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___________________________________________________________________

SESSIO N 1 PRESENTED BY DR BRIAN RUFF

JUDGE NGCOBO Ladies and gentleman, I understand that it is
about two minutes to the starting time.

I do not think that is

anyone who would object to us starting now.

May I take this

opportunity to welcome you to the sixth set of these public
10

hearings.

During this session which will last for three days we are going to
hear from three stakeholders today, we are going to hear firstly
from Dr Brian Ruff who will make his presentation between nine
and eleven followed by a bre ak between eleven and eleven -fifteen.
20

Then we will hear a presentation from eleven fifteen to quarter past
one by Bankmed and the last presentation will be at two o’clock
and finishing at five o’clock from Medscheme.
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Dr Ruff are you ready to start? Do you want to take a seat please?
Thank you.

For the record if you do not mind if you could just

place your name on record and tell us who you are with. Yes it is,
if the light is red it is working.

BRIAN RUFF Thank you and good morning. I am Brian Ruff from
10
PPO-Serv, this is my partner Ridwan Gibar.

JUDGE NGCOBO Let us know what does PPO -Serv do.

BRIAN RUFF PPO-Serv is a shared services company, professional
provider of organisation services.

We are a start up, we are

20
attempting to help clinicians work in teams rather than working on
their own.

Health Market Inquiry

Page 5

17th May 2016

___________________________________________________________________

JUDGE NGCOBO

Now you have prepared an oral presentation

with slides, is that right?

BRIAN RUFF Yes we are presenting a policy paper.

JUDGE NGCOBO Yes.
10

BRIAN RUFF We are trying to present a policy fra mework for
suggesting from our experience how competition could assist the
private health sector to work better.

JUDGE NGCOBO There is a document that I have just found on my
20
desk, there is a presentation. So we will have to do an exchange, if
you see the red light on you keep quiet, if I see your red light on, I
will keep quiet.

So those are the rules of engagement.

Now
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[inaudible speaking in background].

Okay, the ball if your court.

Perhaps by way of background if you do not mind if you could just
let us know who you are, where you come from and what you have
been doing until you came here this morning.

BRIAN RUFF Thank you.

First of all let me say that we are

10
extremely grateful to the Commission to give us this time, Ridwan
and myself have long e xperience in the health sector and we think
it is our responsibility as South Africans to attempt to assist you in
any way that we can, so thank you. I am a doctor, I am a specialist
in internal medicine and rheumatology. Although I have spent the
last twenty years working in the policy and health management side
20
of the industry. I joined the Gauteng Health Department soon after
liberation, I was involved in a transitional period.

After three

years there I had a couple of months in the National Treasury and
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then I joined Discovery Health where I worked for sixteen years
until about fourteen or fifteen months ago.

Ridwan joined a year

after me, we were both members of the Discovery Health Executive
Committee for many years.

Our work primarily was around using

clinical data in order to understand the environment of the health
sector and to attempt to craft contracts and later supplier side
10
projects in order to promote efficiency and better quality for our
members. As I say we left Discovery just over a y ear ago in order
to start PPO-Serv.

JUDGE NGCOBO

Can I ask you one question by way of

background – when you say you were involved in transitional
20
arrangements, precisely what does that mean?
entail?

What did that
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BRIAN RUFF I guess there were a coupl e of phases to that, partly
when I was still an academic I worked with the then Dean of Wits
Medical School who was part of the transitional arrangements
between the old government and the new.

There was a structure

called the Strategic Management Task Te am, so I assisted and he
was a member of that, and he and some others were attempting to
10
make sure I guess that the handover and the planning was smooth.
I was later involved in something called the Hospital Strategy
Project, which was a project aimed at talking about what a new,
more effective health system would look like for the new South
Africa. As a result of that I was invited to leave clinical medicine
and join the Gauteng Health Department by Eric Bough who was
20
then one of the Deputy Director Gene rals of that Department and I
ran a task team attempting to plan the re -engineering of services in
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the post-Apartheid era until as I say I left at the end of 1998 and
after a brief stint at the Treasury, joined Discovery.

JUDGE NGCOBO Yes, and what were y our duties at Discovery?

BRIAN RUFF As I say, they were largely around putting together
10
and managing a division that had various names at various times,
but the essential job was to use the enormous amount of clinical
coded data; so diagnostic data, proce dure data and population data;
in order to report on the experience of the members and then to use
that same data to enter into contracts with suppliers and then later
in the last I guess seven years or so to try and make that data
20
available in collaborati ve projects with clinicians and various other
providers in general in order to change the way that they practice
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medicine. Essentially working in teams in order to try and produce
better quality and more efficiency.

JUDGE NGCOBO I think you can go back t o your plan.

BRIAN RUFF Thank you sir. So what we are presenting today is a
10
policy framework for competition. The way we have structure this
is we have tried to share with you our understanding of the
diagnosis of the problems in the system and we hav e tried to do this
comprehensively and then as a consequence of that diagnosis, make
a few recommendations on how competition may better serve the
industry.
20

First of all, I am not sure if there is a clicker or not. We thought
there might be one, can we have the slides please?
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JUDGE NGCOBO If you could just bear with us.
somebody who is in control of the slides here?
in the background].

Is there

[inaudible talking

I understand that there is someone who was

supposed to have been ready with that gadge t that you are looking
for, but perhaps if you do not mind if we, shall we perhaps stand
down for a minute until we make sure that we have that individual
10
so that you can go on with your slides.

BRIAN RUFF As you prefer.

20
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SESSION 2 CONTINUATION OF PRESEN TATION BY BRIAN
RUFF
JUDGE NGCOBO

Hello everyone on our side, regrettably the

audience will not be able to follow until we have got that gadget.
Do you want to perhaps proceed in the meantime and let us just do
it manually. Good.

10
BRIAN RUFF Could I have the second slide please?

JUDGE NGCOBO

20

I think what I meant to say is we will just

proceed, do you have the slide in front of you there?

We do not

have the advance as I understand this thing is called.

We do not

have that.

You do have the hard c opy, but we do not have the

advance and that is the problem, but can you do it without having it
on the projector?
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BRIAN RUFF [inaudible] interactive session, but until then yes.

JUDGE NGCOBO

Okay, why don’t we go on and when we reach

that critical stage would you alert me to that then we can stop at
that point. Would that be okay? Thank you.

10
BRIAN RUFF

So, we believe there is in fact a crises and it is a

crises of access and affordability and that is why I guess we are
sitting here this morning b ecause of the recognition of that
problem.

It is also the same recognition that has motivated the

policy paper around the NHI White Paper.

And the nature of the

crises is clearly that too few South Africans are able to afford the
20
current prices charged b y the South Africa private sector.

If you

can just click on at the back, thank you, and again , thank you. And
if you look at the table, you will see that even for current medical
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scheme members, for the average medical scheme member at the
moment, medical scheme premiums are taking an enormous bite of
their pre-tax income and so a small number of South Africans are
able to access private medical scheme membership and even those
are finding it increasingly difficult to maintain their membership.
Next slide.

And as a consequence of that medical schemes are

10
simply not growing and this graphic simply represents that if you
remove Gems, which is heavily discounted by the State, and you
correct for population growth that in fact the scheme membership is
static to shrinking. Next slide please.

We also would like to challenge the narrative, the narrative that is
20
often used to explain the expense of the system is that it is largely
due to older and sicker membership because of selective joining
and lapsing.

I n other words people only join and stay in the
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industry because they are sick and because they can see the
advantages and therefore the cross -subsidy between them and
younger and healthier people is lost and that is because of the
mandate which would basic ally oblige people above a certain
income from joining is absent, part of the policy process that is
missing and also that the risk equalisation

fund was

never

10
implemented. As a consequence of these factors the focus remains
on trying to attract healthy m embers rather than on selective
contracting or selective purchasing as was intended in the Medical
Schemes Act. The other argument is that new technology diffuses
remarkably fast in this sector in the absence of a health technology
agency.
20

What we beli eve is that while those things are certainly true, the
narrative unfortunately largely ignores the poor performance of the
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health care system and that is largely because it is unregulated and
as a consequence it produces unnecessarily high costs which resu lt
in high premiums.

And so that in a way members need to join

selectively, they make a calculation around joining or staying in the
industry against the very high premiums.

So there is a legitimate

question to ask which is what is the starting point? I s the starting
10
point selection or is it high prices and clearly it is a mixture of
both. So we are simply putting into the narrative, in addition to the
factors I mentioned already that it is the very high prices caused by
in particular, a dysfunctional s upply structure as well as the wrong
basis of competition that is creating the problem and we are going
to spend much of the presentation focussing on that supply side.
20
Next slide please.
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We also believe that a competitive market solution is in fact the
right mechanism for attempting to create a valuable sector that
serves the interests of South Africa and it must contain the
following elements.

And if you could just click through all of

them, I will tell you when to stop, stop now thank you. So what an
optimal competitive health system looks like is that first of all
10
there is on the left of the slide there is first of all supply competing
on value and we will come back to that again and again. In other
words there must be competition on the supply side to say what we
do is of value, please contract with us.

Funders need to be the

purchasers effectively representing demand where the demand is
the

members

of

the

medical

schemes.

So

really

a

20
purchaser/provider split. But framing all of this the State ne eds to
frame the market efficiently and so if I unpack each of these four
elements, on the commercial supply side with integrated healthcare
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teams. One of the big problems which we will come back to again
and again is the fragmentation, the absence of int egrated healthcare
systems.

Third of all systems that produce value, that actually

have effective triage, in other words that the patients enter the
system at the right kind of level and move up and down the system
as per their individual need.

That comp ete for scheme network

10
contracts based on value, in other words if you see the scheme as
the purchaser then the way that competition works on the supplier
side is that I want those contracts because that is what bring we
patients.

And finally that is acco untable for the population, not

accountable for doing services but actually accountable for the
population that I am serving on the supplier side.
20

To move then to the funders, the role of the funders in a purchaser provider separation system is to colle ct and to use the right
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information to purchase high value care on behalf of members. So
not just to leave members on their own but actually to actively
purchase on their behalf because obviously of the asymmetries of
information and moral hazard question s. The consumer role finally
is to be able to choose a medical scheme because it is good at
purchasing high value care at affordable premiums. So I choose the
10
scheme because it is good at producing value for me. Underpinning
all of this is that the Stat e does two things crucially. First of all it
manages the structural capacity of the system and second of all it
defines and regulates both the demand and the supply side
performance. So these four items are crucial in the framework and
we will come back to them again and again.
20
questions?

May I invite
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PROF FONN

I just want to clarify your terminology.

When you

are speaking about funders are you including administrators and
schemes and when you are talking about scheme are you talking
about the scheme or the administrators? Can you just clear that up?

BRIAN RUFF I think for the purposes I am conflating the two as
10
payers.

There is a discussion perhaps later on about the different

roles, but here effectively I am considering them as the same thing.

DR VAN GENT The government defies a regular demand to supply
certain management role parameters.

Now in your oral you just

used instead of role parameters, you used performance.

What

20
exactly do you mean? What is the role of the government here?
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BRIAN RUFF

So we will come back to this further on, but

essentially I guess I am talking about the economic agency role. So
on the demand side, be a good purchaser on behalf of my members.
On the supply side, produce value for my patients and the
population that I look after and somebody has to be measuring, the
agent has to be measuring, the regulator has to be measuring that in
10
fact the stakeholders are in fact doing that adequately. As I say we
will come back to that. Is that clear?

DR VAN GENT We will c ome back to that, thanks.

BRIAN RUFF

So this requires a purchaser -provider framework.

20
So just to re-state the headings.

We want to see the suppliers of

care competing on value, in other words I am able to demonstrate I
produce value and therefore I get more contracts and therefore I get
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more patients coming to my front door.

The funder purchase

effectively on behalf of its member population, so at a high level
these are the roles that the mangers of these systems need to
undertake. I guess the regulat or has to make sure that they do that
adequately and there are eight factors in this discussion which
come to a large extent I hope from your statement of issues with a
10
couple of additions.

So the first addition I guess is around structural design. We a rgue
that at a geographical level there needs to be a plan that matches
demand in terms of the size and capacity of that population.

In

other words we are saying very clearly the number of beds that are
20
available, hospital beds that are available in a reg ion needs to be
calculated on a formula that represents the size and the illness
burden of that population.

That you cannot leave that to market
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forces alone because as we will come back to that, that is to invite
over-servicing. On the other hand one ne eds to also...

JUDGE NGCOBO

You will elaborate at a later stage precisely

what do you mean when you say this must not be left to the market
forces alone?
10

BRIAN RUFF Yes, this is crucial. It is crucial to say that there is
good evidence around the worl d to show, in fact there is an
economist rumours law that says a bed built is a bed used, or a bed
filled and so at the end of the day the supply of beds needs to be
calculated in a way that there is neither denial of care nor is there
20
an invitation to use hospitals unnecessarily. And again because of
the asymmetries of information it cannot be left we believe simply
to the market. The second point is that, and sorry I am still on the

Health Market Inquiry

17th May 2016

Page 24

___________________________________________________________________

orange block which is around the capacity. In addition to that there
needs to be some thought about the kind of services that are
provided at that level to that population in terms of the demand and
supply equilibrium. So in other words I guess what we are saying
here is that if it becomes very clear that the formula is now no
longer accurate because there has been a change in the size or the
10
demographic or the illness composition of that member, then
clearly one needs to recalculate that formula on a continual basis.
There also needs to be consequences for failure, so we w ill come
back to that as well, which is if in fact we build a hospital in a
particular area and it fails to deliver what is expected of it, then
there needs to be a consequence of that.

That is part of having a

20
market driven system. If you have a market driven system in which
there is no failure, you do not really have a market and again we
will come back to that in more detail. Next please.
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In terms of affordability and accessibility, this is we are arguing
about both affordable pricing coming out of the system as well as
member selection, having a sufficient large and healthy insured risk
pool.

I am not going to spend time on that because I think you

have heard a lot about that already. In terms of the way the system
works, in terms of the governanc e if you like, the system of
10
incentives and of rationing.

So this is about within that system

capability, how do we make sure that the right decisions are made,
what are the remunerations mechanisms to support good decision
making as well as sustainable a nd fair provider rewards.

So this

comes from a recognition that says if we have got the right number
of beds and the clinicians working in them and the system is
20
working fairly and it is working well for consumers, for the
patients, then it must be econom ically sustainable. There must be
no reason for anybody to make a decision that has anything except
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the clinical information in front of them. There must be no reason
to try and reach a threshold income for example, even though there
is not enough demand , I now need to in a way create a demand
otherwise I am not sustainable, either as a clinician or as a hospital
entity. So getting not just the capacity of the system is important,
but also the decisions that are made at an individual level are
10
important and again we will come back to this and I will illustrate
how this plays out.

Competition obviously is around choice,

concentration, bargaining and purchasing power and production is
around the relative costs, utilisation and outcomes produced by the
system. Underpinning this are two very crucial elements, the first
one is information. We need to understand the disease burden, we
20
need to understand the case mix and we need health outcome data
and I will explain all of these terms and finally we need a
regulatory framework for both the structure and capacity of the
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system as well as for those agency roles; those roles of the
managers, of the people who are undertaking the funding decisions
and the people who are actually managing the system.

Next slide

please.

So if this is the framework with which how we can think about how
10
systems work and how competition should play a role in the system
– how does this refer to our current health system if we apply this
framework?

If you could just click through the n ext, thank you,

stop there. First of all at the moment an individual buys a medical
scheme or health insurance and then to a very large extent make
individual decisions about clinical access, next point please. So at
20
a structural level the argument is th at there are too few funded
scheme members for the available beds and clinicians and that the
clinicians largely work alone, in isolation and that the consequence
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is fragmented delivery and the absence of coherent systems.

In

terms of control of that capa city, there is a clear absence of demand
and supply equilibrium which I think you have hears at the moment
– the provinces have no real systematic approach to those decisions
and in fact as a result of that there is a growing mis -match.

The

other point is that there is no consequence for failure; licenses are
10
given but they are never withdrawn and I think that came through
in evidence that has been presented here as well.

In terms of

affordability there is a deteriorating risk pool, but there is also
evidence of over -servicing and inconsistent quality and that the
result of this is high premiums and those high premiums are what is
making the sector so inaccessible.

In terms of incentives and

20
rationing, at the moment the tariff schedule for clinicians in
particular is really obstructive. It is obstructive in two ways; one
which I think is not recognised enough and that is that the tariff

Health Market Inquiry

Page 29

17th May 2016

___________________________________________________________________

pays individuals, it does not pay teams.

So I must as an

obstetrician work alone, I do not work in a team because that is not
how I am paid. So the reason that we have a caesarean section rate
of 70 or 80% in the private sector is because I work alone, with the
best will in the world I cannot work 24/7 and so I must schedule
and that obviously plays out throughout the ind ustry. So having a
10
tariff that pays individuals that pays individuals and not teams is a
major cause of fragmentation and of a lack of system work. Fee for
service also pays for services and not for outcomes and so again
there is the obvious incentive to over-service because nobody is
really assessing outcomes and we will come back to that. In terms
of competition, there is really a very weak environment for
20
pursuing value on either the demand or the supply side.

It plays

out in that the schemes at the moment compete on benefits and on
premiums, they do not compete on their ability to purchase value
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for their members beca use there are no such signals for anybody to
make decisions.

The hospitals clearly constitute an oligopoly and

our specialists working alone are very defensive.

In terms of

production, because of the fragmentation, we have both gaps in
necessary care as well as duplication and lots of waste and in some
areas of oversupply we clearly have over -servicing.

If we think

10
about the informatio n that is required as I have indicated at various
points, in fact most information is absent.

We do not have

information around variation in outcomes, in cost performance and
therefore in value and the consequences of that is that there is no
continuous

improvement.

The

pre -requisite

for

continuous

improvement is I must know that there are good producers and
20
worse producers, I must know where I am today versus where I was
last year and I must understand what do the best producers do that I
can learn from. If there are no signals around variation, the system
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simply does not change and I guess that is the real problem – is that
we have the static system and it has been static for you know at
least the sixteen years or longer that I have been exposed to it.
On the regulatory side, there is no systematic policy for the South
African private sector and we will come back to that in terms of the
agency role.

There is purchase and system delivery agency role

10
failure – nobody is saying to the schemes who is doin g a good job,
who is doing a bad job in terms of purchasing as well as on the
supply side. Next.

So let us look at how this could manifest practically in a
competitive market. Next slide. So this is the idealistic section –
20
what would we want to design the system to look like and I think
the starting point given the point that I have made already around
needing a planned structural capacity, this slide is really talking
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about what an optimal health system design needs to look like when
you understand fr om Don Obedian that what we are concerned with
is good structures, good processes producing good outcomes. And
so what the graphic is really suggesting is first of all we need to
understand at a regional level what is the distribution of services
against the local population – how many people live in an area and
10
what is the disease burden, understanding that for example the
disease burden in Northern Kwa Zulu Natal is not the same as
exists

in

Uppington

or

in

suburban

Durban

or

suburban

Johannesburg. Seco nd of all, that the capacity matches the supply
in terms of its demand and its volume and that it is structured in
such a way that there are lots of primary car services, a middling
20
amount of secondary services and a relatively low number of very
costly tertiary services and that in fact there is movement, I am
now on the third component between the primary sector which is
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dealing with low case complexity and it is able to move patients up
and down the system as the complexity of the patients’ problem
becomes evident, both during the acute phase and later on. And so
finally at the end of the day the implication is that we should be
appropriate investment in all three levels. So I guess what we are
arguing strongly is that we have invested in the private se ctor very
10
little in the primary services, in particular in community level out
of hospital services.

It is possible in this kind of framework to

have national norms, but apply these regionally. Next slide please.
I have also suggested before that we need to have competition not
between individual clinicians, but rather between integrated local
systems.

In other words a system within the system there is co -

20
operation but there is competition between different systems as I
will illustrate on the next slide.

But first of all let us think about

what a local comprehensive integrated multi -disciplinary clinical
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team would look like. So again coming back, if you think about the
picture that I just put up, it needs within that system to have a
balance between co mmunity clinics at the primary care level,
secondary facilities and access to tertiary facilities.

The clinical

team that is working in that system need to work together, they
need to have the same view of the patient through an electronic
10
medical record.

They need a health IT platform and they need to

use the same clinical guidelines and they need to share support
staff. When you work alone none of that is available, nor is there
the scale to be able to deliver any of that. Then the care needs to
be patient centred, but also understanding the patient within their
community and I know we talk a lot about being patient centred –
20
what does it mean? It means for example that in the industry right
now, people are talking about electronic medical records but what
they mean by that is that the record that the doctor has of their
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interaction with their patients.

Of course the fact that the patient

may be interacting with five or six different doctors means that in
fact there are five or six different views of those patients and they
may not be the same at all, they may not share even the diagnostic
view of the patient. When we talking about patient -centric care we
mean that there is a single view of the patient, that the patient care
10
plan is shared by their cl inicians, not that that is an element of
competition between the clinicians who sometimes do not even talk
to each other. Finally we mean that those clinicians in that system
are rewarded by schemes for their outcomes including the quality
of care. So th at is what an integrated system looks like. Next slide
please.
20

How should that play out?

It should play out because the

consumers, and here in reality, we are talking about the schemes
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are purchasers, have a choice between competing local systems. So
these are branded health care systems, each one made up of multi disciplinary clinicians, teams made up of general practitioners, of
specialists, of auxiliary workers and other support services.

Each

one has an economy of scale and they have effective mana gement
and so what they are competing on is that they have standards and
10
they are reliable.

An example of that in the graphic below are

system A and system B.

On the other hand, system C is pretty

much what we have ubiquitously today which is independent
providers all working in isolation with no particular management,
with extremely varied sophistication and reliability.

If you look

closely at A and B you will see that we built those on top of the
20
existing gym network that exists in the Johannesburg are a where
system C is made up of the mom -and-pop gyms.

So we are
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suggesting

that

competition

should

be

between

systems,

not

between individuals. Next slide.

We also want to point to another systematic problem and that is
this question of national versus r egional competition. The problem
is that, and I need to point out a minor adjustment in the slide in
10
your pack compared to what is on the screen, it is just a language
change, just to make it a little clearer and there are a few others,
forgive me if I do not point them all out. But the problem is that
the Medical Schemes Act at the moment allows national scheme
plans options only and this we suggest is a problem.
problem for a number of reasons.

It is a

It is a problem first of all

20
because
entrants.

it

advantage s

encumbered

schemes

and

blocks

new

It is very hard for a new entrant to be able to have a

national presence on day one, but there are other bigger problems
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that stem from that as well.

The people who run schemes are

unaware of regional differe nces and so when they enter into
contracts or they design benefits these do not reflect regional
priorities nor do they reflect the cost experience at a regional level.
So they have a view of how the environment is changing at a
national level month on mo nth or year on year, but they do not have
10
a view on the variability that exists around the country and as I
indicated earlier, how do you create improvement if you have that
view, if you do not really have a granular understanding of how the
systems are working at a regional level. It also means in terms of
contracts that they may enter with on the supplier side, that it
advantageous the existing national providers, and ignores local
20
needs and it blocks innovative new delivery models. And so many
times a local innovative supply side model will start up and
because they need funding or they need volume of patients, they
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will go and knock on the door of the schemes who operate in the
area and say we are doing something interesting and the response
will invariably be that is fascinating, do you have a national
network and clearly they do not because innovation is local and so
support is not forthcoming and the model dies.
innovation.

