problem is the way that these
models are being formulated and specifically you referred to a model that you got a
hold of between Discovery and PathCare, isn’t it?

10

MR ADAMS
reimbursement models.

I agree with you there’s nothing wrong with alternative
That wasn’t my point.

My point was that in the three

submissions from the laboratories only one which happened to be the third largest
laboratory mentioned alternative reimbursement models. And when I looked at their
20
15

submission which I gave you reference which I have no doubt you’ll look at, they go
into quite a lot of detail as to the heartache that they experienced developing that and
what their opinion was of the process. And my statement was purely was if they have
been candid enough to mention it it’s unlike that an alternative reimbursement model
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will exist with scheme three, with pathology laboratory number three if it doesn’t exist
with laboratory number two and laboratory number one.

5

DR VAN GENT

I agree.

MR ADAMS

And all I’m doing is drawing the panel’s reference

respectfully to the dialogue that’s in the PathCare submission.
DR VAN GENT

10

I made a note for myself. Thank you. But there was

also something that you said about the content of the diagram here and that spoke to a
sort of benefit or a sort of kickback in that mechanism going back to Discovery Health
but not necessarily you suggested benefiting the medical scheme behind it? Is that

10

correct?
MR ADAMS

That is correct as I read it from the PathCare submission

and I again draw your attention to that submission.

20

DR VAN GENT

All right.

You have no other information, just the

information in ...[intervenes]
15

MR ADAMS

I have absolutely no other information apart from that

submission.
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5

DR VAN GENT

I don’t know it by heart and I’ll have a look at it later on.

MR ADAMS

Thank you.

DR VAN GENT

Thank you very much. That’s all. Thank you.

JUSTICE NGCOBO

The heading to your presentation which occurs at page 2

suggests that you’ve got two concerns. I’m sorry. No, I have the same problem of old
age. I’m not suggesting that you’ve reached that age. But if I look at the heading to

10

your oral presentation there are two main issues that you’ve raised. The one is the
billing. The other one is the testing. Is that right? Is that correct?

10

MR ADAMS

I would agree with the billing and the testing, yes.

JUSTICE NGCOBO

Right. And you don’t disagree in principle with the

notion of you said reflex testing, is it? Is that what it’s called?

20

MR ADAMS

Reflex is add-on testing, yes.

JUSTICE NGCOBO

Right. But you take issue with it if it is done as a matter

of routine.
15

MR ADAMS

I take issue with it, JUSTICE NGCOBO, if it’s done as a

matter of routine. If it’s done as a matter of routine then it shouldn’t be reflex testing.
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The pathology laboratory should put down a note that says every time we do this test
we’re going to do that test. And then it’s either acceptable or it’s not acceptable. What
happens is it appears to be sometimes random testing and the National Health Act talks
to the duty of informed consent and how the provider must talk to the costs, the
5

benefits and the options of that testing and that’s a statutory duty.
I don’t think the pathology laboratories can unilaterally opt out of the National Health

10

Act. And I appreciate it when there’s a medical emergency and the patient’s lying
comatose and they need to do a series of tests. It’s totally impractical that they are
going to explain the costs and the benefits and the options of testing. They’re going to

10

do the tests. But I believe where it’s a fairly routine test I believe that that should allow
– because it allows members to take ownership of the costs attached to their healthcare.
JUSTICE NGCOBO

But are there circumstances other than the one of relating

to an emergency where you would not take issue with the testing?

20
15

MR ADAMS

Yes.

JUSTICE NGCOBO

What are those circumstances?

MR ADAMS

I believe there are circumstances where obviously the

patient is a child where those benefits and costs and options can’t be explained. I
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mentioned the patient being comatose. But there are times where you cannot where the
patient’s under anaesthetic where you can’t explain what the benefits, costs and options
are. But there are times but again the majority of the times I believe that informed
consent should be exercised.
5

JUSTICE NGCOBO

Yes, I understand that. Now, how do we address that

problem? What mechanism do you suggest we should put in place in order to make
10

sure that that doesn’t happen?
MR ADAMS

In the BHF submission they talk about a Health

Professions Council commission headed by Professor YK Cedat[?]. They refer to it as
10

the Cedat commission. And in that commission the Health Professions Council were
going to amend the laws or the rules of practice to ensure that all pathology request
forms were physically signed by the clinician who is requesting that request form. The
Health Professions Council never put that into motion, never put that mechanism into
motion. I believe that all pathology request forms should be signed by the clinician

20
15

who is asking for those tests and there should be a fully auditable trail within the
laboratories which states we contacted clinician A to discuss patient B and
recommended that the following tests were done and that was done on the 1st of
February at 14:50. There should be a fully auditable audit trail to show where they’ve
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actually put those in.
JUSTICE NGCOBO

I take it that the pathologists are aware, they are aware of

the requirement of informed consent. Is that right?