So it kills

This we believe was recognised by the Council of

10
Medical Scheme s in a review that they were undertaking as way
back in 2006 in which they were starting to say that if schemes
entered into local contracts with providers who were able to
produce efficient results, that this was fine and that they could
channel the savin gs back in reduced local premiums. Unfortunately
as you know in 2007 the NHI policies were first flighted and that
20
review and that direction stopped.

So what we are suggesting is

one of the solutions is to think about the introduction of regional
scheme options so that the scheme who operates at that region and I
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think the map that we put on the side we managed to find one that
did not suggest that these necessarily have to be the nine provinces.
There are other formulations of region and I do not think it is
necessary to go into that detail right now. But the real point is that
the premium prices of those scheme options would first of all
reflect local production experience, but that would not mean that
10
you would not also do national risk equalisation. So for example if
I lived in East London and it turns out that East London produces
excellent value, high quality at low costs, but let’s say also
happens to have a higher pensioner percentage than other areas,
then the premiums would reflect both of thos e factors.

It would

reflect the local efficiency, whereas if you think about it at the
20
moment efficiency in East London is cross -subsidising inefficiency
in Sandton.

Second of all you do not want to prejudice areas in

which there is a higher disease burd en. So in fact this is just a
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formulaic approach but in actually creating regional scheme options
does mean that you create regional markets which I am arguing are
more likely to be effective. Next slide please.

So I have talked about value quite a lot.

Let us define value.

Value is really around the health system performance and we need
10
to be able to measure this and what I have put up in front of you is
the golden triangle.

This triangle and all three components are

important. At the top is populati on need, and population need can
be measured. So I mentioned earlier disease burden index and case
mix, so the disease burden index is an index that says there is in
fact in this area an older, sicker population than average. So if the
20
average is one, we can say in this area, let us say the Garden Route
because there are many pensioners who have retired there, the
disease burden index is 1,5.

In other words we recognise and we
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have a measure for how much older and sicker they are than the
average. Case m ix on the other hand is a measure of the burden of
illness of those patients when they arrive at the front door of the
health system.

There obviously should be a relationship between

them, but they are actually two different sets of measurements. In
terms of the experience of care it is obviously possible to measure
10
patient outcomes and there is now a decade around the world of
validated

outcome

measures.

So

it

is

now

possible

to

systematically understand the outcome that a system produces for a
population. Again clearly that needs to be case mix adjusted. You
would for example expect sicker populations to have poorer
outcomes and higher cost and that is obviously the third part of the
20
triangle, which is per capita costs and so it is quite possible fina lly
at the bottom to understand best value is optimal outcomes at the
lowest cost. Excuse me.
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JUDGE NGCOBO What do you mean by a patient outcome?

BRIAN RUFF Can I have the next slide please? So this is just a
schematic, I do not intend that we shoul d look at this in any detail,
but at the end of the day when we talk about population outcomes it
is quite possible now systematically to say what is the system
10
producing for its population in terms of both longevity as well as
quality of life.

It is also possible to understand what the drivers

are of that production, why is one area or one system able to, after
having adjusted for that disease burden, produce better results in
terms of both longevity as well as quality of life. These are now
measurable, r eproduce-able scientific measures. Does that help?
20

JUDGE NGCOBO
later or is that it?

Are you going to deal with this at some point
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BRIAN RUFF

It is unfortunately a technical discussion which I

have not prepared to, but I can on this slide if you like.

JUDGE NGCOBO Yes, I mean people talk about outcomes. I am
just curious as a lay person to understand precisely what are we
talking about here. Are we talking about you know people getting
10
the right treatment and therefore getting better?
talking about?

How does one measure that?

What are we

If I go to a dentist

because there is a pain in one of my teeth and then he gives me an
injection and then I get better, is that the outcome that we are
looking for?

20
BRIAN RUFF Thank you. In the vision slide t hat I put up a few
slides ago I talked about Don Obedian, so Don Obedian is an
important health policy person.

It was the vision slide with the,
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sorry could you go back one more, one more, one more, another
one, this one ja.

Thank you.

Don Obedian talks about structure

and process and outcomes and I find this a very useful formulation.
And what he argues is that in order to produce good outcomes, we
need the right structures and the right processes.

You are very

unlikely to produce good outcomes unless you have both structure
10
and processes.

It is possible today to measure all three, and so I

guess what we are talking about is at a structural level do you have
the right capacity in terms of beds and clinicians and auxiliaries
and are those the right kin d of numbers.

If you do not have the

right kind of teams you are not going to produce the right kind of
outcomes.
20

In terms of process management, this says okay even if we do have
the right kind of team, are they following the right protocols.

So
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again there is now massiv e academic literature around evidence
based medicine and they manifest as clinical protocols that are
specific to diseases. So basically it says that if you are in cardiac
failure for this cause, then this is the best way of treating y ou,
these are the mixture of visits you should have with particular
people, these are the drugs that you should be on, these are the
10
tests that you should have. Okay. Outcomes are a product of both
of those, where the outcome is for the individual as wel l as for the
population and individuals and those outcomes are of two kinds.
Can I have the next slide?

One more, one more, one more, stop

there, go back, ja.

20
Outcomes for patients and for populations are both soft and hard.
The hard ones would be thin gs like longevity, and we are able to do
standardised mortality rates on populations so we know the kind of
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mortality, the longevity that we expect to see for a population and
we know for example and we can measure meanable deaths, people
who died for cond itions that are typically, when well treated, do
not result in death.

I will give you an example – people with

diabetes who die under fifty, that is a poor reflection on the system
at the end of the day and there are many of those kind of measures.
10
The soft outcomes on the other hand are the patient experience and
again there are validated survey instruments that one can set to
populations that say did anybody listen to you or did you have a
voice in the decisions that were made about you or your family
member how they were treated? When you were discharged, did
anybody explain to you what had happened and what was planned
20
for you in the future? All of these things are measureable. When
you bring them together they constitute outcomes and so typically a
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system, when you are looking at a system level, once is concerned
with all three – structure, process and outcomes. Does that help?

JUDGE NGCOBO Yes it does, thank you so much.

BRIAN RUFF Okay, can we move on back to the value contract?
10

JUDGE NGCOB O Ja.

BRIAN RUFF

Sorry one back.

So without going into the detail

and I have to say this is a work in progress, we are at the moment
working with the medical schemes in order to create a value
20
contract framework which reflects those outcomes and the fo ur
aspects that you can see that we are including in this approach are
first of all population outcomes, in other words the quality of life.
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So this is as I say longevity and quality. So second is around client
satisfaction, so am I as the patient or fami ly satisfied with the way
that I was treated in the health system and did it in fact enable me
to get back to work or whatever the other functional status is that
we are measuring.

That in terms of costs and this is very

important, that the costs are not only those that are experienced by
10
the scheme, but actually we are very concerned with out of pocket
costs because from the patient, from the member point of view they
are both real costs. There is no point in the scheme looking like we
are not spending a lot of money if all I am doing is transferring
more of that risk back to the patients pocket. And then the other is
social investment. We also know that the healthcare system should
20
never be planned and managed separate from the social support
infrastructure.

We know well from numerous studies and from

obvious first principles that if people have a medical scheme card
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as almost their only asset and they have inadequate social support
in terms of food and transport and shelter that in fact their
problems will end up in the health system which is often really
unequipped to look after them. So we have included it in the costs,
both out of pocket as well as some kind of measure of social
investment.

The implications being you need to measure all three

10
against each other.

And the fourth component is

clinician

satisfaction. You can never re -engineer a healthcare system if you
ignore happy clinicians. If clinicians do not come along in your re engineering it is not going to work. So I am not going to go in to
more detail than that, but I hope that is helpful. Can we move on?
Okay, in summary an optimal competitive health system looks like
20
the following. First of all on the supplier side providers competing
on value, on the funding side funders purchasing effectively on
behalf

of

their

members

and

the

State

framing

the

market
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efficiently.

And if we explore this one level lower; value

producing supply side, effective scheme purchases, consumers with
informed scheme choice and the State managing the capacit y and
managing the agents and underpinning it all – that supply matches
demand regionally and that within the region there is competition
on value. This is when I need the clicker – next slide.
10

So now we wanted to just show you how these components com e
together and where it goes wrong at the moment. I am not sure if
the clicker has arrived? No clicker, okay. Shall we try.

JUDGE NGCOBO I suppose we have no option but to try but if it
20
does present a problem please do indicate, thank you.
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BRIAN RUFF Okay. So given the framework we wanted to show
how these factors fit together and how they interact and please
interrupt me if it is not clear. So the first interaction is at the level
of the structural design and it is a question of the regional
population as we have mentioned in terms of its size and its disease
burden and how the capacity manages that demand and also how
10
that supply is customised for the particular disease burden.

As I

said in Northern Kwa Zulu Natal you need a different kind of
services than you may need in metropolitan Johannesburg. Next.
Within those structure we need to make the right treatment
decisions. In other words as a clinician when the patient meets the
clinical team, they need to make an unbiased decision that says
20
based on the clinical problem I am going to make the right
decision. Unfortunately we know that does not happen. There are
all kinds of unfortunate extraneous factors that impact on that. If
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that does work though, what we end up with is efficient utilisati on.
In other words if we have designed the system properly, the system
now runs at an efficient capacity – there is not too much and there
is not too little.

It is the Goldilocks solution if you like.

The

system then produces good quality health outcome s, carry on.

10
Now we bring in a new dynamic and that is the dynamic of
competition.

So this question of how the capacity is organised is

not only about you know do we have the right kind of primary,
secondary and tertiary services, but also who owns them. Are there
competitive provider networks and the influence if you look at that
level of competition, as well as utilisation it is that dynamic that
20
causes or creates a balance to pay a bargaining power. This is very
important. If you think about it, if in fact in theory all the hospital
beds are full all the time, then in fact at the negotiating table the
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scheme as a purchaser has a much weaker position clearly because
you know there is so much demand and vice versa obviously.

On

the other hand if in te rms of the competition side if one group owns
all the hospital beds, then again they are in a very strong position.
So both of these factors have a big impact on whether or not there
is some kind of balance to pay a bargaining power. Move on, next.
10
If the bargaining power works well then there is efficient pricing
and clearly this needs to be embedded in a payment mechanism to
support the right treatment decisions as we said earlier. So this is
not just about price, it is also about the construct of that payment
mechanism. Next.

20
And part of that needs to be around sustainable provider income.
In other words, I am a clinician or I am a team of clinicians, I need
to know that if I make the right clinical decisions all the time that
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at the end of the mont h the income that I get is okay, it does not
need to be excessive but it should not be non -sustainable. In other
words there should not be too little demand that actually if I do the
right thing all the time I cannot afford to stay in practice.

Does

that make sense? So getting that balance right is absolutely crucial
if you are going to have a market driven system. Next.
10

So the effect of efficient utilisation and efficient pricing is that
premiums are affordable, if premiums are affordable then we brin g
in healthy new entrants into the scheme environment, there is
growth in the local medical scheme pool. Next.

20
And that needs to obviously reflect back in the capacity. So that is
the loop.

Does that make sense?

So bringing it all together we

have tried to show how at least these first six factors are very
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important.

At the moment here is the problem, the industry is

extremely focussed only on that pricing, all the other factors which
you will see in this construct are more important than pricing in
terms of making sure that patients are treated at the right kind of
level, that utilisation is managed properly. If you get those things
right pricing becomes only a factor in the dysfunction.

Can we

10
move on? Okay.

I am going to map on top of this framew ork the role of information.
So the first question is how do we decide about what capacity to
license in a particular area and you will see that this is where the
disease burden index comes in so there is a formula that says we
20
will agree to so many beds per thousand covered lives, modified
because there are more pensioners or there is a higher disease
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burden, entirely feasible and I would argue an absolute pre requisite. Next.
We need to make sure that, and this is where case mix comes in,
that we make the right treatment decisions. In other words does the
patient with a particular problem reflected in case mix hit the
system at the right level, are specialists seeing primary care
10
patients, then you have a problem.

So we need to make sure that

the triag e system I described earlier is in fact working.
efficient utilisation, case mix adjusted production?

Is there

Again, is the

system seeing people at the right level. Move on.

Good quality health outcomes – so these are what we call the whole
20
system outcomes or the big dot outcomes.

So again as I showed

you in the golden triangle, are we producing the right kind of
outcomes given the population that we are serving, where outcomes
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is in terms of quality as well as costs and it manifests in affordable
premiums

as

expenditure.

reflected

in

the

premium

per

life

per

month

Carry on, and that at the end of the day people are

able to choose the scheme because they are going to give me access
to that kind of quality and the schemes are able to contract with the
provider networks in full knowledge of the value that they are as
10
suppliers able to produce for populations.

Then there is the question of equilibrium and disequilibrium.
Sorry, next arrow, and this is clearly again, this match between the
growing scheme population and the utilisation again at a regional
level. Does that make sense? So at the end of the day there is some
20
very basic information requirements at each point of this causal
loop in order to understand. Next please.
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None of this happens unl ess the State sets information standards
and obligations and I know you have asked a number of people in
the past hearings if this is possible through self -regulation and I am
sorry to say I do not believe it is. There have to be standards and
there have to be obligations and perhaps we will come back to that
in the discussion time. If I can move on to the next.
10

Now having mapped information on to this framework, this is the
same framework, I am now going to map the role of the State. And
perhaps Judge this will answer the questions for all of you around
that agency role.

So the first question is around this capacity

matching demand. So what we are arguing is that facility licensing,
20
in particular we are not really talking about clinicians here, we are
talking about hospital beds because they represent so much capital
investment so society. So that facility licensing needs to happen
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within the capacity that has been determined by that formula based
on the population. It needs to be reviewed regularly an d it needs to
be conditional on the fact that it produces good value.

In other

words if you get a license, but you produce bad outcomes
habitually and we cannot improve what you are doing, you need to
have that license withdrawn. Again as I said earlier, if there is no
10
failure how can we call this a market and I know it is not a market
failure, it is a regulatory failure, but I am quite happy with that in
the health sector because of the asymmetry of information.

The

next point about the State is that in order to understand quality
health outcome the State must set information standards and
outcomes and the obligation to both produce and share that data .
20
There has to be supervision of the scheme agency role, in other
words the Council of Medical Schemes had to be able to evaluate
the schemes that they are supervising for their ability to buy value
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on behalf of their members, not on other technical basis and I will
come back to, if you like, a discussion on the difference between
credentialing and regulation, they are not the same thing.

Let me

just say one thing, regulation is around policy formation and policy
aims and then doing what it takes to make sure that you hit those
policy aims iteratively again and again.

Credentialing is simply

10
saying

yes

you

meet

a

minimum

standard.

So

the

Health

Professional Council or the office of Health Standards Compliance
I argue are just

credentialing agencies, they do not have a policy

mandate and we will come back to that in our recommendations.
Finally there is t he agency role for supervision of the competitive
provider networks. Again you got a license to practice or you got a
20
license to build a hospital in an area, conditionally are you meeting
those conditions otherwise your license is subject to review. So t he
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State manages the capacity and it regulates competitive purchasing
and competitive supply. Can we move on?
How do we apply this to the current South African private system?
Again, same framework, now without diagnostic.

So here is the

problem, ther e is a lot of evidence now that there is excess capacity
in

some

areas

of

the

country.

In

general

overall

we

are

10
approaching four hospital beds per thousand members.

In some

areas of the country it is as much as five, even six beds per
thousand.

There a re historical reasons for some of that, but it is

not acceptable. In countries that have invested a lot of money and
time and effort in building up competent community level services,
they are now down to 1,5 beds per thousand and that makes sense.
20
If you have competent community services you do not need to put
any but the sickest patients in a hospital bed.

Having five or six

compared to 1,5 is in fact I am arguing largely our problem.

The
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second problem is that at the local or regional level we have
fragmented delivery and no teams as I have indicated.

The result

of these two factors is over -servicing and supply induced demand.
I must do more than the demand requires because there is an
oversupply and otherwise I do not reach my required income
threshold to simply be sustainable.

So this is not about doctors

10
being greedy, this is not about doctors being inefficient.

This is

simply about saying in an equitable world of demand, there is not
enough demand to go around for the supply so we do more, it i s not
a problem that you can solve at the interaction level between a
patient and their clinician.
system structure level.

It is a problem you must solve at a

The implication of that is over -servicing

20
results in over -utilisation.

Now we go back to this question of

ownership. We also clearly have two problems in the structure; we
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have a concentrated hospital ownership, on the other hand we have
isolated doctors working on their own. Next.
The scheme lacks bargaining power in respect of both, the result is
inefficient pricing.

We also use this individual fee for services

which as we have indicated before has the problem of fragmenting
teams and also of facilitating over -servicing.

We have as a result

10
of this, this need to target income and obviously ove rshooting into
excess in some cases, in some parts of the country. Next.

The result of concentration and of over -utilisation unfortunately is
areas of poor quality health outcomes and the variation that exists
across the country in terms of outcomes is a ctually enormous. Poor
20
quality drives over -utilisation so there is another little causal loop
right there. In other words, in healthcare if you do not do the right
thing first time, people come back and then come back and you re -
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admit and it drives your remission rate because you must re -work
until either the patient gets better or they die.

Over -utilisation,

sorry.
JUDGE NGCOBO

Why is that so?

I mean you talk about poor

quality which ensures that people keep on coming, so I am asking
why is there poor quality? Is it something that is deliberate or has
10
it to do with training or is it just not caring about your work?

BRIAN RUFF I think what we are arguing in this framework it is
none of those.

What we are arguing in this framework it is not

about the individual data, it is about the system is failing. So if I
go back to the earlier part of this graphic, at the end of the day if
20
there is a mis -match on the one hand and I work on my own, I do
not have a team, I am not supported, I do not have IT suppor t, I am
not paid for value, at the end of the day I cannot follow those
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clinical protocols properly.

To follow the clinical protocols

properly I must in a team, the team must have support staff, I must
be able as a team to proactively follow up patients a nd not lose
them when they leave the hospital or leave the consulting room. So
at the end of the day we believe it is a structural problem.

If we

want to produce quality we must think about the structures, in
10
particular we must think about teams and we m ust think about the
match of demand and supply.

JUDGE NGCOBO Wait a minute, are you suggesting that it is the
structure that makes those who are responsible for providing health
services not to perform, not to provide good quality service?
20

BRIAN RUFF Yes, we are suggesting that it is not the individual
agency, it is the structure in which the individual clinician works
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that results in poor quality.

It is a system problem, it is not

because individuals are either incompetent or not well meaning.

JUDGE NGCOBO

What about the individual responsibility?

I

mean these individuals must have taken some oath to perform their
profession to the best of their ability.

I mean why do we have to

10
excuse them for poor quality and leave aside the system?

BRIAN RUFF First of all, there are two answers to that. The one
goes back to information, they may not know, if for example we
have got a measurement that shows enormous variation between
different systems or different regions in the country, and that
20
through that measurement we know who the best performing and
the worst performing is in terms of standardised mortality, if those
who are the worst do not know that they are the worst they may
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believe that actually what they are doing every day is perfectly
acceptable. They do not know that they are producing poor quality,
in fact in every interaction that you have with clinicians in which
you are able to put, or hospitals I am saying anyone in the health
system, that your outcomes are much worse, we are seeing that y ou
have – and this is true in the public sector or the private sector –
10
that your outcomes are poor, the immediate response from the
supply side is our patients are sicker so in fact it is not really that
our outcomes are worse, if you could understand the patient case
mix you would see that our outcomes are not.

So unless you are

able to show that having adjusted for that disease burden, your
outcomes are really poor and they are poor relative to other people
20
in the same system who for the same kind of pa tients are producing
better outcomes. They may not know that at all, so that is the first
point that I want to make; that they are simply unaware that there is
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poor quality.

So again I am not saying this is about individuals.

The second point comes back to that structural point. With all the
best will in the world, you have chucked me into a system in which
I work alone so I can read the clinical protocols and I can do
through my best efforts whatever those clinical protocols imply that
I should do, but I do not have an infrastructure around me. When
10
my sick elderly patients leave my surgery, leave my hospital, I
have no ability and I have obviously explained to the best of my
ability and we know that patients in general are very happy with
clinicians in the private sector and they may try hard in order to
explain to patients this is what we need to do, but they have no
ability to follow up whether in fact what they asked the patient to
20
do or the therapies that they suggested or the investigations or the
follow up, whatever it is that the protocol would imply that they
ought to do, they have no way of knowing whether that happens or
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not. The next time they see that patient is if that patient arrives in
their surgery and that is the consequence of not hav ing a team built
around you with the ability to take on those kind of tasks.

JUDGE NGCOBO I can understand their inability to make a follow
up, but what I cannot understand is the suggestion that these
10
healthcare providers do not know that what they are doing is wrong
because the system does not allow them to know that. It just seems
to me that if you are a professional surely you must know when you
are doing something right and when you are doing something
wrong.

I mean if a person comes to your hospit al for a headache

and then you amputate a leg, surely you must know that is wrong.
20
Simple as that, you must know that is wrong.
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BRIAN RUFF

So let’s stick with the headache example okay. So

let us say the protocol says that a person of a certain age co mes
with a first time headache and that what you should do is observe
them or treat them symptomatically and let them come back and
whatever it is and you may say well there is a grey area here, it is
not black and white, I am going to err on the side of caution and I
10
am going to do a MRI scan for example and you know it may not be
strictly necessary, but no one is going to say it is bad practice.
How do we end up with a caesarean section rate of 80% and there
are lots of reasons for it – I go back to what I said earlier, at the
end of the day I do what I can do defensively because I am not part
of a team, I do not have a safety net made up of an infrastructure so
20
I am going to do what I can do.

When I go and see complex

patients and if I had a team there would be an infrastructure and a
safety net, I would bring them back, I would ask for this kind of
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follow up. Because I do not have that, I am going to ask a whole
lot of other specialists to see them, I am going to do whole lot of
radiology and patholog y tests, I am going to create my own safety
net as best that I can. That is structural at the end of the day. So it
is not that doctors are acting willy -nilly in diverging from
protocols, they are simply saying in the situation I find myself and
10
there is a lot of grey areas I am going to do what I can do in order
to do what I think is safe for the patient. The fact that at the end of
the day it also derives for me an income that is sustainable
obviously is another factor to think about as well.

JUDGE NGCOBO I fully understand when you talk about the grey
20
areas, but what troubled me is the suggestion that a healthcare
provider who is fully trained may not know that what he or she is
doing at a given time is simply wrong, just like the example that I
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gave you. I mean take the example which was in the newspapers a
couple of months ago where an individual goes to hospital, receives
treatment

for

whatever

the

problem

was

which

requires

an

operation, a couple of weeks and months to follow he has this
stomach pains, goes to various doctors, none of them are able to
diagnose this until eventually somebody suggested an x -ray and
10
then it is discovered that in the course of putting back what they
had done during the operation one of the apparatus that they used
was left in the stomach.

Surely somebody must know that is

wrong.

BRIAN RUFF Yes, absolutely. I mean there are clearly outliers.
20
Part of the difficulty in the absence of information is unless it is as
gross as the example that you mentioned, and as I s aid earlier we
do not know that behaviour is an outlier. I think there is also the
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frog in the kettle problem if you see what I mean. In other words
over time when people come out of the public sector, out of
academia and straight into the private sector they are often fairly
shocked at what is conventional practice but over time they get
used to it and the problem is that in this unsupported and you know
economically

sometimes

unviable

situation,

things

gradually

10
become, they start feeling normal even th ough we know they are
not normal and

in the absence of

information that becomes the norm.

data,

in the absence of

So what I have said today a

couple of times that our caesarean section rate being what it is, is
driven purely and only by the absence of tea ms.
think your

colleagues

on the

panel

will

That statement I

agree with me,

is

20
controversial. There are many private obstetricians in this country
who will tell you many other reasons and disagree with what I am
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saying and yet if you stand back I think i t is fairly obvious. Shall I
move on?
JUDGE NGCOBO Yes, now I understand what you are saying.

BRIAN RUFF

So at the end of the day, just to carry on with the

current diagnostic, inefficient prices and over -utilisation result in
10
unaffordable premiums. U naffordable premiums mean that we have
the smaller sicker insured population that we know we have today
with the consequent lack of growth in the medical scheme pool. If
you would just carry on.
Over-utilisation I think as you have heard from the various
provincial departments means that people come and ask for new
20
hospital licenses so the already excessive capacity gets worse.
Next. And all of this is exasperated by both the lack of information
as well as the lack of regulation. So, next slide. No you are going
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the wrong way. Oh sorry I am going too fast, I am ahead of myself,
apologies.
Okay, so just to kind of unpack how we get to this situation
because of the lack of information. So first of all this question of
how licenses are given and as I thi nk you have heard there is no
systematic calculation of regional disease burden index versus
10
capacity.

Next.

Because of over -servicing and supplier induced

demand there is an apparent under -supply. In other words we know
from the Council of Medical Sche me data that the admission rate in
the industry is sitting at something like 27%, I think about that, it
means that more than one in four people in this room will have an
admission this year, okay.

In most system in the world that is

20
probably double what it should be.

We know that over -utilisation

results in up-coding, in other words if I do something to a patient
that they do not really need, I must put on it a diagnostic code to
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justify that so that means the disease burden now looks worse than
it really is – up-coding.
expenditure, PLPM’s.

We know that this results in increased

Next.

We see the lack of growth in the

medical schemes and we see the excess capacity and it gets worse
and finally there is no systematic measure of outcomes at all.
Next.
10
And there is no measured variation around the consequences of
inefficiency and fragmentation on the supplier side.

So I think at

the end of the day we believe, and it is probably true, that if you
are in this health system at the moment if you have an acut e
problem, you are hurt in a motor vehicle accident or you have one
problem, the system does pretty well for you, it is well engineered
20
for that problem, but if you have a complex set of [inaudible],
chronic illnesses, social problems, the system is really not able to
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deal with you at the moment because of the way that it is
structured. Next.
In terms of State control, let us carry on, next. Facility licenses are
issued without consideration of the real demand and supply, next.
Facility licenses are never revoked because there is no measure at
the end of the day of health outcomes, next. The schemes, oh thank
10
you, okay sorry, apologies. Okay, there is a lack of support of the
scheme purchasing role and there, I think we have talked about the
supply side regulation already. Let’s move on. Okay, and I think
to some extent it became evident that a lot of the regulatory
functions have in fact been put on the back burner because of the
NHI, so in a way one could argue that we are in something of a
20
regulatory

vacuum

at

deteriorating. Next slide.

the

moment

in

which

everything

is
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DR VAN GENT

I missed the role of the administrators, the

schemes lack bargaining power but does it completely leave out the
role of the administrators from all the slides up to now.

Can you

explain why?

BRIAN RUFF

As I indicated I am talking about the combination

10
of the two, only later will I make one small comment about the
relationship between the two, but for now I am talking about their
purchase function and therefore it does not seem to me to be useful.
We can discuss whether in fact that relationship between schemes
administrators has an impact on their purchasing role and I am
going to make a comment on that in the next few slides, but up to
20
now I am really just talking abo ut them as a composite.
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DR VAN GENT Does Discovery and Medcheme have no bargaining
power?
BRIAN RUFF

I am saying they have far less bargaining power

than they should have but I am also saying is that they restrict their
bargaining power around a disc ussion around price against tariffs.
They do not at the moment concern themselves with contracting for
10
value because of the environment, they do not commission supply
side re-engineering because there is no data on the value in the
system and so I think t hey would be quite happy to compete on
value if they had to, but if they do not have to they will continue to
compete on benefits and price. Okay?

20
DR VAN GENT Thanks.

Health Market Inquiry

17th May 2016

Page 81

___________________________________________________________________

BRIAN RUFF

So in summary, here is our analysis of the current

health system as we indicated.

Largely on the top the individual

navigating the system really on their own.

In terms of the

underpinning of the system, in terms of the structural design, the
information in terms of availability and its use and regulation, we
are arguing that the state fails to manage the system capacity, nor
10
does it set data standards and obligations and its regulators fail to
police the demand and supply side role players.

In terms of the

demand side producing affordability and accessibility, there is no
data for consumers to make informed choice of scheme.

In other

words we are arguing. If you want a competitive system consumers
must decide I join this scheme because it is good at purchasing
20
value on my behalf. If that signal does not exist then I am go ing to
purchase it on all kinds of other things not pertinent to its
purchasing ability and in fact we

are arguing as a consequence
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there is a weak scheme purchasing environment.

On the supply

side in terms of incentives and production that there is no s upplier
performance data, there is nothing that says you as a system are
producing poor production and we know that one of the major
functions of regulatory agencies is simply to do research and
simply having transparent data changes behaviour fundamentall y.
10
That data does not exist in the environment at the moment.

The

result is a weak value producing provider environment and sitting
in the middle is the role of competition.

Because of these weak

environments on both sides, on the demand purchasing side as well
as the supply production side, there is scant competition and it is
all of this that is in fact at the end of the day disabling the market.
20
So that it our argument, oops sorry.
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I am going to now in the next three slides and then before
concluding just unpack the competition issues requiring attention.
So the first is the question of issues in competition for members
and choosing schemes and I am going to do each of these three
slides in terms of obstacles, consequences and solutions. So I think
that what we have argued in terms of obstacles, the first obstacle is
10
this question of weak regulation.

There is a dysfunctional market

place and this favours the encumbered. So again come back to this
point about the Council of Medical Schemes, since 2 007 there has
been a regulatory vacuum and there is no pressure at the moment on
the purchasers to create value.
value purchase.

They are not competing on their

In terms of the Medical Scheme Act and its

20
intention which I believe was a purchaser provider separation, in
which

consumers

purchase

high

should choose schemes

value

care

at

affordable

on

their

prices,

ability to

that

in

fact
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competition is not on value, but on benefits and price.

That in

terms of comparator information there is the unfortunate reality
that when schemes do construct low priced restricted networks or
low benefit plans, these are seen in the market place as being cheap
and nasty because there are no contrary information signals to say
anything different. Here is this point around the alignment between
10
schemes and administrators. We do agree that listed administrators
are not fully aligned to schemes because they take no risk on the
loss ratio of those schemes and because often the administrators are
listed companies, they tend to have a short term focus and we do
think that this is very problematic and in our recommendations we
have some thoughts to make on that score. In terms of, as we have
20
mentioned before, this national scheme plans or national scheme
options this clearly adva ntageous existing dominant schemes and
makes it very hard for regional or new entrants. The consequence
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of all of this is that schemes do not compete on the best value,
which as I defined earlier is optimal patient outcomes at the lowest
cost and here are some of the solutions.

First of all transparent

performance reports of the schemes in purchasing value would be
very useful.

We strongly recommend regional plans and regional

premiums for the reasons we have stated already. We also suggest
10
that consideration be given to aligning scheme and administrators
by a formulation around the loss ratio.

You may have seen the

[inaudible], this was mandated and it has come to fruition in the
last few months. What this basically means is that in terms of the
premium collected, the money collected from members that a
specified amount must be spent on claims, on clinical services,
20
perhaps 85 or 90% so that you cannot as an administrator spend
more than that 10 or 15% and obviously that figure can tighten over
time on anything except, you can only spend that kind of money,
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the 10% or the 15% on administrating and marketing etcetera, okay.
If you do you cannot dip below that 85% or 90% you must make
good the difference.

That would align the administrator and the

schemes and I think it is deserving of some consideration.
In terms of the schemes purchasing role, so if we are believing in a
purchaser-provider split then clearly this role is fundamental
10
importance. A couple of obstacles which I think some of which we
have mentioned already, namely the national mandate and I am not
going to go through that again. The second is the tariff. The tariff
is also in regulatory limbo as you know, the tariff has not changed
at all in over a decade, the de facto tariff is fee for service for
individual clinicians and line level claims in hospitals.

Big

20
problem. Another problem and this is a new one, is the reluctance
of funders and here I am talking about the combination of schemes
and there administrators to undertake macro leve l innovations. Part
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of reason for that is the very rich prescribed minimum benefits with
very poor mandated community level benefits and that is a problem.
I was involved in the formation of the DTPMB’s all those years ago
and I think we always understood that DTPMB’s would be matched
by a very comprehensive set of PMB en titlements at a community
level and that fact that it did not happen has resulted in us having
10
his hospi-centric system.

So for the schemes there is this very

tough gamble that if they un ilaterally invest in better community
services, hoping for a reduction in hospital spend and if it does not
work they are going to be more expensive than their competitors
and they just do not want to take that risk and so again a market
failure waiting fo r regulation.

There is also the free rider issue

20
namely that if I am a scheme or administrator and I invest many
millions in some kind of innovative supply side commissioning,
that I spend all of that money and all of the other schemes simply
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come along a nd they enjoy the consequences or the benefits of our
efforts and investment and so schemes and administrators think
twice before they do that. The consequence of all of this is that, as
I said we have a system that is good with defined acute episodes,
but when we have complex care there is lots of duplication, there is
over-servicing and there are gaps in needed care and that the result
10
is poor production, patchy quality and high prices.

The solutions

here again are regional purchasing, transparent repor ting and we
are also suggesting here that we need a new tariff schedule.

We

need a tariff schedule as is being produced in other markets around
the world that specifically funds teams linked to populations and
that rewards doing that well.

In other words we are basically

20
saying managed care and restricted benefits does not work, that we
have to return governance to the clinicians, the providers in the
system if we are going to make the system work properly.
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Third of all issues between providers – so how do we create
competition between providers and I think we have gone through
some of these obstacles. The absence of local teams or you know
branded systems

means that there is no systematic provider

competition for consumers and here what we are saying is that
10
hospitals are not systems, hospitals are just a platform at the
moment for individual doctors who do not co -operate and in fact
compete and they do not reach out and support community services.
In fact in many ways they are in competition with com munity
services.

That there is unhelpful competition between isolated

individual clinicians who have no organisational support and that
20
they tend to resist scheme network plan which offer them neither
security nor return their clinical autonomy and that i n this
environment the hospital national oligopoly networks prosper.
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That there is not comparative measures for either scheme or
consumer

purchases

on

which

to

base

their

choices.

The

consequences as I have said are the same and I am not going to go
through that again. The solution here in addition to the three that
we have mentioned already is that there should be regular scheme
contract review and re -tender. In other words the schemes need to
10
be reviewing the performance of those contracts all the tim e.

I am going to move on now to the last couple of slides which are
our recommendations.

Sorry can you guys move it on, the clicker

is not working. Thank you.

20
So here are our recommendations for enabling market competition
in the South African private healthcare system.

On the structural

side we believe there is a need for State supply side planning as
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well as new delivery models.

We think that licenses should be

conditional on their ongoing value production and that there should
be licenses specifica lly in under -served areas and clearly there is a
relationship between new delivery models and underserved areas.
At the end of the day if you say we are only giving licenses in
underserved areas providers would have to create new, efficient
10
models because their current models simply would not make money
in those areas.

So there is a very important linkage.

Obviously

and I think many other people have argued for mandatory income
level membership and I do not need to make that case again. We do
think there is a case for strengthening the scheme role as a value
purchaser, we think it is implicit in the Medical Schemes Act, we
20
think it needs to become clearer.

In terms of tariffs as said there

needs to be a population value tariff for integrated teams with
rewards outcomes.

In terms of competition we believe having
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regional scheme options with a national risk equalisation fund
would help a lot and also this question of aligning schemes and
administrators with a minimum loss ratio is something else to be
considered.

In terms of production we need to produce routine

system performance assessments, information we need mandatory
data standards and transparent information sharing as well as
10
routine reports of both the performance of the schemes are
purchasers and of the healthcare systems

as producers.

And

finally we need regulatory control, in other words oversight of the
demand and the supply side players and we need to disqualify
habitual failures in order to make the purchaser -provider split
work.

And the wa y that we suggest this might be packages, and

20
these are essentially the same recommendations is that first of all
we believe there is a need for a new national supply side regulator
which would have a mandate for capacity planning as well as for
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incentivising new delivery models, that would give conditional
licenses in particular in underserved areas and that would produce
performance reports on the supplier side.

We believe on the

demand side that the Council of Medical Schemes mandate should
be expanded. It should include the income level mandate, it should
strengthen the scheme purchase role, it should produce population
10
value tariffs, regional schemes and minimum loss ratio.

And

underpinning all of this is the State also needs to mandate data
standards and reports and there needs to be regulatory oversight
and exclusion of failure on both demand side and the supply side.
Next slide please.

20
And finally just to say how would one move from where we are to a
unified

healthcare

system

producing

universal

healthcare?

Obviously this is a tactic that we believe needs to be seriously
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considered and in fact one often adopted by developing countries.
At the moment we have a two tiered system in which high income
people access costly private services and everyb ody else goes to the
State.

It is very typical of emerging economy arrangements, it

reflects income and wealth distribution, it is fragmented, it has got
silos and the results are not great, wasteful and it is inequitable.
10
Next.

We also know, sorry you skipped one, can we go back? Thank you.
We know that there is an emerging middle class who at the moment
have a choice to unhappily use the State services or struggle to
meet the high prices of the private sector, I think as we indicated
20
right in the begi nning. In a market solution this gap market would
find that effective competition has created new and better models
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of service which are able to match the needs and the affordability
of the consumers. Next slide.

In time, as the middle class grows and t he supply side would grow
with it.

In other words as there is hopefully over time increasing

income equality so the health system manages to evolve towards a
10
unified supply side.

We do not know that it is possible to avoid

that tactic. So that is the en d of our formal submission. Thank you
for your time.

JUDGE

NGCOBO

Thank

you

for

your

very

informative

presentation. Regrettably we are running out of time. We are just
20
left with about ten minutes of questions, hopefully we will bear
that

in

mind

whe n

we

raise

questions

with

you

as

so

to
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accommodate the rest of the presenters who are yet to come after
your presentation. Shall we start with you Dr Bhengu?

DR BHENGU Thanks Judge, thanks Brian and Ridwan. I will just
start with questions that are mor e clarification based on your
presentation.

I just want to be clear that underlying your model

10
here is the belief that there is an oversupply of practitioners and
beds in the private sector?

BRIAN RUFF I guess what we are saying is there is a mis -match,
whether there is an oversupply or an undersupply of members you
could frame it either way. There is certainly a mis -match.
20

DR BHENGU Well I am basing it on at least the one instance on
slide 9 where you said too few funded scheme members for
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available beds and physicians so you are saying it is not an
absolute oversupply, it is more based on geography?

BRIAN RUFF

I guess there are two answers.

The one answer is

yes, we are saying relative to the current 8,8 medical scheme
members there is a vast over supply.

Is it everywhere in the

10
country? No, it is not. There are certain areas as I indicate where
there is a vast oversupply, there are some areas where in fact there
is an undersupply for example Polokwane at the moment, the data
shows that there are far too few beds and doctors given the demand
that has been created I guess because of Gems. So it differs around
the country, overall yes I believe that the sector, given the capacity
20
beds and clinicians could easily be looking after some double the
number of members that the medical schemes have currently got
enrolled.

Health Market Inquiry

Page 98

17th May 2016

___________________________________________________________________

DR BHENGU

Thank you.

Now also on slide 26 where you say

scant competition disables the market – I do not have problems
with the other parts except I just need clarification where you sa y
there is a weak scheme purchasing environment. The question here
– is it because medical scheme will not purchase in a way that
10
favours or supports cost effective care or are you saying they
cannot.

BRIAN RUFF

I think a bit of each. I think they do not have to

because there is no consequence of not doing that, they do not
compete on that basis.

I also believe and I think as we indicated

20
earlier if the environment existed in which they were rewarded with
more members because they purchased on value t hey would
certainly do so, but that there are other factors that would have to
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be addressed in order to make that possible.

For example there

would need to be clear reports on the relative merits of contracting
with system A versus system B, otherwise the y would struggle to
make a decision with whom to contract and so obliging the data
that would enable them to make that decision would be a pre requisite to ask them to do that. So it is a bit of each I think.
10
DR BHENGU

I am saying as things stand they are the ones who

are sitting with all the data really , with the full view of the hospital
event for example and no one else in industry has that.

BRIAN RUFF

They may have more data but they do not

necessarily have all the data that they require.

For exa mple

20
mortality data is not regulated. If you went to the cast majority of
schemes at the moment, and asked them for their mortality data,
how many of your members died and when did they die and of what
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did they die, you will find that the data is not ther e, it is missing.
They may have a general impression, but when you go and look at
the data in some detail there are problems of sensitivity and
specificity. There are people who have died and they are unaware
that they have died, there are people who the y think have died who
have not in fact died.

So the data is in fact both missing and

10
inconsistent. So they have a lot of data but it does not follow that
they necessarily have invested the time and effort to make sure that
they have all of the data that they require.

DR BHENGU

Okay, thank you.

On slide 28 you say only listed

administrators are not aligned to scheme loss ratios and have a
20
short term focus. Do we have supporting data or any proof that this
is a problem, of only the publicly trading ad ministrators or as
opposed to those that are privately owned?
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BRIAN RUFF

I guess that is an intelligent hypothesis, I do not

know how one would prove that.
have a different incentive?

Do self -administered schemes

I guess they do.

Do they perform

differently? I would guess they do, but I do not have data to prove
that.
10
DR BHENGU More the administrators that you are referring to, I
am thinking you were talking of for example the Dicoveries which
are listed as opposed to administrators who are not?

BRIAN RUFF

I think it is a balancing act for them.

On the one

hand one obviously, the interests of the schemes in growing, on the
20
other hand the interests of the shareholders and for those people
they have to think about that balance all the time.

If there were

and I do not want to make any comments on the virtues or the non -
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virtues of them being non -listed companies, obviously being listed
means they can raise capital to do other things which may be in the
interest of the members.

I am not going there at all, what I am

saying is that the problem with being a listed company is that your
financial performance is scrutinised every six months and that has
an influence on your thinking.
10
DR BHENGU So it is more that logically it makes sense to arrive
at that co nclusion, not so much that we have seen that or we know
that?

BRIAN RUFF Yes, I think as I said it is an intelligent hypothesis.

20
DR BHENGU

Ja, linked to that again I think slide 30 you are

recommending that regular scheme returned and contract review
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would be one way of dealing with this but isn’t that driving exactly
the short term vision that you talked about?

BRIAN RUFF

You know I think at the moment if the Medical

Schemes Act intended that selective purchasing was a fundamental
tenant of efficienc y, in fact we have seen very little selective
10
contracting.

So I guess what I am really saying is was there an

environment of selective contracting what we are saying is the
performance of the people with whom you contract initially based
on presumably one has a contract with them on the basis of their
value production – what we are simply saying is that data needs to
be reviewed regularly, one should not just say we are going to
20
contract with you or build a network around you in some kind of
perpetuity and therefore over time that value may disappear and no
one reviews the contract.

So I am simply saying that at every
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level, if we are going to say to hospitals your licenses are
conditional on you continuing to produce good quality, not at the
credentialing level, but at the outcome level then I think I am
saying we must do the same to schemes.

DR BHENGU Thank you, I have got that. You also indicated that
10
you are working on some schemes to start developing this value
contract framework, but how do you d o that when on the supply
side there still are problems that in my view would not enable the
contracts that you are talking about, for example the integrated
practice model is not feasible if only because of HPCSA rules.

20
BRIAN RUFF

I guess in starting PP O-Serv that is our gamble.

Our gamble is that we can, despite the unfavourable environment
find mechanisms with which clinicians can work together in a team
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and that is really what we have spent this last year trying to do.
Hopefully we will succeed.

DR BHENGU Now looking at the model I missed where you said
triage happens because it is obviously critical for this to be
sustainable and the issue of specialists overwhelmingly treating
10
primary care conditions should be eliminated and I could not see in
your model where that triage happens?

BRIAN RUFF

I think that is where we talk about the multi -

disciplinary team.

In other words the multi -disciplinary team is a

team in which there are both specialists and GP’s and auxiliaries
20
and that they are paid as a group. In such a scheme the ratio if you
like of specialist to GP is going to be much more efficient because
at the end of the day in that kind of system you want to make sure
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there is an enormous amount of task shifting, that system creates an
incentive to make sure that the patient is treated at the level that is
competent to treat them, the least expensive level that is competent
to treat them.

So simply by creating multi -disciplinary teams and

paying them by value I think it follows that we will no t have as we
do now, as you correctly say, having specialists behaving like
10
primary care doctors.

DR BHENGU But where does not triage happen? Inside the multi disciplinary team or outside and if it does, I see you nodding, do
you suggest inside the mu lti-disciplinary team which obviously
raises the question of special interests and supply induced demand,
20
is that a risk?
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BRIAN RUFF So that is the point about the value contract. So at
the moment if I am a general practitioner and I am earning
whatever, R300 for a consultation regardless and I get an elderly
patient with social and multiple clinical problems who in reality I
should spend an hour and half with, I simply cannot afford to so I
am going to refer her away to a specialist who is probably goin g to
10
put her in a hospital bed because there is a team of nurses – so that
is how it works at the moment.

In a multi -disciplinary team

actually from the team perspective there is every reason to try and
deal with the complexity of that patient fully becau se now we are
being paid based on that persons outcomes.

So now we do what

makes economic sense – we spend the right kind of money, we put
20
the right kind of co -ordination, we put the long term proactive care
in

place.

So

in

the

value

contract

where

value

outcomes
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predominate, I do not believe there is any perversion.

In the

absence of outcomes then clearly there are.

DR BHENGU

Ja, that leads to the one area that I found missing

and obviously very comprehensive model and that is how within
again that IPU the issue of remuneration, of the payment system, I
10
suspect maybe this would not be the place to try and get into
technical detail but as a follow up I would like to get a sense of
how you propose this.

It is important because you are proposing

that for the first time we have different disciplines working as part
of a team.