5

10

MR ADAMS

Yes, they are.

JUSTICE NGCOBO

Yes, because that’s the requirement, isn’t it?

MR ADAMS

Correct. And in fact in the National Pathology Group

guidelines over the years the guidelines go as far as to say that pathology practices
should keep an audit trail of who they contacted and all the rest but I don’t believe
that’s so.
10

JUSTICE NGCOBO

Now, I suppose the real problem, Mr Adams, is how

does one police this because we may have laws but somebody has to implement those
laws. Somebody has to regulate and make sure that they are followed because there are
20

a number of laws which deal with a number of scenarios but we are told that these laws
or regulations are only honoured in breach. So what I want to find out from you, given

15

your experience in these matters what mechanism – how does one police this? How
does one ensure that it doesn’t happen? Perhaps we may not be able to ensure that it
doesn’t happen at all but at least how do we minimise its occurrence?
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MR ADAMS

There are a number of ways of doing this, JUSTICE

NGCOBO, and different funders, different medical schemes, different organisations
could take a different view, one being the detailed auditing of each individual account,
one being the retrospective auditing of a statistically viable percentage of accounts.
5

The problem is once you start to audit and may I use the word police this then you need
authorities that are going to take action which would mean that the National Pathology
Group would need to be a group that had proper peer review and proper ability to

10

discipline their members or the Health Professions Council would have to be able to
actually deliver a judgment against a series of practitioners or a practitioner.

10

But all that happens at the moment is if you, if someone does something and the
medical scheme decides to pay and the lab says, well, we’ll keep your member liable
then that gets escalated to the Health Professions Council and the Health Professions
Council come back generally, and that’s my opinion, generally on the side of the
healthcare professional. That then gets reported to the Council for Medical Schemes

2015

because the scheme won’t pay for it and the Council for Medical Schemes’ legal
advisor will come back and say to the practice or to the medical scheme you’re quite
right not to pay for this.
There’s a ruling and I will submit to you the details if you’re interested, there’s a ruling
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on a member Allandale who was a Telemed medical aid member in 2008. And the
Council for Medical Schemes ruled, and you’ll remember the example I showed you of
the glucose tests that had been done by the nursing sister, the Council for Medical
Schemes ruled that those tests didn’t have to be paid for because they were done by a
5

nurse who wasn’t allowed to do it and that was it. That practice is still continuing
today. And I don’t know if I have the, I don’t know if I’ve answered your question.
I might just have given some more problems, put some more firewood on the fire.

10
JUSTICE NGCOBO

No, I understand. I think the point that you’re making

just now about that particular member illustrates the point, the difficulty that I’m
10

talking about, and that is how does one put in place mechanisms that are going to make
sure that this doesn’t happen? One way would be to report the matter to the, to refuse
to pay, but is that – that’s not enough from what you’re saying. What else can we do?

20
15

MRADAMS

Justice Ngcobo, I just think that there’s got to be a

proper process at the medical regulation, that there’s got to be a proper process whether
it’s run by the South African Medical Association, whether it’s run by the National
Pathology Group, whether it’s run by the Health Professions Council there’s got to be a
process that has got consequences. And without consequences, you know, the National
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Pathology Group cannot just carry on printing out their guidelines and change it. There
was, sorry, the National Pathology Group shouldn’t be allowed to put their guidelines
and unilaterally change it without reference to the funders in the marketplace.
JUSTICE NGCOBO
5

10

10

You specialised in the management of pathology and

radiology expenses for South African medical funders. Is that right?
MR ADAMS

That’s correct.

JUSTICE NGCOBO

Yes, now, the 450 000 those are members, right?

MR ADAMS

That’s correct.

JUSTICE NGCOBO

Now, these are certainly not medical funders, are they?

What are they?
MR ADAMS

We only work – sorry, if I understand your question, we

work for medical aids or medical schemes and administrators. We don’t generally
20

offer our services to private patients or the man in the street. If we do we would just do
a one-off. You know, someone comes and says would you please look at my accounts?

15

We saw your website or, you know, but that’s not our main business.
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JUSTICE NGCOBO

And these 450 000 that you mentioned, who are these?

MR ADAMS

As per the schemes I detailed earlier, Medshield,

Medihelp, Liberty, Key Health, Momentum, SA Breweries, Motor Health, those were
the schemes. Those are members of the schemes I detailed earlier.
5

JUSTICE NGCOBO

I see.

These are members of the schemes that you

represent.
10

MR ADAMS

That’s quite correct.

JUSTICE NGCOBO

I understand, I understand. And the 100 000 is the same

in Botswana.
10

MR ADAMS

That’s quite correct, in Botswana.