So we do know that now we pay practitioners drives

incentives so if you already saying that triage happens within that
20
unit, it becomes that much more important to know how the
remuneration model is structured.
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BRIAN RUFF Yeah, I think key in a way to stop seeing the patient
as a series of services and to start understanding the episode that
they have and to attach that to a global fee of some kind and then at
a

population

level

to

start

accepting

and

understanding

the

variation that team versus other teams produces and then in a way
that team becomes a self -standing business and they say we know
10
we are good because there are the outcomes and therefore we are
going to price ourselv es to reflect the value that we are giving you.
So I think even in the current environment actually it is possible to
achieve all of that, clearly one of the reasons that we are sitting
here is because in the regulatory vacuum it would be really helpful
to have an environment that if you guys were able to recommend a
20
regulatory environment that embraced team work and population
meds and that would obviously be very useful to us, but we do not
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believe it is impossible to do that right now and that is what w e are
doing.
DR BHENGU Ja, we have lived through revolu tionary approaches,
I am thinking here the Sanlam Health JV, the initial version of
Sanlam Health, why should you believe that this model will be
acceptable to especially practitioners?

Is there an y work that you

10
have done that gives you comfort that this would get traction?
BRIAN RUFF That is great question. Ridwan lived through that.
This is why we left Discovery very frankly, at the end of the day
the idea behind PPO -Serv is that we work for t he clinicians, we are
not a managed care organisation and we do not work for the
schemes.

I think what the difference is, is that for selective

20
contracting to work the providers must be organised and they must
be in control so the organisational structure must not be the scheme
is in control and it creates the networks. We believe that for this to
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work people on the provider side get together in systems in which
they are in control and they contract with schemes on the basis of
the value that they can prod uce, not the other way around. And so
we very carefully are working independently for the clinicians, that
is quite different to either of those experiments which did not go
well as you say.
10
DR BHENGU Last question really relates to networks – it is clear
that you do believe that provider networks have a role to play in
providing cost effective healthcare. What is also consistent across
all of the providers, whether you are looking at independent
hospital, you are looking at the pharmacies, it is clear that as things
stand now those are very much disadvantaged in terms of not
20
having scale, not having the geographic distribution in getting into
the networks. Are you comfortable that this would go some way to
address that issue or it is really not at the centre of what you are
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trying to do because at the end of the day the independent
practitioner, the small hospital group probably have value to add
otherwise we are left with again further consolidation?

What is

your view in your model here?

BRIAN RUFF

I think that is primarily why we are suggesting

10
these regional options, for exactly that reason. We in a way, if you
think about it, imagine we had ten or fifteen regions each with their
own schemes, in a way what you have got going then is ten or
fifteen different experiments and because you are producing data
that shows how they are working, you have variation, you can see
what is working well and what is working badly and the successful
20
experiments

will

be

adopted

and

spread

and

that

is

how

improvement actually happens. So I think at the end of the day that
is comparative data and that regional purchasing is a pre -requisite
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for making the market work in addition to within those regions
having consolidated integrated systems that compete on the value
proposition.

Without that we are going to carry on in the same

status that we have been in all along. So I guess what I am arguing
is the networks as we think about them at the moment, they are not
really networks at all.

They are just price guarantees, th at is all

10
they are and they do not particularly, they are not organised to
produce value and they do not get rewarded for producing value
and so we still have the typical model of practice today amongst
general practitioners is people working alone. There are very few
partnerships and even when they do work under the roof of a
supposed network typically they are just independents using a
20
facility in the same way specialist do in hospitals.

So we do not

really have any networks I would argue at the moment, aside from
maybe the CDE, the Centre for Diabetes and Endocrinology and
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again they restrict their influence to patients, the diabetes of
patients.

They

do

not

necessarily

deal

with

all

the

other

complications of those patients, so I would argue we do not really
have examples of integrated team work in this country in the
private sector.
DR BHENGU Ja, the regional model is obviously quite central to
10
what you talk about and one possible question is would it not be a
further fragmentation of risk pools, but that was a question I had
and later I think I saw you referring to that and REF. Is that your
recommendation, that you are not talking regionalisation without
REF?

20
BRIAN RUFF

Yes, I think that is very important because I

recognise the problem of fra gmenting the risk pool into whatever
ten or fifteen different regions. So we are seriously saying the risk
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pool needs to be looked after and there needs to be some kind of
equalisation at a national level and so we are saying that the
premiums at a region al level would be a blend of the local
performance on the supply side and a blend of the demand or the
disease burden on the demand side.

I think it is just a formulaic

approach and I think that creates in a way the best of all worlds.
10

DR BHENGU Thank you very much.

JUDGE NGCOBO Mr Ruff you have been talking now for the past
two hours and ten minutes, will this be a convenient time for us to
take a break perhaps?

And then we can continue with questions

20
thereafter.

BRIAN RUFF Sure, as you like.
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JUDGE NGCOBO Okay, very well. We will take a fifteen minute
break and come back here at about 11:25. Are there representatives
of Bankmed and Medscheme present?

No, yes?

Okay, I just

wonder if you could come forward for a second, just take a seat
next to the microphone there.

Is that Mr [Mosomotane?] is it?

10
Yes, do you have any time constraint, like flights that you have to
catch that we should be mindful of in planning the rest of the day?
[inaudible]

JUDGE NGCOBO

Ja, you may not be okay as the time goes on.

So I am trying to look beyond the okay time.
20

KEVIN HERON Judge, Kevin Heron on behalf of Medscheme, we
have no time constraints, we are fine thank you.
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JUDGE NGCOBO It is good to hear that. Okay, so I will work on
the assumption that you are okay, that Bankmed is okay until it
becomes not okay and it might be too late by then to tell us that.
Okay, very well shall we take a fifteen minute break and then we
come back at about 11:25. Thank you.
10

20
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SESSION 3 CONTINUATION OF PRESENTATIO N BY BRIAN
RUFF.

PROFESSOR SHARON FONN You mentioned that um, that there,
that people are required to reach a particular threshold, um,
occupancy

threshold,

volume

of

threshold, some sort of threshold.

patient

threshold

or

income

Is there any evidence o f that?

10
Do we know if any of that happens? Do you know if that happens,
or do you know where we should be looking for that sort of
information?

DR RUFF I think there are clues, um, and I think that the clues are,
I guess, in two areas.

The one clue i s when there is the

20
performance of a surgery or a performance of a type of admission,
um, in which you see massive variation. So again variation is the
key to everything. In parts of the country, um, the incidents of the
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surgery is a third of what it is in other parts of the country or vice
versa.

And despite some sort of disease burden qualification and

there is no reason to justify.

I think that there are quite a lot of

these examples, I can tell you from my own historical work that I
did whilst still with Discovery some of those examples but I no
longer have access to that kind of data, if you like. I think that that
10
is probably the right way, I mean, obviously you can compare with
the international norms in terms of the same kind of thing but I
don’t think if that is terribly useful because the context are often so
different, but in certain instances for example children under 12
have had tonsils and adenoids and at the end of the day you would
have not thought this and again you can look at this eno rmous
20
variation around that kind of thing. And then of course there is a
relationship between simply as I said room as law, the relationship
between

the

numbers

of

beds

per

thousand

medical

scheme
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members in a particular area, um, and the admission rate a nd there
is clearly a very strong statistical correlation between the two. But
then again to prove that you need some kind of, because you need a
numerator and a denominator, you need a regional system in order
to create a denominator, national denominato r and that is why it
does not help you.

In creating those, a lot of the work that I am

10
referring to, we did a lot of work based on the US Datmith Atlis. If
I could just spend a minute on that. The Datmith Atlis is in fact a
project that goes back to, I think to about the sixties, it is about
forty or fifty years old. A lot of the Obama care, the insides of the
Obama care comes from the Datmith Atlis. And essentially what it
does is it says define organically the tertiary referral regions that
20
exist. A nd they do so simply by a mechanism of saying a referral
neighbourhood, if you like, is one that has both cardiothoracic and
neurosurgery and then it looks at the suburbs or the wards, or
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whatever it is, and it says, who were the people in those areas that
used that particular facility and it simply says by neighbourhood, if
sixty percent of the people in that neighbourhood used that hospital
then they are part of that neighbourhood. So they create a situation
of organic referral regions.
Discovery data.

We did something very similar using

We ended up with, I don’t know, like eighteen

10
regions or so and we were able to characterise, using them as the
denominators, we were able to characterise populations and start
exploring those differences and the result s were very interesting.

PROFESSOR SHARON FONN Are those, were those results ever
presented in the public domain?
20

DR RUFF/CEES VAN GENT To a limited extent. Early on in the
project I think there were certainly differences in terms of beds and
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admission rate, that kind of stuff was presented. Um, I don’t know
what has happened in the past eighteen months.
PROFESSOR

SHARON

FONN

Um,

you

spoke

about

people

making a choice of a medical scheme based on value. Um, if I was
going to join a medical scheme, what data should I want to know to
know if my scheme is offering me value or not?
10

DR RUFF So I think it works the other way, frankly.
this is where we get it wrong at the moment.

I live, and

We buy a national

medical scheme because that is what is on of fer.

Actually, what

becomes more important is that I live in an area, there are a couple
of competing systems in my area and I am talking about urban
20
metropolitan areas. It is probably not going to play out like this in
small towns, O.K., but in areas th at are big enough to compete with
a number of systems.

I am much more aware of their production,

Health Market Inquiry

Page 123

17th May 2016

___________________________________________________________________

those systems, and what I am interested in is which of those
systems that are in my local area give me access to that system at
that price. Do you see what I am saying? So I don’t necessarily,
my first question may not be what’s the scheme that I am buying
but which system do I want to be part of and my second question is
how do I get to that system, which of the schemes operates in my
10
area that gets me acces s to that system at the price that makes the
most sense to me.

Do you see what I am saying?

That is a

different way of thinking about it.

PROFESSOR SHARON FONN I do understand what you are saying
but that doesn’t exist. So, in order to make, I think th at this is my
20
next question but I will just check first, yeah, that is exactly what
my next question is. So, your argument is what I need to do as a
member of or a person who might need health care is that I want to
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say that I know me and I am generally q uite healthy but I might get
breast cancer and I might, um, have a baby and my child might
break it’s ankle so I want to have a good enough person to fix my
child’s ankle. I want to have a good enough oncology or whatever
else I said, I want those things too.

I want to be sorted out so

that’s there and those things are sorted out and I prefer that doctor
10
because, I don’t know, they have an orange tree in their entrance
hall, because I don’t know a good doctor from a bad doctor so, I am
not sure how I make that decision. So, for that rationality to work
that system to exist, you already told us of the one thing that has to
happen, when Dr Bhengu spoke is that we would be able to work
out all those teams of people that would be able to work with each
20
other, so I would be able to have my breast cancer treated and my
GP will also know that I shouldn’t have some drug that interacts
with my breast cancer. Now, is it necessary, what else besides an
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integrated team is required to change to make that possible? So let
me give you an example. There are already big hospital networks;
you described them as an oligopoly.

There are already national

schemes. In the current system, without taking a part, Discovery as
the biggest national team, or Gems is the other big closed national
scheme. Or taking a part in the hospital systems, can your system
10
work. In other words, your idea is one example of how you might
change things. What are the barriers of making that happen, what
has to change? And in the existing system where there are national
schemes, can we say to national schemes that offer regional
options, is that enough? How do you see that working?

20
DR RUFF Yes, I think that regional construct is key, so I see no
barrier to, I think if you see the way it works, I am reluctant to
mention the US but we know how bad as it has now been a decade
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of reform but up till then it had been working quite well. It does
form an example of how I would imagine it happens, both on the
demand side and on the supply side. There i s nothing to stop you
from having a national headquarters of a scheme or hospital. The
role that they should play is, I guess, a role of developing the
assets that could be used by their regional offices wherever they are
10
and

obviously

they

should

also

pl ay

a

role

of

information

generation. In other words, they should say to regional A, there is
something really interesting happening in regional F and learn
about it and think about it for your area. But the actual sale of the
scheme and the actual contra ct with the hospital, or the hospital
getting into bed with the regional outreach program, or whatever it
20
is, that needs to happen at a regional level. So there is no, I am not
saying break up Discovery, not for a minute, or Gems for that
matter, or Bonit a’s, not for a minute but I am saying oblige them
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from saying, define a region and oblige them to play at the region.
Some of them may choose to play all ten or fifteen regions. Some
of them may only choose to play in five or six of them and not to
go into other ones.

That does not matter.

The way that they are

sold is regionally, based on the excellence of their contracting and,
you know, at the end of the day, let’s be frank; premiums of
10
schemes are largely a reflection of the production on the supply
side. So, you know, in a way, if I am able to do interesting things
on a regional level and I am contracting with the guys that are
doing the work and helping them and I am part of that assistance.
In this vision the scheme role changes completely. It goes to what
I believe the designs of Medical Schemes Act really intended and
20
that was be really good at selective contracting as a mechanism of
buying value.

But actually the control of the day to day

interactions, now stops being benefits, our focus sto ps being on

Health Market Inquiry

17th May 2016

Page 128

___________________________________________________________________

manage care and benefits our focus starts to be on the governance
decisions made conditions in those teams. And frankly, that is the
only place where it can work.

Manage care by a nurse sitting on

the phone a thousand kilometres away from the bedside simply does
not work. It drives clinicians crazy, it removes their autonomy and
it adds no value.
10

PROFESSOR SHARON FONN

I want to just make sure that I

understood what you meant when you were speaking about your
issues between members and sch emes, you made the point that if
you do try to create these lower prices restricted networks, people
see them as cheap and nasty, am I correct in understanding that
20
what you said in your explanation around that was that if there was
outcome

data

that

was

m ade

publically

available

and

understandable, I would then know that I am choosing something
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that looks maybe cheap and nasty or the other people call it cheap
and nasty, but actually is appropriate care that I can pay a lot more
and have the same outcome f or paying less. So, am I right in that
understanding?

DR RUFF Absolutely.
10

PROFESSOR SHARON FONN And then I wanted to understand
also your issues between providers. Was I correct in understanding
that when you transcribed the preferred provider networ k as they
currently exist that one of the problems that exists, there may be
others, I don’t know, um, that the scheme takes no risk in relation
20
to the preferred provider network?

So the preferred provider

network tells the doctor, you may spend X amount and you can do
these tests, but takes no risks and the doctor takes all the risks by
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following the schemes rules and so if there is an adverse outcome
the comeback is to the doctor? Am I correct in that?

DR RUFF Partially, I think what I really meant was that typically
those networks guarantee members, no co -pay. In other words they
are part of the PMB requirements. They are around the price of the
10
service.

They are very seldom around the price of anything more

than that. O.K. to the extent that there is very little risk involved
in that there is very little risk in transfer of it either way. Let me
perhaps make a general point that is not directly to your point. But
in general clinicians cannot take a risk; they do not have a balance
sheet. It is very simple, if they do well, you can recognise it but if
20
they blow the benchmark and they dip below it, you can’t go back
and try recouped money from them, from where will you recoup it?
To the extent that schemes try and get clinicians to resign those
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kind of risk transfers. They simply can’t and they won’t.

This

exercise is simply futile and that is why the schemes have solvency
so they can do that.

PROFESSOR SHARON FONN Um, I think when the clinicians
have presented to us their notions of risk is the notion of poor
10

outcome that they carry.

So they say that in the managed care

environment or the provider network environment the scheme or the
HMO or the managed care doesn’t take the responsibility for the
patients’ health and that is the risk that I bel ieve they mean.

DR RUFF So I think that that is correct because they retain the
management scheme and the benefits in the construct that we are
20

putting

together

to

show

the

value

contract,

those,

that

responsibility for the outcomes goes back to the clini cians. But it
does not go back to the clinicians alone as individuals.

It goes

back in a team with proper staff support and proper IT support ect.
So the chances of poor outcomes, if you believe at the end of the
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day that the outcomes is poor, outcomes i s a creation of what I
indicated where protocols have been ignored not wilfully but
simply because it is not possible to follow them.

You enable

clinicians to do so because the support systems exist; I think there
is ever chance that you will develop bett er outcomes.

PROFESSOR SHARON FONN The one challenge that, I want to
10

understand the barriers to entry.

So you spoke about the system

and the way that the system is unresponsive to innovation.

Um,

and so the one issue that um, Dr Bhengu explored with you was the
HPSA, um, limitations on teams that you believe you can work with
in the current system.

Are there any absolute barriers that stop

innovations that could be the one, you have described that there
could be others and you believe that there are oth ers?
20

Are there

any other barriers to entry that you see block innovation?

DR RUFF So I think what we said was unresponsive to both
innovation and failure. Failure is important at the end of the day if
you believe in a market system. I think the blockag es to innovation
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in that national network that you mentioned; the short term is a
block.

If I am only thinking about the next year, actually

innovation in the health system, you know, is not something that
happened in a year. It may take three years, it may take five years
it may take ten years, it requires investment. At the end of the day
the short term focus is a major problem, um, as well.

The other

problem is that schemes, I think wrongly, think that in order to
10

embrace an innovation it must be in our benefits. If it is not in our
benefits then I can’t embrace it.

Now that is clearly wrong as at

the end of the day your job is not just as a scheme manager to
create the benefits.

Your job is to contract on behalf of a

population at that value at th e end of the day. And if you manage
to do that within a contractual framework, you’ve got to see
benefits only as a guide at the end of the day, and if you can’t
20

embrace something that you can put into your national benefits then
how can you ever change?

So, there is timing issues, there is

national issues, there is benefits issues and there needs to be a
whole lot more.

There are no particular rewards for innovations.

All of them are barriers to entry.
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PROFESSOR SHARON FONN Let me understand, not in th e
schemes interests, so in theory the scheme is a mechanism of
representing its members.

So, I’m expecting my scheme, if it is

going to give me something good that it is in my interests.

And

then you’re, if I am interpreting you correctly, are telling me that,
no, the scheme is something separate from its members, that there
is something called the scheme interest which isn’t the interest of
10

its members. Have I interpreted you correct?

DR RUFF No, I don’t think so.

I guess what I am saying is that

when you do something that is really innovative, right, and it would
be of great value to the schemes members locally, but it doesn’t
exist nationally, O.K., they stand the chance, and I am subject to
correction here, they stand the chance of counsel saying to them
20

now effectively you’ve got discriminatory benefits.

You are

offering benefits to these people where you are not offering
anywhere else and you might need to go and get some kind of
exemption.

So, yeah, I am saying that’s the problem with the

national thing, um, the other point is that if you embed it in your

Health Market Inquiry

Page 135

17th May 2016

___________________________________________________________________

benefits, the way that I am describing, you can’t do it unless it is
national, so how do you embrace that innovation? So, yeah, do you
want to add anything?

PROFESSOR SHARON FONN My last quest ion is a little bit
outside of your presentation.

You spoke a lot about doctors

working as individuals, and by that I understood you to mean that
10

they don’t work with the other practitioners, so if I understand
what you were meaning by that, if I’m a doct or I can refer my
patient to a specialist who is very good at diabetes and I could also
get a nurse who goes home and checks that the patients are
ingesting their um, blood sugars but they could also be, I don’t
know, wrapping their broken toe or they coul d be doing something
else.

20

So that’s what you meant a multi disciplinary team.

But,

doctors do work in teams, they work in single teams, IPA’s if they
are GP’s they work as the cardiothoracic team, they work as, I
don’t know, the specialist groupings tha t they do get together.

In

that instance why are they working together, in your opinion, what
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are they doing in those teams and how does it benefit health
outcomes?

DR RUFF I think that there is a distinction between societies and
teams. Societies which obviously can have a mandate are there to
partly to negotiate tariff prices with schemes and partly to defend
against what they may see as incursions of whatever kind against
10

their members.

They are not teams.

How can you be in a team

with someone in Up pington with someone that lives in East
London? So, they are not teams at all.

PROFESSOR SHARON FONN And in those societies in which
they operate, and now I take the distinction, um, you say they
discuss tariffs and they tell us that they don’t. They sa y that it is
20

not legal so the question is what we were told by one society was
that when, sorry by an individual who is a member of a society, not
by

the

society

itself,

that

when

doctors

feel

they

are

not

remunerated properly they get together and they di scuss codes.
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Um, do you think this happens and do you think that this has an
impact on what schemes land up paying professionals?

DR RUFF So, let’s understand what a tariff system is.

A tariff

system is made up of a code that represents a service, attac hed to
that is a billing rule, which is how and when you use that and
potentially a relative value unit and fourthly a price for that
10

particular year.

There is an open question; codes need to reflect

current practice, at the end of the day, where do they come from?
So codes need to be reviewed.

New codes need to be brought in

and codes that are no longer relevant need to be got rid of.

The

rule around when you can use that code and how often you can use
it and in which circumstances, all of those at the moment, I think it
is a little unclear to me what is meant to be produced.
20

If the

clinicians don’t produce them then who is going to produce them?
So they have to do is get together to discuss that but I guess what
they are not allowed to do is set a pr ice in a particular year. It is
unclear to me whether they are allowed to say in this schedule of
one hundred codes that if the average is one then we recommend

Health Market Inquiry

Page 138

17th May 2016

___________________________________________________________________

that this one should be .8 and this one should be 2.3, I don’t know
the answer to that. So th ey have every interest to get together but
what they are not allowed to do is to say to doctor A and to doctor
B that this is the price that you pay in a particular year. So I think
that is the distinction, and I guess at the end of the day, what the
individual doctor decides to charge is their own business. However
all the other compoments, those first three, components are in fact
10

the discussion between the societies and the schemes.

But I am

talking about teams on the other hand, now I’m talking about
commercial teams that need to work in an incorporated practice.
Collaborate fully within that practice and therefore can’t possibly
bill on a fee for service basis, they need to have an arrangement
with the scheme in which they are paid for looking after and a
population to which they are accountable.
20
PROFESSOR SHARON FONN I do understand your model.

I am

asking you something else. Do you think that doctors collude?
DR RUFF I think that, in other words, and here is the question that
I think you are as king, are societies colluding or not? I think the
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answer is, and I don’t know the answer to that, but what I am going
to say is that societies have some responsibility and that the tariff
schedule has some representation, on the other hand, if I may, I do
think that as the competition stands on the ground today, there are
problems in both the vertical and horizontal conditions.
words,

In other

as we heard earlier, there are specialists competing with

General Practitioners, on the other hand, people who s hould be
10

working together, for example, obstetricians should be working in
teams with other obstetricians and staff in order that they can
produce as the health care profession is a team sport, after all.
O.K. so that is the problem, both vertically and h orizontally and the
only solution to my mind is teams that compete against each other.
JUDGE NGCOBO If a patient feels that he or she has been
overcharged by a physician, what remedy does he or she have?

20

Does the patient have a body to complain to?
DR RUFF That would depend on whether or not they were a
scheme member and the first port of call would be the governance
scheme and if they fail to get any satisfaction then they can go to
the Counsel of Medical Schemes or to perhaps the Professional
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Counsel. If they are not a member and it is purely on a cash basis,
I guess they would not go through the scheme step, but that is my
understanding at the end of the day.

JUDGE NGCOBO The Health Professional Counsel is responsible is
it not for dealing with such c omplaints?

10

DR RUFF Yes, but I suppose what I am suggesting is that if that if
they expected what the cost of it was to be covered by the benefits
of their scheme then they would first go to that step.

And when

that failed, that the scheme had adjudicated that inappropriately
then they would appeal against their scheme with their regulator.
So, I guess that if you are a scheme member, in addition to the
Health Counsel, there is another route that you may well follow as
20

well.

JUDGE NGCOBO What stake does the health care professionals and
the counsel use to determine whether or not what you have been
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charged falls within the acceptable rate or whatever you define
these rates or tariffs?

DR RUFF I am sorry, I have no idea.

DR LUNGISWA NKONKI Thank you Dr Ruff and colleague for
your interesting presentation. Um, my first question is around our
10

optimal integrated local system you called Co -operative Care.

To

me it does bare some striking resemblance to the suggested District
Health Care teams that ward bas ed in the primary health care re engineering. So first I would like to just get your comment in that
because I have seen later on in your presentation you talk about
moving closer to a unified health system.

But first, if my

observation is correct?
20
DR RUFF I think structurally they are very similar.

I think that

the difference is that they are commercial and that they are not
funded through a budget.

They are funded through a commercial
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contract that includes some recognition of their outcomes.

So,

yeah, otherwise, structurally they are very similar.
DR LUNGISWA NKONKI Thank you, so then in slide twelve you
said that the planned local health care system require seventy
clinicians per hundred thousand um linked members.

So what is

the basis for these numbers is this based on your current covered
medical
10

scheme

members

or

your

expanded

demand

as

you

discussed later on if their prices would be reduced to the additional
middle class gap to be effective? I just want to understand what is
the basis of thes e?

DR RUFF

As I indicated in the beginning, I spent a lot of time

prior to Discovery working for a transitional arrangement and that
ended up with me working for a hospital strategy project and I
20

ended up working in the Gauteng Health Department in a tec hnical
task team and we spent a lot of time understanding these kinds of
norms and standards. In BPO serb now we developed what we call
a dynamic capacity planning model. So those numbers were purely
illustrative because clearly if you had a hundred thou sand people
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and very few of them were elderly and you had a very young
population

versus

a

hundred

thousand

of

them

which

were

pensioners in a ratio of fifteen percent, then clearly the kind of
team that you require in terms of its size and competition is very
different.

So we developed a model that we think is the efficient

structure from the clinician’s point of view, which is based on the
composition of that population whoever it claims to be.
10

It is not

terribly hard to do that if you have the right ki nd of data.

DR LUNGISWA NKONKI These numbers would vary depending on
the different regions not necessarily provincially as you have
explained, but this was just illustrating for this type of O.K.

So,

then um, my second question is around your discussion on the type
of information that the consumer requires to make a decision about
20

schemes.

Professor

Fonn

has

already

asked

what

types

of

information will be required and your response was that we would
have to think about it slightly differently in that wha t system you
want it to be served by. So what I missed in your presentation was
the role of brokers.

So in your new imagined system we are
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thinking differently, we are thinking about what system we would
like, what would be the role of the broker, or doe s the role of the
broker exist in your system?

DR RUFF I think that I am going to avoid that question.

I don’t

really know, um, it depends on what they do. At the end of the day
if they are able to assist people regionally to navigate the system
10

then I guess they will have a role. If the data is available around
the performance of the systems and it is fairly easy to look at the
schemes operating locally and can determine which one gets me
access to the system that I want at the best price. It may be e asy
for me to do that without an intermediately.

But I don’t really

know the answer to that; I am not in principle in favour or anti
brokers.
20
DR LUNGISWA NKONKI O.K., thank you. Um, the other thing I
missed in your imagined, and I think it was asked by two different
panel members, it was a different question, is the role of the
administrators and what they are.

In the current system we have
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four profit administrators, um, third party administrators who do
compete to offer administrative services to diff erent medical
schemes.

So what I would like to hear from you is how can their

competition be enhanced and what are their limitations of their
competition?

DR RUFF I think that I am going to refer back to that construct
10

that we proposed that their interes ts and the schemes interests be
fully aligned through the mechanism of a predetermined claims loss
payout ratio.

Um, if I think at the end of the day, the other

question that you may have asked is the question um I guess the
size of the scheme or the size of the administrator, does it matter,
at the end of the day?

I suppose those are competition questions

which are beyond my competence for me to answer but it does seem
20

to me that if you have ten or fifteen regions, um, that this issue
becomes less of an issue in other words, it becomes quite possible
for a local player who is only playing in one region to, because of
their local knowledge to put a product on the table despite, you
know, going up against one of the major players, because of their
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local knowledge.

On the other hand you don’t want to deprive

consumers of the economy of scale of having a big player that has
invested well in a whole lot of tools that are also able to increase
the value to the consumers. So there is a balance between the two,
at the end of the day. So I do think you need competition between
administrators and it is important but I think that having too many
small administrators who are not investing adequately in the tools
10

of management is also a problem. So I think a balance in-between
is good.

DR LUNGISWA NKONKI O.K., thank you.

DRS CEES VAN GENT I skipped some of my questions, first I
took too long and your own current African set up and the barriers
20

that you find yourself placed against.

And we spoke about the

local scheme idea, uh, which apparently increased the interest of
the local scheme to your ideas, because your new company would
also start up at the local level probably, so I understand it. But so
what is in it for the doctors to co -operate in a new set up like this
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because I could see, you know, you are working and trying to set
up multi teams in order to give the best cost effective, but also the
best service to the patient. But in doing that it will probably also
be a bit of a substitution from the profession al industry. So what is
in it for a doctor to co -operate with you?

In a second, maybe we

will get out of this confusion, secondly the doctor and what is the
role of the HPSA’s ethical rules, does it help you, these rules? Or
10

would you rather have them a bolished?

DR RUFF So, what’s in it for the doctor?

On our experience on

the ground is the following; your character as a doctor, your
personality is key, so what we typically discovered that people who
are collaborative by nature find the model interesti ng, um, people
who like to work on their own and want to be autonomy don’t. So
20

the way it really translates and effectively, just for your interests,
is that we typically find older clinicians, you know in their fifties
and onwards, are usually very inter ested as they are pretty tired of
practicing on their own without the support and they like the idea
of collaboration, they like the idea of a specialist or becoming a
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consultant again and not just, you know a cog in the wheel. Young
clinicians who have j ust come out of academia and are a bit
shocked that they have come into this highly individualistic
unsupportive career and they like the idea because especially
because we are producing at the moment and in the last fifteen
years

sixty-five percent of ou r undergraduates

are women and

obviously many of them are of child bearing age and they like the
10

idea of working in a team because the hours are flexible and they
can hand over their patient in a responsible kind of way to someone
who has the same record, and we discussed this patient many times
in a multi disciplinary meeting.

So you know, just in terms of

income, the specialists have mostly said to us that is not only about
the income, I am earning a lot of money but my life if fairly
dreadful because I am scared to go on leave because my locum
20

takes over my practice and if you could just make my work life a
bit more bearable.

For General Practitioners the opposite is true.

Most General Practitioners are really struggling and the idea that
they stop being so marginal and peripheral and actually take a more
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appropriate role and earning more money is obviously more
attractive to them.

DRS CEES VAN GENT And how do the rules keep you from
setting up a more efficient system?

DR RUFF So, you know I think first there is the intent and then
10

there is the rule. Fist of all the intent of the ethical rules, I think, I
only conceptualised this as a group of clinicians working in a group
and they are framed in such a way that it prevents clinicians from
referring patients between themselves purely for the purpose of,
you know, each charging them for services.

I guess, bonusing, I

think for that practice, you send me more patients and I will give
you a bonus. It is obviously an unethical rule in the sense that it is
20

trying to stop that kind of practice.

I don’t think that they

conceptualised the situation where there is team working together
and are paid for and a population in an accountable way.

It has

been quite an exercise for us to go and get legal opinion and legal
structure around how to create a contract in which first of all
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clinicians can work together in a team and second of all to engage
with BHF who have been very accommodating in order to create an
integrated team practice number so that we can bill .

So that the

clinician can have two identities, one on their own and one for the
team.

And then to talk to the schemes about a contract in which

they can pay for a team as well as a value that the team creates and
then fourthly this question of with us running as a team, how do we
10

split up the money between the individuals. At the end of the day,
this is the same kind of problem that you would have in any
professional practice. We have come up with guidelines as well but
ultimately at the end of the da y it is a company and the company
directors, if you will, will determine that. I guess what I am saying
is it is possible, but it has involved a whole lot of careful
constructions, it would be really useful if in addition to the FIFA

20

Service there was ano ther construct that said if you were working
in a team, here are a whole lot of supportive structures that exist
for you to practice in that way.
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DRS CEES VAN GENT Will it have been discussed within the
commission that determine the ethical rules?

DR RUFF So, given the chaos at the Health Professional Counsel
we went ahead and engaged with the lawyers that advise us and we
followed their advice very carefully.

10

DRS CEES VAN GENT I understand, thank you very much.
Another question is, I was going to ask y ou a bit about your
experience at Discovery, not because it is Discovery but because it
is a big administrator, of course. Could you engage in that, can we
talk?

DR RUFF I think in general terms, sure. In specifics obviously I
20

was an executive member in that company for a long time and I
don’t

think

that

compromise them.

you

can

ask

me

say

anything

that

could
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DRS CEES VAN GENT Let’s try. Um, so you are responsible for
the collection and collation of large amounts of data at Discovery
and tried to make a sense out of that data in the sense of guiding
the bargaining process of Discovery with the hospital groups on the
basis of this data, the data that had been collected from the
patients. This data was turned into information on the quality and
the servic es provided years before that. You must also then have,
10

probably because you told us that you had been there for sixteen
years. Some ten years ago Discovery tried to publish a bit of this
data in the public domain and quickly thereafter uh, abandoned tha t
effort. That must have been under your responsibility or you have
been heavily involved in that? Can you tell us about that?

DR RUFF The Hospital Rating Index? I still have the scars. Yes,
20

I think that it was the right thing to do. But typically of Discovery
they were a little over ambitious and did it too quickly.

But the

real reason that it had to be withdrawn at the end of the day, we
overcame all the issues around, you know, politically, people were
upset about us technically they were a tax on us. All the medical
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schemes were remarkably supportive of our efforts and we did
engage technically. But the one barrier that we could not overcome
was the quality of the coding and that meant that we weren’t
necessarily producing very meaningful result s and the reason for
that, and we had our own coding reasoning in the hospital groups.
So I commissioned a sale which was done between our coding unit
and Life coding unit and we asked them, so in fact we had codes
10

that came out of hospitals, produced by their case managers on the
notes that they had available.

Codes that came out of Discovery

out of our Manage Care Operations and codes that came from the
hospital bill and codes that came from the doctors.

And then we

took a set of real patients and we g ot everyone to code and there
was very little coincident. So I sat down with the coding managers
and I said “Why is there such poor agreement on the coding?” And
20

they said, “The basis on which everyone is coding is the hospital
notes and it did not have access to the doctors notes.”

In fact if

you just stood back and looked at the quality of the coding the best
coding we got by far, was the coding we got from the doctors. And
the reason for that was that everyone was coding from minimal sets
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of data.

They just did not have enough clinical information from

the pure hospital notes to be able to code properly and so we
ultimately decided that it was not a responsible thing to do until we
could oblige a certain standard of coding.

Um, and that did not

happen and so it never got publicised again.

A lesson for

everybody.

10

PROFESSOR SHARON FONN Can I just ask further on that? Is it
possible that it is not the notes but the information that made the
difference?

So the doctors had the patients there and with a

patient, you’ve got high blood pressure and you are obliged to put
high blood pressure down because you could go and ask them in the
hospitals if they are using the hospital notes. It may have been that
they did not have the information but that they ha d a different
20

motivation on how they compiled their code.

DR RUFF I’m sorry, the hospital, how the hospital coded or the
doctors?
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PROFESSOR SHARON FONN The hospital code.

DR RUFF My impression, for what it is worth is that each of the
major hospital g roups have a coding team that trains the case
managers.

A technical team basically and they do their best and

they spend a lot of money on that. They just don’t have the access
to liquid notes.
10

I don’t think that there is anything sinister about

it, there is no money attached to it.

The provision of the headed

data on the hospital bill does not carry any monetary weight it is
just a contractual obligation until it turns into a DRG or whatever it
is and in that world we did do audits and that is where th is kind of
founding that we came to.

I don’t think that there was anything

sinister. Where I do think that there is something sinister, you got
to ask yourself is why do the doctors not write in the hospitals
20

notes and that brings up that maybe another w hole kind of can of
fish called indemnity, O.K, so the doctors tells us that we don’t
write in the doctors notes because we’ve been advised that if there
is a claim, as you know, in the last couple of years indemnities
have

become

very

vast

where

lawyers

h ave

piled

into

this
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environment.

We need to be very careful with what we write on

those hospital bed letters because it could be used against us.
that

indemnity

function,

where

we

really

have

lost

So

control

completely in the private sector and it is cre ating all sorts of
difficulties and perversities in a way you could describe some of
that.

At the end of the day if I am a doctor and I am working

unbelievably hard and I only earn when I do stuff, to sit down and
10

write a detailed note in a hospital bed l etter, is really not in my
interests as it just slows me down.
but I protect those notes.

I may do so in my own notes

So there is a dysfunctional relationship

between the clinician and the hospital and it is made crazy and
worse with this indemnity stuff that is going on at the moment. So
the coding is bad again, not because anybody is evil or anything, it
is just because coding is bad because the system does not support
20

good coding.

That is not to say that there are some individual

doctors who code unb elievably well, but I don’t think that you
could blame the hospital networks for bad coding.
think it happens.

I just don’t
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DRS CEES VAN GENT So we had the hospital groups doctors a
couple of weeks ago.

And of course we had them as they were

referred to our questioning of our doctors to the hospitals, and they
told us all of them were all in the midst of quite comprehensive
programs and had a hold of their own data and the quality of how
they provided and um, I think it was Mediclinic that said that they
were going to publish these data this year on all of their hospitals,
10

comparable.

You tell us now, Dr Ruff that these data does not

actually reflect quality provided by these hospitals because they
themselves are not sure what the data is about in terms o f quality?

DR RUFF So let’s make a distinction between structure, process
and outcomes, O.K.

Clearly the hospitals can’t produce outcomes

data. If the patient leaves the hospital and dies at home, well then
20

the patient goes from their hospital to anothe r hospital, how would
they know?

So they are in a position to do population outcome

data, however what there has been in the industry or rather what I
think should give the industry credit is a program now known as
Best Care Always.

What this program Bes t Care Always is based
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on an IHI a healthcare methodology and it has been a project across
private and public sector, in which I think there is five bundles of
care and many of the hospitals that have adopted that methodology
have measured its own and thei r clinicians are compliant with the
processes that are implied in those bundles whether it works around
surgical

site

infection

or

ventilator

acquired

pneumonia

and

certainly they are measuring that kind of data and there are
10

conference that are happening and the Best Care Conferences that
happen in conjunction with HASA every year, there is more and
more data coming out of that.

It can clearly publish but they are

not in a position to publish, I guess, the point about the schemes,
never mind the hospitals , is that they have fairly, although it may
be thin data, it is enormously broad about the experience of their
members in the system, so yeah, those differences are important.
20
DRS CEES VAN GENT I understand that we can’t go on too long
on this topic, so t en years ago you tried to publish through
Discovery and there is a culture behind it. And after ten years you
have tried to make this data more robust.

It must be by now.

It
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must be robust enough by now data to be used in your negotiations
with hospitals and with your consultations with doctors and these
data is being used extensively here in these negotiations between
Discovery and the hospitals and the doctors at the moment, and my
question is, I am actually quite surprised that some of this data
which are robust enough are not being published in the medical
schemes by the administrators. Ten years after you first tried doing
10

that, am I correct in being surprised?

I mean there must be data

that is meaningful at the moment, especially if you really, um ,
mean

what

centeredness.

you

say

that

the

whole

thing

is

about

patient

There should be data available in these highly

sophisticated administrative schemes already.

They should be in

the market, that is my idea and what would you commence on that?
And secondly, that being true are there other considerations in the
20

large administrative schemes that could be published?
DR RUFF I am not sure that I agree with your conclusion. I think
that at the end of the day there is an absence of some kind of a
requirem ent that everybody participates, why would they do that?
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If that happened out of Discovery, I haven’t worked in any of those
schemes, um, ....

DRS CEES VAN GENT They would for an example publish them
themselves. Um, why would I as a patient not consider that to be a
positive fact?

For me a factor for me to chose a medical scheme

say between Life or Netcare?
10
DR RUFF I guess at the end of the day if I am fully competitive
and I am doing well with the status quo, I am the encumbered, it is
a road that I may not chose to go down at all. In other words it has
upsides but it also has downsides.

So, I think that this idea that

there is this self regulatory benign environment is just untrue
frankly. I don’t think that you would get that kind of shared data
20

unless you oblige it. Can I just say, personally, after the Hospital
Rating Index we spent, as we’ve indicated that we talked about
death data? We were spending a lot of money um and taking some
individuals complete time in order to clean up the death dat a
because measuring health systems mortality as a source of outcome
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became a crucial part of our journal.

I don’t know if any of the

other administrators had done that, I have no idea.

That was ten

years ago and we concluded that there was no point on th is
adversarial relationship between schemes, hospitals and clinicians
and it made no sense.

And it actually did not make sense for us

who had as I just said we had a very broad data with the
populations as a scheme. If we had it, they didn’t. So we star ted
10

instead putting our efforts into supply side so that we started
putting ourselves and into care support projects in which we
worked collaboratively with providers to improve quality integrated
care for our high needs members.

And we spent our last sev en

years at Discovery; a lot of the focus of what we did was on that
kind of care and co -ordination. Now, care co -ordination turns out,
it is an important compoment of integrated care that if you do it on
20

your own as a scheme, it is like a band aid on a g aping wound.
Care co-ordination that is done as part of an integrated system is
going to be multiple times a better system and that is why you see
us sitting here.

We understood that our journey of clinical data

needed to move away from the schemes and b ecome an asset of the
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providers. I guess what is a little surprising is that we decided to
do it, no-one else.

DRS CEES VAN GENT I want to understand correctly that the
conversation that I had with the hospitals where they want
government to standardise i nformation by all means, what I said is
that there is a role for the individual groups in relation to society
10

and there is a collective role in which they can collect and not sit
and wait for the government to ultimately decide to put this on
their agenda. Um, thank you, um, briefly touching on your prior
experience again, you told us that the schemes and administrators
don’t have enough bargaining power, although I asked you already,
um, that you know, does that also count for Discovery, because
Discovery itself explains to us that it has enough bargaining power

20

in its admission.

And then you told us that they contract largely

on price and not on value, you are absolutely right, they do that on
prices and that the interests of schemes and administrations might
not be freely aligned and you referred to maximising, actually, I am
not sure that that is not the ultimate solution, perhaps transparency
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could add to it. But I want to talk to you about bargaining power
and contracting on prices. So, you know, i f I am looking from the
outside,

looking

from

Discovery

and

Medscheme,

they

are

representing quite a bit of clients for the hospitals in these
negotiations um, what I tried to understand is why one of these,
perhaps the more sophisticated, I don’t know who se that, why not
one of these does not try to enter volume and into the negotiations
10

and make it more of a value proposition than just price driven
negotiation. If you stick to the price negotiation at an international
level, of course, the rest is left a t the local level and competition
for dynamics and competition for the doctors will be at the local
level and define ultimately volume in quality. So why is it that
these three large, and one you have thought a lot because of the
strategies within Discover y, you have thought about it quite a lot,

20

why is it that these large entities do not succeed in making these
negotiations and not on the value proposition?
interest that they are powerful enough?

Is it not in their
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DR RUFF So, I think that a lot of it ha s to do with the national
mandate and with the oligopoly structure. In other words, we had
long hard discussions about could you exclude certain hospitals
that were performing poorly within the network arrangements.
O.K. And I don’t think it ever happen ed. It was extremely hard to
achieve that at the end of the day because, in a way, I guess the
conditionality
10

or

if

you

were

having

a

really

tough

tariff

negotiation, at the end of the day where you were going to
seriously exclude, let’s say you couldn’t come to a decision on a
tariff and you came to January the 1 s t and you potentially don’t
have an agreement so when your members come to the front door to
the network hospitals around the country they are turned away or
they are asked to put cash up front o r they are asked for some kind
of co-payment.

20

So, obviously some of the regions of the country

there is only one hospital, so effectively you don’t have the ability
to you know, play hospital groups off each other. So at the end of
the day, as I have tri ed to argue all along, national mandates
becomes enormously weakened the national scheme negotiating
power, um, even if, and it is very unlikely that the scheme is going
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to

expose

it’s

members

unilaterally,

um,

to

whatever

the

implications are to that nego tiation failure.

DRS CEES VAN GENT But I am referring to Discovery which is
representing roughly one third of the market.
isn’t it?

It is a huge entity,

And it could possibly exclude Netcare from its networks

or start to exclude a selective few if the y do not agree.
10

But my

question was not about selective contracting; my question was why
are these administrators succeeding in making these negotiations
richer?

Inserting

quality

and

volume

elements

into

the

negotiations.

DR RUFF I think the quick answ er is that they don’t have to, so in
other words there is not a framework that obliges them to do so nor
20

is there a framework that supports them in doing so.

So on both

sides; they are beginning to do this in a very attentive way. Both
of them not trying to rock the boat but signal that they are going in
that direction.

My personal view is that it is a little bit futile in

that this requires, sorry ...... does that mean we have to leave the
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building.

I think that what it means is that we thought that we

required a great deal of bravery.

There was a quantum leap

required at the end of the day, but in an environment where there is
not a whole lot of support for doing that nor is there any obligation
for doing that, you can expect it to carry on very slowl y and
excrementally. If you want it to happen in a big way, you have to
make it happen.
10
JUDGE NGCOBO Sorry, can I put the question differently? Cough ...
Is there anything that they would have gained by negotiating on
volume and the other reasons.

I kn ow there was no structure that

compelled them to do so but is there anything that they stood to
gain by negotiating on these factors?

20

DR RUFF Um, there are lots of obstacles.

The other obstacle, I

will give you an example, we were still with Discovery an d there
was an attempt between Discovery and Mediclinic to put a network
plan together.

It was a rich plan looked on face value with every

reason for it be successful. Um, it failed ultimately, not because of
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Mediclinic or Discovery, but because the spec ialist omissions in
four of the Mediclinic Hospitals, um decided that they would not go
along with the plan. So in that instance, you had a situation where
in a way the fragmented supply side of the admissions made the
third party feel that it was not saf e and they did not feel that it was
worth their while, felt it had compromised the economy and
decided not to go along and it simply did not grow.
10

It was

marketed and it grew to ten thousand lives and it then dwindled
away and it got shut down. So yes, I think there was an attempt in
some instances to do that. But I think that the bigger point here is
that at the end of the day if there isn’t a clear environment that
says I aggressively create a value network and I am able to, there is
clear recognition that that value network is of such value in terms
of better quality and local lower costs to the conventional one, then

20

well, it is fairly risky and if all it is going to be is another marginal
plan, then it is fairly risky and I am unlikely to do it.