JUSTICE NGCOBO

Yes, okay. So what it comes down to then, you are a

managed care organisation. Is that what it is?
20

MR ADAMS

Justice Ngcobo, we are a managed care organisation but

not subject to accreditation. So to remove any confusion from the marketplace we
15

refer to ourselves as a health risks manager in the fields of pathology and radiology. I
don’t want people saying, well, you call yourself a managed care organisation business
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you’re not accredited. We made it quite clear and when we are approaching a new
potential client we would submit documentation from the Council for Medical
Schemes detailing that we do not have to be accredited as per the Council for Medical
Schemes. So we don’t – we are a managed care organisation but prefer not to refer to
5

ourselves as that. It just makes it tidier.
JUSTICE NGCOBO

10

Yes, okay. So what would happen is that the medical

schemes, those that you work for, that you manage or that you provide services to,
would approach you with a query in relation to a particular account.
MR ADAMS

10

No, our services are a little bit more ranging than that.

What would happen is that typically for a medical scheme who we work for all of their
pathology accounts would go to the medical scheme.

They would confirm the

demographics. They would confirm that benefits are available. They would confirm
that the member was in good standing and they would confirm that they are ready to
pay. At that stage they would send that account to my system which is either an offsite
20
15

computer system that we have developed or it either goes into an area of their own
computer system and I either have medical technologists or radiographers working on
site in their offices or working offsite and we would then look at those accounts. We
have online access to the three major pathology laboratories to look at the request
370 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

forms. We make a note and we would go back with a suggested rejection, suspension
or motivation code. That would then get sent out to the laboratory and we’d follow up
from there.

5

10

JUSTICE NGCOBO

Does that apply to all pathologists’ accounts?

MR ADAMS

At our clients, yes.

JUSTICE NGCOBO

Yes. If you would just bear with me I just want to make

sure that I have not left anything. Now, you’ve given us different tariffs relating to
PathCare. These range from R530 to R190.

10

20

MR ADAMS

212.

JUSTICE NGCOBO

No, I think the lowest is about 190.

MR ADAMS

That is correct.

JUSTICE NGCOBO

Yes, okay. Do you know what how these amounts are

made up of?
MR ADAMS

15

Justice Ngcobo, in respect of the individual tests you’ll

be able to see on the documentation how much each individual test costs. So a full
blood count would’ve cost – that would be in there, a PI. I can’t tell you how those – I
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can give you an opinion on how the prices are made up but I can’t tell you with any
definite authority on how they’ve calculated those prices.
JUSTICE NGCOBO

The amounts that you drew to our attention they relate to

the same test. Is that right?
5

MR ADAMS

That’s quite correct and to the same tests and the same

tariff code which is how you would tell it’s from the same test and done at the same
10

time. So it’s not like prices would’ve changed from Sunday to Tuesday because that
extract was all drawn at the same time.
JUSTICE NGCOBO

10

Yes, okay. But you don’t have any personal knowledge

as to why these different tariffs?
MR ADAMS

Justice Ngcobo, I think it’s due to the negotiating power

from the price maker.

20

JUSTICE NGCOBO

I see. I understand. Now, is there anything that you

would like to add to what you have said?
15

MR ADAMS

Justice Ngcobo, the only last point that maybe is worth

making is with all the submissions that have been made as to that pathology tests are as
low as they can be and there’s no material difference between various funders it
372 | P a g e

COMPETITION COMMISSION
Health Market Inquiry

2 March 2016

___________________________________________________________________

occurred to my colleague and I that possibly what has happened in the marketplace is
that Discovery Health has been significantly subsidised in respect of pathology tests by
the other funders. I’m not sure if – it just appears if one scheme can be paying R424
for tests that another scheme is paying R530 for or one low cost option is paying R390
5

and another low cost option is paying R212 there’s only a finite amount of pathology
that can be done. And I just put it that there’s possibly, what do they say, it’s the law
of unexpected consequences and I think when the pathology tariff pricing was

10

deregulated I’m not sure that the consequence that was seen was that the market price
leader would have significant price advantage over the other prices.

10

JUSTICE NGCOBO

Well, I suppose that’s the question that we’re going to

put to PathCare when they come and perhaps they will be in a better position to explain
those to us.

20
15

MR ADAMS

I presume so.

JUSTICE NGCOBO

Yes. Now, the first suggestion that you made here is that

there should be regulated transparent pricing including all historic codes that have
benefitted from the advance. I think that’s page 30. I think it’s the last but one page.
You’ve just passed it.
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MR ADAMS

So yes, I believe that there should be a regulated

pathology tariff list.

5

JUSTICE NGCOBO

Yes. Why is that so?