So the

answer partially is that they don’t have to do it but the second point
is that the environment does not necessarily give them major
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recognition for doing it.

So there is no real reason for doing it

either, so I think that it is both of those really.

JUDGE NGCOBO But does it increase their profits?

DR RUFF Well, I guess it certainly would improve the quantum of
their profits in the sense that they would attract more lives and that
10

they would attract more admin fees because of those lives and I
don’t know if it would necessarily increase their margins or their
profits.

DRS CEES VAN GENT In your answer you sort of um, refer to
rocking the boat and avoiding rocking the boat. Would you typify
what it is that after you rocked the boat ten years ago? Did you try
20

all things not to rock the boat? The sensitivities in the systems in
these groups between the hospitals and there are certain specialists
in these hospitals that keep you from entering into a contract or
keep you from almost entering into a contr act between Discovery?
Is the system itself avoiding to rock boats? Now what is that?
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DR RUFF So there are two different things that you are conflating
and I would like to separate them. Is the system very comfortable
in that status quo, absolutely? In our experience, now, trying to do
something innovative with new models is spelling it out for us
every day, without a question. Was that Mediclinic and Discovery
an example of that, no it wasn’t. I think that that was more of an
example of a dysfunction al situation where they could not bring
10

along the clinicians where it was the clinicians own insecurities
that conflicted between the two.

DRS CEES VAN GENT That is very good, thank you very much.
Just to finalise my questions, um, capacity plan.

You se em to

expect a lot from planning from structuring the government and the
intervention of government through the authorities. Uh, and I am a
20

bit more sceptical, but I am from the Netherlands where we do have
quite a bit of government intervention in the in dustry.

Capacity

planning and I am aware of what you are saying looking at the
demographics of the area.

How many people in that demographic

profile ect and then make your plans. How many beds do we need
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at this quality ect ect and then we need a tender for, you put out a
tender for these beds, um now we have an area that is more or less
in balance. Mpumalanga is in balance. Parties are at ease with one
another, there is not a lot going on in Mpumalanga, you know.
What now, I mean there is no necessit y according to your point of
view. There might be a new entrance. Likes to challenge this cosy
situation but they can’t because you forbid them Mr Ruff? Um, a
10

second one might want to enter from India, and they are disruptive
because they have completel y new ideas on how to service
Mpumalanga with its cosy situation and that would pose a threat to
existing parties on a much deeper level. It would also pose a threat
maybe to the SBA’s rules. How would you expect them to impose
these rules in this organi sation that will have to deal with your
planning systems? I also have to think of Eastern Germany in the

20

old times when they did a lot of planning. How do you expect the
civil servants to deal with you know the competition aspect of new
blood and the dis ruptive kind of innovation that nobody can plan
for?

It is just a creative innovator; you yourself may try to enter

the market?
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DR RUFF So first of all I think that the question that I would like
to answer although you scattered through the structural pla nning.
And what I think is it seems to me that there are two competitors in
which information is asymmetry mostly found between individual
consumers and a supply side of finance and health care and if you
don’t regulate those two properly that is where yo u get the biggest
disasters and for reference, I suggest that we look at the US? O.K.
10

Kind of obvious and the reason that you need structural planning in
health care in particular is because obviously of the two problems
of risk pooling, there is moral ha zard and because of the urgency of
health care there is asymmetry of information. So it is your choice
in a way, you have three choices, there is the national health
system, the problems of which we know, there is low productivity
and low service responsi veness.

20

If you have a completely free

market you are going to have pretty much what we have at the
moment, which is a free for all. As the minister said the other day
a thousand applications for new hospitals around the country. And
it is not surprising that there are so many, so if you believe in a
modified market system, if you believe in a purchaser provider
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split, then the things that we have suggested around the State role,
namely capacity planning and a powerful regulator on the demand
side and a p owerful regulator on the supply side.

Those are

prerequisites if you can’t swing those, don’t try to have a free
market, simple and that is the one answer.

The second answer is

that in terms of new entrants, so we have recommended specifically
that licences should be limited in both time and conditional, O.K.
10

for that reason so that every now and again it is opened up and new
people come in and they make a bit and if they win because they
are able to convince the regulator that they have got something
interesting well then they go for it.
then other people will adopt it.

If it works in that province

So there is a mechanism, I think,

um, it is a problem if you give somebody a licence that they think
that it is forever, and that is not O.K.
20

You got to be able to fail

and you got to know that it is time limited, it is twenty years, or
twenty-five years and then it is going to go up for tender again.
The other issue, I think that it is perfectly clear in my view that the
fellows who ran the Counsel of Schem es between I guess, the late
nineties and 2007 they were pretty competent. The work that they
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did was based on the Dutch System and they were a handful. Four
or five of individuals who were working very hard.

This is not

enormously, I don’t believe that it can be that difficult but you
have to have the political will.

DRS CEES VAN GENT Thank you.

10

JUDGE NGCOBO Thank you. Help me understand the model of the
system of health care, the health care system that you are
proposing. As I understand it emph asizes the State management of
the structural capacity of the system, is that right?

In addition to

that it emphasizes the need to define and also to regulate the
demand on the supply side of the system is that right?
DR RUFF I think what it is that we ar e suggesting is powerful
20

regulatory

agencies

that

could

not

be

themselves

doing

the

purchasing or themselves doing the production, they should be
through research and through policy aims, they should be making
sure that the businesses that are taking respo nsibility for the
purchase and the responsibility for the production are actually
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doing a good job and they should act on the behalf of the consumer
if they are not doing a good job.

JUDGE NGCOBO

And one of the key elements of this system is

emphasise on the need for the existence of information. And also,
the need to regulate the establishment of health facilities is this
right? Now, in so far as the regulation of facilities, uh, would that
10

require something akin to the certificate of need?

DR RUFF Yes, but based on a sophisticated application and
applying only to hospitals and hospital beds. I think that it is futile
to attempt to supply to a certificate of need for individual
conditions. And frankly it is not necessary.

20

JUDGE NGCOBO I understand it is a certificate of need.

Now, are

you aware of the provisions of the National Health Act which deal
with matters such as information, data collection, the certificate of
needs and the need for research in so far as health, you know health
issues are concerned?
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DR RUFF

I guess I’m much more familiar with how they have

played out in our current system.

JUDGE NGCOBO Where the provisions are regrettably not yet come
into operation. They have just started to put in place some of the
systems that are nec essary and but what I am really trying to get at
is have you acquainted yourself with the provisions of that Statute
10

and if so, is there anything that you think is missing from those
submissions that we would require to recommend that should be
added? Perhaps I should say that there are two aspects, and the one
aspect is to have these provisions and the other one is the
implementation and the enforcement to enquire a regulator that
should be responsible for the enforcement and implementation of
those regul ations.

20
DR RUFF

You know, I don’t think that we’re in a new start up.

We have not done an extensive survey of new laws and regulations
all that we are able to do is look at the current environment
through, I guess a process of political and economic th inking of
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how we could make it work better.

There was somebody having

heard our ideas and being familiar with that was able to say, make
those kinds of recommendations and I think that it would be useful
and should be another discussion, but, no, we have not done that
ourselves.

JUDGE NGCOBO I think that perhaps it would be helpful if you
10

could have a look at those provisions because they deal with three
of the key elements that you mentioned.

One of which is

information, the data collection, and resear ch and the certificate of
need.

O.K.

And, my reading of them is that there is nothing in

these provisions for example which would be inimical to some of
the situations that you have proposed.

But the real issue is the

implementation and perhaps it would be quite helpful if you could
20

apply your mind to this matter and having gone through them, is
there anything that you think should be added, we should complete
your model.
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DR RUFF

So I think in one of our final recommendation slides,

um, we suggested th at there should be a brand new supply side
regulator and again I would like to make a distinction between an
accrediting agency and a regulatory agency. I think that one of the
big problems at the moment is that we recognise the regulation of
the health s tandards compliance as a new credentialing agency.
One of the big problems is what’s your policy framework within
10

which your regulator works? And so, in a way it is not enough to
simply oblige components in a way policy is something that you
constantly evaluate and reiterate and regulation and research by a
dedicated body is what makes that policy or gives it practical
formation. It would be really useful if all those kinds of supportive
statutes were available. I would suggest that they would have to b e
wrapped up in an agency with a budget and capacity and staff as

20

well in order for it to be effective.

JUDGE NGCOBO That is why I am suggesting to you that perhaps if
you had regards to that research because it does seem to cover some
of the areas of yo ur concern and in particular when it comes to the
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standardisation of a starter collection, which is in the area of your
interest.
will

You can input t here because it contemplates that there

be

regulations

that

would

be

promulgated

with

the

standardizatio n of data capturing. Now, can I take you back to the
time when you were working for Discovery, this is Discovery
Health, am I right?
health,
10

is

it

administrator?

the

This is the scheme?
scheme.

So

you

What is it, Discovery
were

working

for

the

One of the few responsibilities that you described

here is you are responsible for clinical data analysis and health
report generation in regard to cost and health care services. Now,
did Discovery make this information available to members of the
scheme?

DR RUFF
20

I guess as we discussed, um, there was an attempt at

doing that through the Hospital Rating Index, um, and as I
described, it did not go terribly well.

JUDGE NGCOBO To the members?
members of the scheme?

Not to the public but to the
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DR RUFF

Sorr y, do you mean as individuals?

Um, no I don’t

think that they did.

JUDGE NGCOBO Why not?

DR RUFF I am not sure what it would mean. If you think about
10

quality at the end of the day, in the model that I described, the
Donnabedian model, if you think ab out how that measurement
works.
level.

It works at a population level and not at an individual
For example, and it does bear on the hospital rating index.

Um, if you’re, let’s say that you are in a good team of doctors and
clinicians and you have a bad case, in a hundred, you have ninety nine hundred good cases and one bad case. Does that make you a
20

bad team? So I think that at the end of the day, the way that you
evaluate systems in the real world is through variation so for
example where there is a p articular kind of procedure, say that has
a typical mortality rate of five percent, um of interest to the
members is to know that this particular hospital has a mortality rate
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that is ten percent and that particular hospital has a mortality rate
of two percent, that is of interest.

But, how do you make that

available to the individual, you do that by saying at a high level
that this hospital or this system produces good results.

This is

what we were trying to do with the ratings.

JUDGE NGCOBO I accept what you are saying that it is of interest to
10

the members.

Surely we have to find a way of passing that

information to the member, if it is of interest to the member then
surely there should be a way of passing that information to the
member.

DR RUFF So I guess what we are arguing throughout, if there was
again, I am carrying on what I am saying.
20
JUDGE NGCOBO I think that I need to cut you there because I think
that we are running out of time. The answer to the question is that
if this information was conceded to be crucial to be of interest to
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the consumer, why was this information not provided to them?
What are the reasons for that? Yes?

DR RUFF So I think that it is not an obvious situation that I am
describing in that at the end of the day the conclusions are the ones
drawing on the performance of the group on the compliance side.
It might be derived necessarily from an individual. But at the end
10

of the day one is trying as a scheme, or the responsibility of the
scheme is to identify at a popu lation level who is doing well and
who is doing badly and that information needs to inform with whom
you contract.

So I guess what we are saying is that information

that the purchase function of the scheme on behalf of the members
is something that happen s on a system level and not on an
individual level. It is two levels, if you’re a patient, in other words
20

I think that it is very difficult to conceptualise the situation where
we say you Mr X, that you had a bad outcome with this particular
doctor, um, here is the information that proves that you had bad
information.

I think that you would kind of have to balance that

with the rights of the clinician where actually for ninety -nine other
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patients, did extremely well.

Thinking about it at an individual

level rather than a population level is quite hard.

JUDGE NGCOBO What about the individual level. All that I thought
that you would be saying is simply that this is the information that
we have collected; this is the position that has suited so many
people. You know, so many people have died, so many people have
10

complained about this.

That sort of information which is readily

available on your records based upon what you did here on data
analysis and health information based on the quality of health care
services.

That is all that the patient would be required to know.

And then what I was asking was why was this at least not provided
to the members?

20

DR RUFF

So that is exactly what we are trying to do in the

hospital rating index. We are trying to fin d data on the internet for
members, um, that said if you had this particular problem, these are
the hospitals in the area, here is how they rank in terms of cost and
quality outcomes. That is exactly what we did. The problem that I
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said earlier is that t he accuracy of the coding of the data that we
had at that time was not adequate with those conclusions.

JUDGE NGCOBO

That is what you talked about.

Now, you are

saying that doctors are reluctant to write notes on the hospital
charts?

10

DR RUFF Yes.

JUDGE NGCOBO And they are doing so in case of the hospital is
being sued or they are being sued?

DR RUFF I must say that this is not an area that I am an expert in.
But I will share my impressions and my impression is that litigation
20

against clinical team s is hugely up from where it was years ago. If
fact this is an issue which is threatening the viability of the
industry.

So it is a big issue.

My understanding is that when a

family or an individual sues they sue both the clinician and the
hospital.

But the problem is that actually potentially they could
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play the hospital and the doctor against each other as they are not a
team and they are not being sued together.

That is why the

relationship can sometimes be fraught because it is fine to conclude
that I need my notes but I don’t need to bear them to the hospital.
But bearing in mind that I have never worked at a hospital or as a
private practitioner in a clinic myself, so this is not an area that I
am an expert in but what I do know is that the indem nity system
10

that is working at the moment is failing and the consequences on
that to clinicians is now exorbitant and it is starting to deter
clinicians into going into certain areas and there is a bit of crises
that is developing as a result of that.

JUDGE NGCOBO A hospital is not entitled to know what treatment
was given to a patient whilst at their facility.
20
DR RUFF The hospital knows what procedures are being done at
the hospital, that is prescription ordering.

I guess the question

becomes and I do n’ t know, I think that this is a question in law
which is unanswered, so if I am a clinician and I am making a
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detailed note about a patient, who owns those notes at the end of
the day.

So I must provide the clinician and I must provide the

hospital with whatever my needs are and I must provide the medical
scheme with whatever codes at the header of, you know, I must put
codes next to whatever I bill. But those notes do those notes, are
the schemes entitled to see those notes, is the hospital entitled to
see those notes, in fact is the patient entitled to see those notes.
10

My understanding at the moment, and I stand to be corrected, I am
not

a

lawyer,

I

haven’t

explored,

no -one

I

understand

has

adequately explored this area. The doctor’s would argue that those
detailed notes are theirs, they belong to them.

A consumer

protection person would argue that those notes belong to the
patient, so exactly in the law, who is entitled to those notes as I
understand it, is unclear.
20

And I think that everyone has be en too

scared to try and find the answer to that.

JUDGE NGCOBO I understand, but I don’t think you are here to
answer those legal questions, I think, I would have thought that as
a bare minimum as a patient I am entitled to know why I was in
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hospital, wh at treatment I was given and that should be apparent
from the notes that have been made and I don’t need to have those
notes with me. I need to have access to that information because it
affects me. Otherwise I am treated as a subject. And that is what I
think that you are fighting for.

DR RUFF So I think it would be really useful to clarify this point.
10

Our view is to serve, and that I guess that we are going down the
middle and we believe and I am going back to what I said about
patient centric elect ronic records, we believe that there needs to be
a central record of everything that happens to the patient and that
the patient owns that and at the end of the day should have access
to that.

So, that record, needs to represent at a high level, I will

come back to that level, these are the diagnosis that have been
20

made and these are the therapies.

The detail underneath that of

each clinician, of what they thought of the patient in front of them,
I think, personally, I think it would be fabulous and I thi nk that in
certain countries in the World it is happening already. If patients
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had access to those notes as well. Right now in South Africa, our
clinicians are not happy with that and as I said it is untested.

JUDGE NGCOBO

Deal with those issues, about the information

concerning the treatment of a patient. So that is why I am saying
please have a look at that when you are dealing with it, when you
come back at some point when you proposition more deeply. You
10

would have had a look at this and will be a ble to indicate to us
precisely where are the gaps where are the shortfalls, what else
needs to be added. Otherwise, thank you so much for coming here
and outlining to us your model of Optimal Health Care System.
The only gap that I see in your presentat ion is it addresses the
private health care services as I understand it, and you identified
the problem as being two fold, accessibility and I think you said

20

the quality.

And now, you have the public sector side which is

being accessed by a majority of pe ople, is it possible to fix one
aspect without fixing the other?
overall system?

Or should we be looking at the
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DR RUFF

So I think that is what we tried to indicate in those

slides at the end of the presentation, so we completely agree that
the right aim for this system is for a unified system, um, what I
guess what we are arguing is a way to unify the system.

Goes

through to more sophisticated supply side delivery, and we do
believe that if those exist and if you do theoretically see a system
where the same facility has a contract with private medical schemes
10

as well as with an NHI district purchasing office and that once that
patient is in the facility that patient is treated identically and that
over time there would be a coalescence on the purchasing side. But
I also believe that that requires a great deal of narrowing the gap of
income of South Africans before that is likely to happen.

So I

guess I am saying that the supply side sufficient models are the
right way and we are arguing to achieve that.
20
JUDGE NGCOBO

And perhaps that finally, in so far as you are

proposing that the establishment of facilities should not be left
entirely to the market, they should be an intervention which should
be based on the lines of which you have proposed to us thes e are
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the lines to the population, the issuing of the certificate of needs
has been considered quite extensively in other countries, notable in
the US for example.

Where the federal trade commission has

written quite extensively on the advantages and the disadvantages
of the certificate of needs. You may want to have a look at that as
well. Now, is there anything that you had hoped to come and tell
us about but which unfortunately either because of time and the
10

way you were questioned, simply did not fea ture which cannot wait
until the next time?

DR RUFF

No, thank you for your time, you have been very

generous with your time and I hope that our contribution is useful
to you.

20

JUDGE NGCOBO

Yes, thank you so much.

Dr Ruff and your

colleague you have bee n very helpful and you have given us
something to think about on how to address some of these problems
we have but it does seem to me that this is just the beginning to a
further conversation that we might have once you have with you the
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finer details of y our proposal in the weeks and months and
hopefully not years to come.

Otherwise thank you so much for

your generosity and for your willingness to go beyond the time that
was allocated to you.

Thank you very much indeed.

How are we

doing? Are we still O .K. Laugh. O.K. I tell you what, the time is
now about ten past one and I think in about five minutes time we
will be taking a lunch break.
10

I wonder if it would be convenient

for you if we take the lunch break and perhaps come back at about
twenty to two. Would that be convenient to you? Yes? O.K. Very
well, I think that it will give you time to just settle into your chair
and you know get ready to roll and I think that you can assume that
when you do come back that we have read what you sent to us.

If

you could just highlight the key points that you would like to raise
with us so that we have sufficient time to probe the current issued
20

that you would like us to probe with you.

We will take a lunch

adjournment now and come back at twenty to two, th ank you.
End of SESSION THREE, PRESENTATION BY BRIAN RUFF.
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SESSION 4 PRESENTATION BY MR MOSOMOTHANE; BANKMED

MR MOSOMOTHANE

It may be smoother for me to go through

the whole presentation and we can then engage in questions
thereafter, but I do appreci ate that there may be instances where
questions come up when I raise specific points and I’m entirely at
your mercy as far as that is concerned.
10
Now on behalf of Bankmed without wasting too much time, I would
like to express our appreciation for the oppor tunity to share some
of our insights as our contribution to this process.

We certainly

consider it as a critical phase in what we believe to be an evolution
of the South African healthcare industry.

20

Mr Chairman we have entitled our presentation Retaining Value
and Quality in a Changing Healthcare Landscape.
anticipation of

changes

This is in

that we believe will flow from the

recommendations that will emerge from this process.
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Now

with

due

consideration

to

the

Commission’s

frame

of

reference and statemen ts of issues, our approach is really to share
some practices and evidence of the pursuit of value and quality that
are worth retaining and transferring into the healthcare landscape
that is likely to change after this process. So that provides context
about why we even styled our presentation as we did.

10

Now in embracing the opportunity contribute, we appreciate the
processes leading towards recommendations aimed at achieving
accessible, affordable, innovative and quality private healthcare.
We are drawin g from these elements in sharing our insights with
you. We also appreciate that the process leads towards the role of
competition

policy

and

competition

law

in

achieving

pro -

competitive outcomes in the healthcare industry, so against this
20

background, Bank med intends to share some insights primarily
from a closed medical scheme perspective in the banking industry
in particular.
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I won’t go through all the items of the agenda, taking advantage of
the fact that you have seen the issues that I want to touch on , so I
will go straight into sharing with you some background of Bankmed
very quickly. Bankmed has its genesis going back to 1914, really
emerging from collaboration amongst bankers.

What is probably important to highlight at the outset, is that in as
10

much as Bankmed emerged out of collaboration amongst bankers,
the state of affairs as it is now, is that Bankmed is a separate entity
and the employer groups would have individual contracts with
Bankmed as a medical scheme.

It is a not for profit restrict ed medical scheme in the banking
industry as indicated. We provide healthcare funding to more than
20

fifty financial institutions. To give you a sense quickly of the stats
as at the end of December 2015, a hundred and seven thousand
principal

members

trans lating

thousand beneficiaries.

into

two

hundred

and

sixteen
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From a market share perspective, we are talking about 2.55% of the
total industry looking at this from a principal member’s perspective
and if we limit it to restricted medical schemes in partic ular, we are
talking about 6.16% I beg your pardon.

Chair in as far as our vision is concerned, we express an aspiration
to me a medical scheme of choice for the banking industry in
10

particular.

This is what our scope or mandate limits us to at the

moment, but elsewhere in the documents, we do express an
aspiration to operate in the financial services industry.

What is worth noting, in as far as our mission is concerned, is the
importance that we attach to affordability that guarantees best of
class member experience. Again, we reiterate the element of value
20

and quality to which we attach a lot of importance.

JUDGE NGCOBO

May I just interrupt you at this stage and just

record the matter that you raised with me during the tea break and
it relates to a clai m of confidentiality with regards to Page 53,
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there are a number of bullets there, but it relates only to the sixth
bullet, so that the presentation that you are now going to make, will
differ from that which you have submitted to us which is a
confidential one, but it only differs in that respect and no other
respect, is that right?

MR MOSOMOTHANE
10

Mr Chairman I can confirm that that

is indeed the case.

JUDGE NGCOBO

Okay very well. Who are members of this? Is

membership of this particular scheme open t o all bank employees
from your cleaner to the CEO?

MR MOSOMOTHANE
20

employees

of

a

financial

Chair it is certainly open to all
institution

that

is

contracted

Bankmed and this would relate to fulltime employees.
very well be cleaners right up until the CEO.

JUDGE NGCOBO

Thank you.

with

It could
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MR MOSOMOTHANE

Moving along, sharing with you our

strategic overview flowing from our vision and mission, we attach
a lot of importance of what we share with you as the pillars of our
strategy, which very well incl udes competitive benefit offering and
I will elaborate on this very quickly quite soon.

We also express a commitment to service excellence.
10

Our

employer groups would have have invested in this partnership with
Bankmed many years ago in health and welln ess, demonstrating a
culture of care in as far as their members are concerned, also
appreciating the fact that for them to achieve their own objectives,
they have to ensure that their employees are also health and very
well.

20

It’s important for us to remai n relavent in a changing environment
as well.

Underpinning these strategic pillars is an integrated

digital strategy which is aimed at optimising technology to really
enhance the value that we deliver to our members. We also have to
look forward and take advantage of innovation and invest in efforts
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aimed at research and development, partly pursuing an objective to
stay relevant in a really changing environment.
What’s also quite important for us as I will soon demonstrate, is
the value to members that we believe is one of the things that
certainly sets us apart in as far as the value that we deliver.

I will move off this one very quickly.
10

This is our value network

analysis, which really highlights a number of stakeholders if you
like that are involved in this partnership with Bankmed and the
only one which I wish to highlight here without diminishing the
importance of the other stakeholders as well, is the importance of
the employer group clients in the partnership that has been formed
with Bankmed man y years ago.

20

Of course, in as far as delivering the value to our members, we
certainly make use of outsource service providers and this takes me
to the next point, which is about what we have articulated as a
partnership philosophy which we articulate as

follows.

We

certainly want to collaborate optimally with out outsource service
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providers
providers.

and

I’m

being

specific

here

to

outsource

service

This could very well be applicable to our partnership

with the employer groups as well. Now we want to e xtract as much
value as possible from the partnerships that we form while
maintaining the scheme’s brand identity and an appropriate level of
autonomy.

10

Mr Chairman we often highlight a number of value attributes to our
members that we believe sets us apar t.

We highlight these as the

attributes that reflect on our value proposition. One of the them is
the fact that we have actuarial analysis that supports our assertion
that the value that we offer to our members, is 33% better than
what an average member would get from an average open medical
scheme out there and I will say a bit more about this in a minute.
20
We have also subjected ourselves for a number of years now, to the
scrutiny of the global credit rating agency and many of us know the
importance that we attach to the views of these global or credit
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rating agency in the South African context and I will say more
about this in a minute as well.

One of the indicators that is often monitored in our industry, is the
solvency ratio.

It is certainly a refl ection of financial stability

amongst other things and for Bankmed as at the end of 2015, this
had come down to 42.5% against an industry average and here I’m
10

using the one for 2014 which was 33.3%. What I think is important
to mention here, is our solven cy ratio over the last 3 years, has
been decreasing by about 3% per annum and this is a consequence
of a deliberate strategy to utilise our financial stability and the
reserves for the benefit of our members to feed into or really to
pursue what we express elsewhere in as far as affordability is
concernedso we’re certainly not in the business of accumulating

20

reserves. We are in a position to utilise it to achieve affordability
objectives while giving some assurance at the same time about
sustainability con siderations.
Mr Chairman another indicator that is monitored quite closely in
the industry is non -healthcare expenses. We pay specific attention
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to this.

As at the end of 2014 and it was similar in 2015, it was

around at 9%, many of us would appreciate t hat the general rule of
thumb in the industry, is that you must keep it below 10% and we
definitely don’t use that as a target, but the point that I want to get
across, is we monitor this indicator carefully.

We also have a fair share of benefits providin g for a low to high
10

healthcare needs and again, I reiterate the point of affordability as
far as this is concerned.

Some members often argue that we need

more benefits and some actually suggest that we need less, but we
are comfortable that this is a fair spread of benefits catering for a
range of factors including affordability.

I did indicate earlier on that I would elaborate quickly on the AA
20

plus credit rating. Bankmed retained this rating in 2015 and we are
busy with the process for 2016. It is rat ing assigned by the global
credit ratings agency, a very reputable organisation in this regard.
Now Bankmed is one of only two South African medical schemes
with an AA plus credit rating.

The attributes that feed into this
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rating, include strong earning s capacity and again, I feel the need
to contextualise this by saying given that medical schemes are not
for

profit

organisations,

there

is

definitely

no

pursuit

of

accumulating reserves as far as this is concerned, but this is really
a reflection of a ver y good financial management on the part of the
scheme and its governance structures.

10

There’s a fairly large and stable membership base with a favourable
age profile and I’ll speak more on that a bit later, a high level of
solvency and strong historical re cord and I’ve made the point to
contextualise this.

There’s also a large and diverse investment portfolio generating
significant investment returns at reasonable risk levels and we
20

utilise the income that is generated from these investments to
absorb operational losses which we most of the time, anticipate you
know in pursuit of affordability objectives, but we have to find the
right balance in pursuing all these objectives, because we also have
to demonstrate to our other stakeholders, the regulator as an
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example, that our benefit options are certainly sustainable, so
finding the right balance is critical in the business that we are
managing.

At this point Chair I want to move onto the next agenda item which
will allow me to reflect or share with you, s ome insights on the risk
pooling successes resulting in better value. One of the issues that,
10

has been raised by the Health Market Inquiry in the revised
statement of issues, was around the risk pooling failures in the
healthcare industry. We make a poin t in our submission that from
where we are, from a closed medical scheme perspective, there is
some evidence of risk pooling successes resulting in better value
and what I’m about to share with you now, relates exactly to this
point.

20
We indicated that our assertion about better value is grounded in
work done by actuaries where they you know compare our benefits
to other benefits in the healthcare industry.

In this specific

example, the benchmark is against a hundred and twenty eight
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options

offered

by twe lve leading

open

membership

medical

schemes, so these options are really plotted on this graph where on
one side, or rather on the X axis, you have the average cost of
contribution per member per month and on the Y axis, we have the
average value of benefi ts.

What we do do hereafter, or at least via the actuaries who do this,
10

you know for the industry, is to draw what we call a value line
which we really use to give some indication of where Bankmed
options lie in relation to this value line and in relation to other
benefit options that we use in this exercise.

What this really

reveals, is that Bankmed benefits in as far as value is concerned,
you know are certainly better than the benefits that we’re using in
this exercise to compare them.
20

I think the pre vious presentation

reflected on value in our industry and I would like to argue that
within the confines of the current environment that we operate in,
we certainly demonstrating elements of value and later on, I will
share with the panel that from a quali ty perspective, this is also
something that we attach a lot of importance to.
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So here, we’re talking benefits and we’re talking costing and later
on, I will share with the panel, that we also pay attention to
healthcare quality, really making the point tha t achieving value in
this industry has different levels of maturity. What we are sharing
from a bank perspective reveals elements of value as we see it and
this is something that we share with our employer groups and our
members on an ongoing basis.
10
Reflecting on what I shared with the panel from the previous slide
and using actual numbers this time around, with reference to the six
benefit options that we provide, the message and again, I want to
take advantage of the fact that the panel has seen these sl ides, the
overall message here, is that Bankmed provides better value
equivalent to 33% and so what that suggests, is that Bankmed
20

members would on average be 33% wors e off on an equivalent open
membership medical scheme option.

The calculations Mr Chai rman of relative value have been prepared
by a firm of actuaries and consultants by the name of Willis Towers
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Watson, using the Bankmed 2015 membership claims profile and
the value differential has increased each year from 2013 to 2016.
In fact, in other exercises that we do, the latest figures suggest that
it can be as better as 35%, but we have used a conservative figure
of 33% this time around.

Now the value differential of 33% can only partly be explained by
10

the younger age profile of the Bankmed memb ership to which we
attribute about 12% and lower non -healthcare costs to which the
actuaries attribute 3%. The unexplained value differential of 18%
we believe, at least from an actuarial perspective, is due to the
compulsory nature of the Bankmed members hip.

Now central to the partnership that we have with the employer
20

group, there is an appreciation of the fact that we can certainly
achieve risk pooling successes by making a case for mandatory
membership so that we are adequately able to spread the risk across
all segments of our membership base from those who are generally
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young and healthy and those who are relatively older or may very
well require healthcare needs that are higher than others.
When we engage with our employer groups, we make this point and
impress it upon the employer groups, that they can protect the
Bankmed risk pool from the loss of younger or healthier members
to a large degree, by retaining the condition of employment that
requires membership of Bankmed.
10
We argue that this will en able the employer groups to offer their
employees access to affordable private healthcare on a sustainable
basis and it is our view that there is a full appreciation of this,
because this is central to the better value that we’re offering to our
employer groups and ultimately, the individual members.

20

JUDGE NGCOBO

Can I ask you one question, in your written

submission, you mentioned the fact that the average age of the
scheme’s beneficiaries, is about thirty one years, is that right?
there an age limit to employment at the bank?

Is
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MR MOSOMOTHANE

Chair, it’s really a consequence of

the number of younger members who are within the employer
groups, so there would certainly be older members as well going as
far as pensioners who stay on as Bankmed members eve n after
retirement, so the age profile is really influenced by the number of
younger members who are there and that’s why the overall or the
average age is what it is.
10
JUDGE NGCOBO

Is it fair to assume that the others would go to

open medical schemes?

MR MOSOMOTHANE

What we do have in place, is that in

other slides that we’re sharing with the panel, we do demonstrate
that our members tend to stay with us for a very long time.
20
JUDGE NGCOBO

The younger ones.

MR MOSOMOTHANE

Even the older ones as well, b ut you

know the input of younger members into the system, including
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graduates who come in to work for the employer groups, result in
the age profile that we see overall.
JUDGE NGCOBO

What

is

the

retirement

age?

Is

there

a

retirement age in the banking ind ustry?

Yes there is a retirement age and it’s

MR MOSOMOTHANE

at about sixty five years and so very much similar to what we have
10

in the industry in general.

DR VAN GENT

So there are two effects.

One effect is

that your industry has a lower average age than other industries and
there is an effect that you have a mandatory system.

The latter

respect is that you have no drop -outs, people that drop out at the
age of thirty and then come on board again at the age of forty? So
20

what are the effects? Arising from the fact that you have a younger
population, do you compare them to other restricted schemes, or do
you compare it to the whole population of members of schemes?
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MR MOSOMOTHANE

What we have observed as feature

that is really not only unique to Bank med, is that the age profile in
the restricted medical scheme and in particular, would generally be
somewhat younger and in fact, in the analysis that is carried out by
this same firm of actuaries and consultants elsewhere in relation to
other restricted m edical schemes in the industry, these features also
present themselves.
10
So it’s something that is certainly not unique to Bankmed in
particular.

We can pick it up when we compare closed medical

schemes to open medical schemes in general and it has of cou rse
you know significance in what it contributes in as far as the risk
profile is concerned.

20

At this point Mr Chairman, I’m moving swiftly to what I have
entitled as the investment that the employer groups have made in
health and wellness as alluded to ea rlier on and here, I’m making
the point that the employer groups have certainly attached a lot of
importance to the health and wellness of their employees just to
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reiterate my point, because the pursuit of their business objectives,
depends on healthy empl oyees and generally, our employer groups
have something in common in as far as the culture of care, because
they certainly see their employees as a very important asset in what
they deliver as an organisation.

Now I often refer to this partnership that we have with our
10

employer groups as exactly that, because it is, we see it as a
partnership in health. In our deliberations, we seek to ensure that
our wellness strategies, our health and wellness strategies that the
employer groups themselves also invest in , are aligned with what
we have to do from a medical scheme perspective as a partner in
health.

20

Our

deliberations

and

deliverables

also

include

sharing

of

information on the health of the organisation, because with that
kind of awareness, the initiatives that we invest in as parterns, is
then influenced by the information that we share with each other.
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We then of course monitor performance of the health and wellness
initiatives that we certainly attach a lot of importance in.

Now Mr Chairman here I’m sha ring just a few components of what
we share with the employer groups when we report to them about
the health of the organisation and what I would like to do, is to
possibly just spend a minute or so on these different components,
10

because it would certainly save me time in going through the
example that I’ve shared with you in this presentation which is
really based on these different components or pieces of information
that we share with our employer groups to give them a sense of the
health risk of the org anisation.

So our reporting to the employer groups which would include a
20

demographic overview, really reporting on membership by gender,
age, dependent, income band and duration and then from a claims
utilisation perspective, we would often highlight the top medical
and surgical admissions for the specific employer group and again,
this has a bearing on why do the individual members employed by
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these employer groups, end up in hospital for whatever reason, so it
gives them a sense of what is prevailing in the environment.

The clinical review reflects on preventative care utilisation and
here, I’m talking about the benefits that we make available as a
scheme from a wellness and preventative perspective and this is
driven by an understanding that prevention is better than cure, so as
10

part of our offering, there would be a set of benefits that encourage
members to become aware of whatever conditions that they present
with, so that they can, amongst other things, enrol themselves in
programmes that will help th em manage the conditions that they are
living with, to really live health lives as far as possible.

What is

what I am talking about when I say preventative care utilisation, so
we share with the employer groups, the extent to which their
20

employees utilise these benefits to drive awareness and take -up of
these benefits, because they are there and more often than not, they
come from risk benefits and they do not affect their savings, so we
really encourage our individual members to make the most of those
benefits.
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We also report on HIV and Aids and this reflects the aggregated
presence of beneficiaries enrolled on HIV disease management
programme and again, this is aimed at containing the stigma around
these conditions, including HIV and encouraging members t o enrol
on programmes that are already there, so that these conditions that
they are living with, can certainly be managed, not to compromise
the good quality of life that they can live.
10
Chair

we also

make use of

personal health assessment and

individual stress assessment as screening tools used to identify
beneficiaries at risk of one of the most common chronic diseases in
Bankmed.

Now again, this facilitates and encourages early

identification of medical conditions with a view to intervening to
manage those conditions, so as part of our value and reporting to
20

our employer groups, we share with them, this information and this
informs our wellness and health strategy to drive the necessary
interventions so that the quality of life that can be lived by thei r
employees, is as fruitful as possible.
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Now as we deliberate on changing the healthcare landscape to the
extent that we will, employer groups are asking about the future of
the current partnerships in health. We believe that it is possible to
retain some practices that are worth adopting for the future
healthcare environment, provided that we can still honour the rights
made in the constitution for the greater South African population. I
guess the point that I’m saying, the things that are working, that
10

are demonstrating value and are pursuing quality, you know we
must be conscious of the fact that we don’t necessarily have to
throw them all out in pursuit of the changes that we all know are
necessary in as far as the healthcare landscape going forward an d
that’s the point I want to make with this.

At this point, there is now a number of stats that I can go through
20

these quite quickly because I spent a bit of time in that slide
explaining what these are all about and I propose that I don’t go
through thes e in any great detail, because I think you get a sense of
the message that I want to get across.
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So I am going to scroll through these quite quickly. I won’t even
talk to these, Chair because I think I’ve made my point.

Now

amongst other things that we d o with the employer groups and I’m
now at a point where when we have reported to the employer
groups,

we

deliberate

on

the

way

forward.

Some

of

the

recommendations or the recommendations include focused approach
to wellness experience days. It even at ti mes, highlights the need
10

for us to make use of dieticians, you know stress assessment,
quarterly wellness forums, we impress upon them to drive activity
as far as this is concerned.

Ongoing screening, regional strategy for increasing screening and
one of the things that is gaining some traction, is a need for us to
move away from fragmented to an integrated wellness offering,
20

where all these activities really come together, so that they can
make a greater impact in what we are pursuing as an objective.
Mr Chairman I indicated earlier on that as part of the components
that feed to value, one of the things that we pay attention to, is
quality of healthcare and we demonstrate this by having an appetite
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to participate in exercises in the industry that drive the right kind
of behaviour from a number of stakeholders including medical
schemes and one of them is our participation in the benchmarking
exercise

in

the

funding

industry

which

is

facilitated

by

an

organisation called HQA, or Health Quality Assessment.

It drives the improvement in the delivery of evidence based
10

medicine. We have had eighteen schemes participating in the 2014
exercise.

This comprises of eighty eight benefit options and

represented about 77% of medical scheme population, which is a
significant representation and I noted that GEMS also indicated
their participation in this kind of process and that allowed the
numbers to go up significantly.

20

Very broadly Chair, the four categories that are evaluated in this
process,

include

prevention

and

s creening,

we

look

at

hospitalisation, maternity and new born and really chronic disease
management amongst other things.
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So this ensures that we have some awareness of how we are doing
from a quality perspective in as far as our benefits are concerned.
Now, although we appreciate that from a Bankmed perspective at
least, we are certainly doing very well in what is monitored as far
as those indicators are concerned, but we also are very honest about
it, because in some instances, the general trends in the whole
industry when compared to global indicators, are not that great, but
10

you know participating in those sessions, provide a platform for us
to be aware of where we feature and we incorporate the outcomes
that come out of those engagements into our bene fit designed
discussions, so that we do not achieve better quality by chance. It
must be a deliberate intention to make sure that the quality
component in as far as value is concerned, is also attended to.

20

I want to move on to what I’m highlighting as a challenge of
behaviour change and the point that I want to highlight in this
regard, is it’s all good and well for us to invest in a number of
deliberations that may very well you know have an impact in the
supply side of our medical scheme industry.

Now here the point
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that I passionately want to highlight, is the need for individuals as
well, the greater society, to take responsibility of their lives by
ensuring that they change behaviour and make sure that where it is
possible

for

them

to

take

responsibi lity,

they

are

certainly

encouraged to do that because this is where we can possibly make
an impact in as far as utilisation is concerned.

10

So over and above the interventions that we can introduce from the
supply side, we cannot forget the drivers on the utilisation side and
individual members can help us achieve the right outcomes by
taking responsibility of their lives.

Medical schemes or healthcare industry in general, tend to struggle
with the change in behaviour on the part of individuals.
20

It’s not

unique to individuals, change in behaviour is also relevant for other
role players in the industry and I would like to attach a lot of
importance to that.

So individual members’ responsibility, they

have a role to play in as far as changing behaviour.
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There is an opportunity to embrace innovative kind of interventions
and Dr Raff gave a number of examples from an innovation
perspective that are worth considering and I note that amongst your
terms of reference and one of the things that the Health Market
Inquiry is also taking note of, is innovation, because it is really
going to help us to move forward as far as what we want to
achieve.
10

There are of course often some regulatory obstacles and here, the
point I want to get across is to the extent that the c urrent Medical
Schemes Act and any other applicable legislation have become
static over time, they do not create room for a number of
innovations that could be introduced which are sometimes not seen
as falling within the business of medical schemes.

20

I am highlighting an opportunity for conversations for action to be
created around what is possible to introduce innovation to achieve
the objectives and successes that are in the best interests, not only
of individuals, but the industry as a whole.
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What I’m suggesting, is grounded in the fact that prevention is
better than cure.

Members being entrusted with the responsibility

to change behaviour will help us shift away from hospicentricity.
We must also be flexible at times when some of the interventions
that are introduced from a regulation perspective, have unintended
consequences and here, I give you an example in the written
submission about having to pay for PMB in some instances where
10

the expectation is that you must just pay and the point that I
highlight, is that if that can be accompanied by enhancing or
facilitating
outcomes.

compliance,

we

can

certainly

achieve

the

right

If the desire from a regulation perspective is that you

must just pay, it will really amount to throwing away limited
resources

that

are

available.

So

an

integrated

approach

is

appropriate here, so the challenge of behaviour change is something
20

that we need to attend to.

Now the next point is really almost growing to the conclusion
before the agenda item hereafter and here I’m s uggesting that as we
navigate our way to a healthcare landscape that is going to change
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going forward, we must certainly take lessons on collaboration
from what we have seen in the industry and Bankmed is sharing a
number of examples as far as that is conc erned.

We all acknowledge the current reality in as far as a number of
things, including the fact that affordability is a huge challenge
from an access to healthcare perspective. Now there are successful
10

practices and my approach as far as this presentat ion is concerned,
was really giving experiences and insights from a closed medical
scheme perspective, so these successful practices are worth taking
note of with a view to possibly retaining them going into the
future.
This could very well require some in terim dispensations in a
changing landscape and here, this will really emerge out of

20

conversations amongst the stakeholders where we sort of suspend
our different conflicting interests at time and really engage on
issues that can take the whole industry fo rward and I believe the
intervention

from

the

Health

Market

Inquiry

and

the
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recommendations that will flow from this, are a rare opportunity
where the intervention can be made at a relatively high level.
Mr Chairman at this point, I want to touch on Bankme d’s recent
change of administrator very quickly.

Now this is of course

relevant in our space now as Bankmed, because changes of this
nature are huge and complex, especially for a scheme of Bankmed’s
size. When all is said and done, the outcome of the ten der process
10

which resulted in the change in administrator was a consequence of
a strong business case based on a combination of the evaluation
criteria

to

appoint

the

successful

bidder

which

was

a

new

administrator in this case.

So I guess what I’m saying , the change was an outcome of a tender
process. Now what triggered the tender process? I’m highlighting
20

a couple of things here and these include good governance.

It is

considered good governance practice to occasionally test the
market with a view to evaluating whether or not the scheme and its
members are getting the best value via the outsource service
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providers and this is really standard practice and our procurement
policy as a scheme, places this requirement on us.
The scheme also identified a nee d for a more integrated service
offering.

At the time, we were in one space in as far as

administration and managed care, just as an example very quickly
we were using two service providers.

One really attending to our

four top benefit options with anoth er service provider attending to
10

the relatively low cost benefit options, so there was an opportunity
to have an integrated service offering and I’m using what I’ve just
mentioned as an example an integrated service offering includes all
other elements as well.

Now these kind of processes, often present an opportunity for the
scheme to refresh its service delivery requirements, so it allows us
20

to take a step backward and re -visit what we think we want from
the partnership going forward and this partly cont ributes to us
staying relevant in the future and it also presents an opportunity to
secure a competitive price and every time I mention this, I feel
obliged to indicate that price is certainly not the only evaluation
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criteria, but I’m just mentioning this as one of them, because it is
quite important.
Now appreciating how huge this exercise was from a scheme
perspective, we decided from the very onset, that we must invest in
a very solid approach as far as the tender process, which has to be
seen as beyond reproach and really this is part of how we do things
anyway and it is also an expectation on other stakeholders in the
10

industry

and

we

did

this

by

using

an

independent

tender

administrator to start off with to draw from the expertise of the
people who can help us do very well.

We ensured that it is a robust tender process which created space
for different views to be expressed as we were navigating ourselves
through this.
20

Compliance with our own procurement policy goes

without saying. We also had access to expert independent input as
this was required.

Now there was a clear rationale in as far as the selection of invited
bidders and here I’m talking about the fact that for a scheme of
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Bankmed’s size, with a hundred thousand principal members plus,
we decided that it is appropriate and our procurement policy allows
us to do this, to really just choose at least three administrators who
by virtue of the numbers that they already have under their
administration, demonstrate capacity to be able to manage an
account of Bankmed’s size, so based on the Council for Medical
Schemes Report, that was available at the time, we chose the top
10

three administrators and invited them to participate in a closed
tender process.

We ensured that there was a cross -functional te nder sub-committee
and we were very conscious of compliance with any relevant
regulatory notices and I’ve included this in the submissions that
I’ve made to the HMI.
20
In conclusion Mr Chairman, there is an acknowledgement of what
can be fairly seen as an u nsustainable system broadly and here, I
am not limiting this to just closed medical schemes environments,
because we are conscious of a bigger national agenda for the
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greater population to be able to access affordable healthcare.

We

cannot be blind to tha t, we have to acknowledge that.
Some of the issues though that we are grappling with, are certainly
not unique to South Africa and I think there is an appreciation of
that and here, is an example of medical inflation.