MR ADAMS

Because in my investigations on the PathCare website I

believe that the difference between the pathology testing, the pathology prices for those
baskets of tests – and those baskets of tests weren’t, I could’ve brought you another

10

basket of tests with another ten individual codes and which would’ve reflected the
same differences. I just think that pathology actually is a commodity in respect of it’s a
commodity. It’s ideally suited to be corporatised for the vast majority of pathology

10

services.
There are specialist pathology services such as anatomical pathology, histopathology,
cytology which require specialist medical intervention on nearly every specimen. But I
believe on the vast majority of pathology services clinical chemistry, haematology,

20
15

immunology, microbiology, I believe it’s ideally suited for a factory lab and in reality
if you were to take PathCare up on its offer in its submission where they asked you if
you would like to have an onsite inspection you will see a beautiful high tech
laboratory that is being run as a factory lab. There are pathologists who are expressing
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medical opinions, very, very well-educated people providing an excellent service to a
smaller percentage of the patients that are going through their service.
JUSTICE NGCOBO

Yes. I don’t think that Dr Zokufa[?] would agree with

the proposition that this is a commercial commodity which must be commercialised.
5

He would suggest that it’s a public good to the extent that it’s a healthcare service.
R ADAMS

10

Justice Ngcobo, I have the advantage over Dr Zokufa.

He’s not here.
JUSTICE NGCOBO

I think it will be convenient if perhaps we stop here.

Yes. But just a reminder to you that you would be giving us the NPG guidelines
10

together with annexures to those guidelines. Is that the undertaking?
MR ADAMS

Yes, Justice Ngcobo, yes, and with that also the Zika

document as promised.

20

JUSTICE NGCOBO

Right. And then with the guidelines do they come with

attachments?
15

MR ADAMS

The guidelines are essentially 30 to 40-page pdf

documents. I will arrange with the technical team in Pretoria to get those sent across to
you.
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JUSTICE NGCOBO

If you are going to provide us with additional

documentation including the guidelines if you would be kind enough to mark them
CA1, number them from one up to ten or wherever you end. And then may I also
request that if you could provide the health market inquiry with a similar analysis
5

relating to – just give us other examples of the differential price lists for the same
testing.

10

MR ADAMS

We can do that with pleasure. It will be, they will be

similar to the documents I’ve shown you with other medical schemes and other options
and I will do that with absolute pleasure.
10

JUSTICE NGCOBO

Thank you.

PROF FONN

I wonder, you mentioned that in the change over time in

the guidelines there were interesting changes. I wonder if you can highlight when
those changes took place and why – so otherwise we’d have to read through all of them
20
15

and work it out for ourselves. If you know that already that would short circuit the
process.
MR ADAMS

Professor Fonn, with pleasure. What we do is every time

we note a new copy of the guidelines coming out because they are unilaterally
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published we would do a full analysis of those guidelines and report back to our current
clients anyway so we should have that on record to accompany them. What we would
essentially do is say we have a new guideline being published on the National
Pathology Group website; please see attached for the guideline and attach for all
5

differences between the various, between last edition and this edition.
JUSTICE NGCOBO

10

…which said I had to ask you something about the

publication of a document that you referred to. There’s something that there’s a
document which was published by PathCare on the website and you made the
statement that once they became aware that you had it then they removed it.

10

MR ADAMS

That’s correct, Justice Ngcobo. That was the document

that I referred to and in fact took the slides, took the screenshots of the slides. So that
was the pricing information on the individual medical schemes.
JUSTICE NGCOBO
20
15

Right.

And that document was published on their

website.
MR ADAMS

That’s correct.

JUSTICE NGCOBO

Which is accessible to the public.
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That’s correct.

MR ADAMS

www.pathcare.co.za.

Look under

doctor’s corner. Look under legacy fee. I’ll give you the directions.
JUSTICE NGCOBO

All that I wanted to clarify is that it’s not the kind of a

document in respect of which there’ll be a claim of some confidentiality because it is a
5

document that was published on their website and therefore was accessible to the
public.

10

MR ADAMS

Correct. It required no passwords or no special access. I

went into it.

I looked for the tariff lookup and I went straight into it, nothing

confidentiality, nothing could be claimed.
10

JUSTICE NGCOBO

Okay. Well, thank you for taking time to come and

share with us your experience in matters relating to pathologist and in particular thank
you so much for your generosity. I mean, you were prepared to give up your slot in
order to accommodate Unity Health and the unlimited. Thank you so much indeed for
20
15

that.
MR ADAMS

It’s a pleasure. And we’d like to thank the panel for

welcoming us to make the presentation and like to publically state on record that we
are available for any further information that you might require for any of the services
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we can assist in. Thank you very much and have a good evening.
[END OF RECORDING]
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