There is

information and I’ve seen th is in the submission by Medscheme
making reference to the fact that there was a study that was shared
10

by Towers Watson which reflected on the fact that elsewhere in
other countries, medical inflation is a problem.

In fact, in that exercise, South Africa w as towards the lower end of
the scale. There are other socio economic factors that I believe we
are very much aware of from a country perspective.

There is a

need to acknowledge some positives and we sought to share some
20

of these from a Bankmed perspecti ve. Medical schemes often make
an argument that they are price -takers and they have different
views about this, but I suppose this is what an intervention from a
regulatory perspective is pursuing.
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I would encourage the stakeholders to rise above the inh erent
tension that is often inherent in the journey that we’re embarking
on and really demonstrate some maturity to pursue the right
objectives.

I do get worried at times about the tone towards

medical schemes and the only reason I worry about that, is th at I
strongly believe that we need each other as stakeholders to the
extent that the tone is often more than critical about medical
10

schemes.

It may rob us of an opportunity to work together as different
stakeholders.

I’m convinced that solutions are loca ted in our

common interests and diverse insights and we have shared some of
us and there is certainly room for interim dispensations as part of
the journey going forward.
20
Mr Chairman I can confirm that I’ve done this in exactly an hour.

JUDGE NGCOBO

Thank you so much, for sticking to an hour but

you know, you seem to speak in general terms, you talk about the
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tone of medical schemes.

Whose tone are we talking about here?

You say medical schemes are price takers, where do you fall in
this? I mean are th ey price takers, medical schemes?
MR MOSOMOTHANE

To the extent that medical schemes

and here, a good example that I can make, is what the Board of
Healthcare Funders made reference to in their submission, in as far
as attempts a couple of years ago to com e together from an industry
10

perspective and negotiate prices and what the outcome of that
process and what eventually happened.

So to the extent that we can’t do that as a medical scheme, that is
certainly true.

JUDGE NGCOBO
20

The physicians when they came to talk to us,

they described themselves as price takers. The facilities when they
came to talk to us, they described themselves as price takers.

In

fact, the physician went to the extent of telling us that they simply
accept what they’ve been told by t he medical schemes they are
willing to pay, so in that sense, they are price takers and here the
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medical schemes are also saying they are price takers.

Are you a

price taker?

MR MOSOMOTHANE
takers.

Mr Chairman we certainly are price

However, to the ext ent that the Medical Schemes Act

allows us to make use of recourse and avenue available to us in as
far as using designated service providers amongst other options, we
10

definitely optimise that to the full.

However, given that medical schemes or healthcare cover as it is
now, although all these efforts probably have a way to go in as far
as reaching the right level of maturity, the reality now is that for
the greater members of our population, even those in the restricted
medical scheme, healthcare cover is quite expensive and we are
20

limited in what is available to us to change that, both from a supply
side and we are certainly doing our bit in as far as influencing
utilisation

if

you

like,

by

encouraging

members

responsibility from themselves as far as possible.

to

take
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So on the supply side, there is very little for us to do, but we are
making available of the resource that is available to us. So we are
price takers, but we are trying to make the most within the confines
of the current environment.

JUDGE NGCOBO

In the last bullet, you say interim dispensations

should be part of the solution.
10

You seem to contemplate drastic

changes which would require an interim dispensation to be put in
place pending the finalisation of the new dispensation.

Is that a

fair assessment of what you have in mind?

MR MOSOMOTHANE

Chair one of the points that I make

in the submissions that we have submitted, is to acknowledge that
the process that the Health Market Inquiry panel is leading, is
20

happening at the same time as the conversation on national health
insurance is also taking place and I am trying my best not to
confuse the two, because they could very well be inter -connected at
some stage, but these are two different processes.
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So given what is demonstrated at least via Bankmed as a proxy for
closed medical schemes and the value which is there, which can
certainly be enhanced and be made available to many other
members as well, to the extent that we can retain those practices, I
am suggesting that opportunities should be created for those
practices

and

the

good

things

that

are

happening

in

that

environment to be retained as we navigate ourselves into the future.
10

So

that

is

the

dispensation,

in

context
the

in

event

which
that

I’m

talking

changes

that

about
are

interim

cons idered

absolutely necessary are quite drastic.

JUDGE NGCOBO

What specific changes if any, does Bankmed

have in mind?

20

MR MOSOMOTHANE

Now one of the conversations of

course that is taking place in as far as national health insurance, is
the role of medica l schemes into the future and of course, in
engaging our employer groups who attach a lot of importance to
health and wellness and I’ve shared some insights about what that
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entails in our environment and the questions understandably come
up about what will become of these partnerships and the investment
that we have made as an employer group and the importance that
we attach to health and wellness into the future.

So in as far as changes that we envisage, I would boldly say the
retention of what is working in as far as medical schemes should
10

certainly be retained while we are all as a collective, addressing
any other national issues that require our attention, to make sure
that we all achieve the rights that have been enshrined in the
Constitution in as far as access to health is concerned.

JUDGE NGCOBO

Are there any specific changes that Bankmed

has in mind? Leave aside going into the future, but on the current
20

regulatory framework, you’ve mentioned the PMB’s, but are there
any other matters that you beli eve undermine competition?

MR MOSOMOTHANE

Now

the

changes

that

I

would

certainly suggest have been expressed on a number of occasions by
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other parties, so I can certainly confirm that in as far as
interventions that are necessary to regulate prices from the supply
side, we from Bankmed would certainly support those moves in a
very structured kind of way that suspends any tendencies for
stakeholders to blame each other as far as this is concerned, so I
think there is certainly a need for regulatory interve ntion from the
supply side towards making healthcare more affordable than it
10

currently is.

JUDGE NGCOBO

Thank you, my colleagues are going to put

questions to you just to clarify some of the issues that you’ve
raised.

DR VAN GENT
20

Thank you very much, ca n I take you back

to slide number 45 and that’s on the HQA, the health quality
assessment Mr Mosomothane. So you’re a member of this initiative
and there’s quite a bit of other schemes, I think Discovery as an
administrator, is a member of the initiative isn’t it? You must have
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seen them in the meetings you can barely not see them isn’t it,
because they are big.
Now so what I understand from the HQA is that these are mostly
structure and process indicators around these four categories of
prevention and screening, hospitalisation, maternity and chronic
disease management.

So what I do try to understand is, so as a

scheme, as a restricted scheme, hand over information to the people
10

operating, it’s also Towers Watson isn’t it who is operating HQA
and do you yourself hand over information or how does the process
go about?

MR MOSOMOTHANE

All

schemes

who

commit

to

participating in that process, with comfort about confidentiality and
all associated kind of measures that are necessary in these kind of
20

processes, would certainly hand over information requested by
whoever is the actuary of HQA, mainly via our administrator. We
would authorise our administrator to provide that information and
again, with due consideration, to confidentiality and the fact that
the information will very much be aggregated at the end of the day.
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DR VAN GENT

You have a new administrator, it is not a

secret who that new administrator is, it is Discovery Health, who is
your new administrator and they administer I think 7 or 8 schemes,
it’s one open scheme and a number of restricted schemes and they
not only administrator, but also they do the managed care part of it.
They are actually a sort of full -service organisation for you.
You yourself have nothing, or nearly nothing to do with t he
10

individual member, do you?

MR MOSOMOTHANE

Ultimately the administrator takes

instruction from the scheme. The contract between the member, the
individual member and the medical scheme is certainly between the
member and the medical scheme, so Discove ry as the administrator
would certainly comply with what our instructions are in as far as
20

the information that they keep on our behalf.

DR VAN GENT

Do you consider it conceivable that the

clinical outcomes, or even the structure or the process outcomes of
quality and the quality information that is provided by Discovery

Health Market Inquiry

17th May 2016

Page 236

___________________________________________________________________

on your behalf to HQA, differs between the different restricted
schemes that Discovery is representing?

MR MOSOMOTHANE

Well

the

reality

with

regard

to

Discovery in particular, is that o ur partnership is quite new, it’s
from January this year and so I think the information that is
generated via this process, would certainly provide information at
10

industry level and give us an indication of how we compare to
industry kind of trends.

I’ve certainly not applied my mind to the differences in the
information of medical schemes within Discovery per say.

We

attach more importance to how we compare as a medical scheme, to
industry indicators, also appreciating instances where the industry
20

indicators themselves are quite poor.

DR VAN GENT

Before January, you were administered by

Metropolitan and you have been a member already for quite a while
of this HQA. So you changed administrators, so in your contract,
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do you take elements as a matter of evaluating the contract, of
improving your HQA status?

MR MOSOMOTHANE

What I had indicated earlier on, is

that our participation and engagement with HQA, is certainly
maturing with an ongoing basis and I did indicate that any insights
that we can take f rom that and incorporate them into our benefit
10

design discussions internally, we certainly do that, so where we
pick up that there are elements in how we structure our benefit as it
is now and the outcome of the HQA report suggests that there is
room for improvement, we take that into account in our benefit
design considerations.

DR VAN GENT
20

I’m sorry I didn’t literally mean that, I do

trust that you will do that. What I meant is, in your contract with
your new administrator, do you take performance base d indicators
as a way of measuring whether the new administrator meets its
obligations towards you?
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Is there a performance based, what we’re worried about here, the
Inquiry might have heard it this morning as well, there is no full
alignment between your interest as a scheme and the interest of the
administrator, so this would be one opportunity to connect your
interests, obviously you want to provide excellent service to your
beneficiaries and one way of doing that, is by asking your
administrator to do i ts best and to improve if possible, on your
10

HQA, is that part of the contract?

MR MOSOMOTHANE

I think what we certainly did as part

of this journey which gave us an opportunity to look at our current
requirements and here I am talking about this change i nto the
administrator, we would have articulated very well, what our
requirements
20

are

in

as

far

as

the

partnership

with

a

new

administrator going forward and this would have included a range
of elements, including what we want to achieve from a benefit
design perspective and the quality of healthcare.
It is a partnership which certainly requires us to give our input in
as far as we structure our benefits, because you must remember the
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scheme is still in charge of structuring those benefits as we see fit
in as far as meeting the requirements of our members, so we take
responsibility for that and call on the administrator or whichever
partner, to help us pursue those objectives and to the extent that we
attach importance to that, we would incorporate the appro priate
service level measures to make sure that we all together, move in
the same direction to achieve those objectives.
10
So I guess what I’m saying, our service level measures that are
very central to the partnership that we have with the administrator,
would ensure that we pursue the right goals, including enhancing or
improving the quality of our healthcare benefit offering.

DR VAN GENT
20

Yes, but I don’t hear you say we measure

performance of the administrator, we measure our HQA status or
whether or not our patients are being treated better over time,
whether patient satisfaction is improving over time, so we are not
aligning our own long term interests viz -a-viz our members to the
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long term interests of the administrator on a measured basis, hard
quality measures.
MR MOSOMOTHANE

I can comfortably say the answer is

yes, because this would be embedded in what we are measuring
from a medical scheme perspective across a number of areas.
However, we may very well not be saying in the contracts, that you
will align to the indicators as outlined by HQA, so we would re 10

visit those elements within our requirements as a scheme and
indicate to the administrator and any other partner that this is what
we are pursuing and ensure that an administrator helps us achie ve
those objectives.

DR VAN GENT

Thank you, so you get these assessments

by HQA periodically about your performance, actually as a scheme
20

and of course how that, has come about, in the contracting of your
administrator with healthcare providers, so you g et this data from
Towers Watson. Are you sharing these with your members?

Health Market Inquiry

17th May 2016

Page 241

___________________________________________________________________

MR MOSOMOTHANE

Now

they

are

protocols

that

are

applicable in as far as our participation in the survey by HQA
which has a bearing on the extent to which, or the detail that we
can share with members at a granular level. However what we do
do at an appropriate level, which would honour our relationship
with HQA, because it’s important for us to stick to the expectations
there to also ensure that there is maximum participation on th e
10

understanding that really binds all the participants at HQA.

So to the extent that we can at a high level indicate to our members
in general about our participation in HQA in pursuit of objectives
aimed at ensuring that the quality of our healthcare ben efit offering
is something that we monitor, that at an appropriate level, we share
with our members.
20
DR VAN GENT

It sounds quite complicated, the protocols

that you’re working under, are suffering under HQA, but could you
provide us with an example of ho w you inform your members on
the results that you receive, the reports that you receive from HQA
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and what of that information that is being provided to you by HQA,
is being shared with your members and secondly, do you share that
information on a more gran ual level with your Board of trustees?

MR MOSOMOTHANE

With the Board of trustees yes, as

part of our reporting, we would go as far as indicating the different
components, where according to the assessment we are doing very
10

well and indicate to the Board that these are the areas that we are
lagging behind, relative to the industry and this provides the
rationale why we would attach importance to the focus on those
elements

that

need

to

be

improved,

so

that

the

Board

can

understand why we are attaching impo rtance to those elements.
So with the Board, we certainly do that. Now with the individual
members, as I said, we must certainly adhere to the protocols, but
20

one of the things that I’ve shared in the submissions just as an
example of the level at which we share this information in general,
is an article in which we made a contribution about affordable
healthcare and quality healthcare.
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We wrote that article for public consumption and indicating the
importance that we attach to quality, so that kind of in formation,
our members have access to and I guess one of the things that you
are touching on, is the extent and the granularity of the information
that is shared with our members and my response is, we keep it at a
high level in compliance with the protoco ls that we have agreed to
in our participation within HQA.
10
DR VAN GENT

Mr Mosomothane I am from Europe, so

what strikes me in South Africa, is that the industry players sort of
think for their members, but don’t allow their members themselves
to decide w hether something is relevant or not for them in their
choice, so I really still can’t understand why the information you
give to the Chair of the Board, on what areas you have to improve,
20

where you’re excellent, where you’re not so excellent etcetera, why
that information is not shared with your members. Why aren’t they
allowed to know where their club is strong or their club is not
strong?
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MR MOSOMOTHANE

I think to the extent that, I suppose

what you’re revealing in your question, is the detail to which we go
in as far as sharing this information with our members and you
make a suggestion that it’s interesting that we don’t share it in any
great detail and at an appropriate level, I am arguing that we share
it with the members at a high level and to the e xtent that it
influences changes that we make to our benefits for the benefit of
10

our members as well, that communication would definitely find its
way to the members, but what we don’t necessarily do, is to say we
are introducing these benefits, or we’re i ntroducing these changes
as a result of what we’re picking up from our participation in HQA.
So the value that we draw from our participation in these kinds of
exercises, certainly find its way to the members because we would
make the necessary changes in the best interests of the members. It

20

still doesn’t answer your question about the extent to which we
share the granular details with the individual members and I will
keep on referring to the protocols that we have to comply with in
our participation wit h HQA.
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DR VAN GENT

Do

you

share

this

information

with

employers, because these are also your clients isn’t it?

MR MOSOMOTHANE

We share it with the employer groups

and now we often also have roadshows and engagements with the
employer groups where we wou ld share it at a relatively high and
appropriate level and the key thing is where this reveals specific
10

changes that we need to take into account, in as far as pursuing
those good things that come out of this exercise, that definitely
finds its way to the right people.

DR VAN GENT

On Page 7 of your written submission,

you refer to regular reporting that you do also on quality to the
employer groups. Can we have an example of that reporting please
20

so that we can have a look at the type of reporting is tha t you do to
your clients?
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MR MOSOMOTHANE

Look

I

think

maybe

beyond

this

exercise with due consideration to any confidentiality factors about
that, we can certainly engage the panel about that.
DR VAN GENT

Thank you very much, I have a second

class of question, not as long I hope for you and that is you
recently shifted administrator, can you tell us what the and I’m
aware and I appreciate the due process that you followed during
10

that shifting and it is of course a very major decision that you took
over time and ended up deciding to switch administrators.
Can you tell us if you come home in your office and you talk to the
people in the office, what were the decisive factors that made you
decide for the new administrator?

MR MOSOMOTHANE
20

I think and I’m trying to establish

what more I can say over and above sharing some insights about a
very structured and robust process, I guess what I could add, is
these kind of processes would have a very structured evaluation
process and the outcome of that evaluation process as I indicated,
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certainly provided a strong business case for us to change the
administrator.

What I am avoiding to do, is to reflect on the individual
components, because I don’t think that would be appropriate, but
there would have been a set o f evaluation criteria which is part of
the process and I’m summarising it in the slides by saying as the
10

outcome of that process, there was a strong business case for us to
change administrators.

DR VAN GENT

I appreciate, I won’t press any further for

details, I had a number of questions on that, but I don’t think it is
appropriate for you to answer and perhaps it is not appropriate for
me to ask that. Nevertheless, you describe yourself as a price taker
20

and I could very understand you’re a price taker, you represent a
small part of the industry and we heard as the Chair told you, we
had a number of parties that describe themselves as price takers.
We had one party that didn’t talk of itself as a price taker and that
is your administrator and I think you’ re happy it didn’t look at
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itself as a price taker, because they are negotiating on your behalf.
Is it any relevant for you to say I’m a price taker, because you’re
not negotiating yourself, is it?

MR MOSOMOTHANE

I think ultimately to the extent that

those negotiations relate to the scheme and so there is still some
relavence in expressing that view, even though as a scheme, or the
10

resources

that

are

employed

by

the

scheme

itself,

are

not

necessarily directly involved in those negotiations, I guess I’m
referring to the outcome of those negotiations that still remain
relevant to us.

DR VAN GENT

As I understand, Discovery makes no

distinction. It just negotiates on behalf of its schemes, restricted
20

schemes and open scheme as opposed to other administrator s that
do individually negotiate on behalf of members’ schemes, so you
are I think part of the larger body of members that Discovery
represents in its negotiations.
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Has that been an element in you choosing for this administrator, the
possible market power it represents in the market?

MR MOSOMOTHANE

Now utilising the expertise of an

administrator to assist the scheme in these negotiations, didn’t start
with Discovery.

In our previous administrator, we entrusted them

to do exactly the same thing. We give them a mandate informed by
10

deliberations that would have taken place within the Board about
where we see these numbers going, making some assumptions. We
then issue them a mandate to do the negotiations on our part.
From where we’re sitting, it’s a mand ate from us as a scheme, to
Discovery the administrator and they do what they do best and they
come back and provide feedback to us.

To answer your question

though, it was nothing new to us, because we were mandating the
20

pervious administrator to do this previously and we were doing the
same this time around.

DR VAN GENT

Yes

but

your

expectations

of

the

negotiations that will take place this year on your behalf, or have
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been taking place maybe already on your behalf, the outcome, the
price outcome and ot her outcomes, must have been informing your
choice for this administrator?
An important part of the performance of this administrator will be
the prices it manages to negotiate with hospital groups.

MR MOSOMOTHANE
10

Look to the extent that they can

certainly secure good rates on our behalf, is again nothing new to
us, in as far as our mandate that we give to the administrator. We
certainly do not have the expertise about how they go about doing
it, just like we didn’t have the expertise with the previous
administrator as well.
So it is really part of the offering that we were expecting from the
administrator before and the current administrator, so what the

20

administrator can achieve as far as this is concerned, didn’t sway
us one way or another, because f rom our perspective, it is
something that we were expecting of the previous administrator and
the current administrator.
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DR VAN GENT

I have to accept your answer I think. Just

one minor last subject, that is in the contract you negotiated, you
negotiate the administrator services, a list of elements, but also
managed care services.

Did you acquire the full package, so all administrative services and
also
10

all

managed

care

services

from

Discovery

or

did

you

contemplate just taking part of the for example , managed care
services provided by Discovery and contracting other specialised
managed care organisations for your dental or pharmacy services?

MR MOSOMOTHANE

Through the Chair, to the extent that

this can possibly render me revealing some detailed comp onents of
the agreement with our new administrator, I would appeal to the
20

panel to engage confidentially about any information that you may
require and to the extent that I can provide that, otherwise I may
find myself in trouble in as far as revealing the details of the
contract.
DR VAN GENT

Thank you very much, I am done.
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JUDGE NGCOBO
please.

Can I just draw your attention to slide 52

Now there, you give 3 factors that you say triggered the

tender process, is that right?

MR MOSOMOTHANE

JUDGE NGCOBO
10

I believe I’m g iving 4 Mr Chair.

Page 52, I’ve got good governance, I’ve got

service delivery and then I’ve got a better price.

Oh I see the

fourth one has been shifted by the face that appears there. Now are
these the factors that you look for when you a re identifying an
administrator?

MR MOSOMOTHANE

I think here, we are reflecting on the

components that triggered the tender process from the beginning.
20

Some would certainly find their way into a very comprehensive list
of what we will then be looking fo r when we invite proposals from
the bidders and I guess my response is, this is certainly not
reflective of a comprehensive list of what we were looking for, but
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some would find their way into a number of things that we take into
account.

JUDGE NGCOBO

What other additional factors do you take into

account?

MR MOSOMOTHANE
10

Chair I think again if you can bear

with me, because the factors that I would share with you, would be
extracted from the tender document and the evaluation document
itself, so I can com fortably share those with you confidentially or
share that with the panel.

JUDGE NGCOBO

Okay I understand, so are you suggesting that

the 4 factors that are set out here, do not appear in the contract and
20

that is why you are comfortable to disclose those to us? You don’t
have to answer that question if you don’t want to.

MR MOSOMOTHANE

These 4 factors that appear here,

would certainly find their way, but here, they are certainly
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appearing as a normal kind of considerations that would feature in
a standard procurement policy amongst other things, to the extent
that these also find their way to the contract, I can certainly
confirm that seeing that I’ve created visibility about these, they
would certainly be there, but there is certainly a lot more
considerations

which

would

be

in

the

contract

which

either

compliment what we’re touching on here, or even elaborating or
10

provide more details.

JUDGE NGCOBO

I guess what I’m trying to understand, is what

is the difference between factors that trigger a tender pr ocess and
factors that are taken into consideration in deciding whether or not
to change an administrator.

20

MR MOSOMOTHANE

I think the factors that trigger a

tender process, may not necessarily be reflective of an exhaustive
list of what we consider once we get into the tender process itself,
when we then decide that okay, this is the way that we’re going and
look at our current service requirements and see what else we are
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looking for, so what emerges after taking a decision based on these
considerations, is certainly a lot more comprehensive than what I’m
sharing here.

JUDGE NGCOBO

There may well be other factors, but the fact of

the matter is that there are key considerations that will trigger the
process which really causes you to initiate the process and that is
10

why you are telling us about those, isn’t that right?

MR MOSOMOTHANE

JUDGE NGCOBO

That’s correct.

Now the schemes are supposed to be set out for

members, is that right?

20

MR MOSOMOTHANE
JUDGE NGCOBO

Correct Chair.

And they are owned by the m embers.

when these decisions are taken, are members consulted.

Now

In other

words, do you say to the members we now intend to change the
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administrator because of X Y Z, we would like to hear your views
on this, do you do that?
MR MOSOMOTHANE

Chair I thi nk what we have to do

appreciate, is the fact that the members certainly give a mandate to
a Board of trustees in which they play a role in electing and
trusting them with the responsibility to govern the scheme and
ultimately, the Board of trustees remain s accountable to the
10

members at the end of the day.

It is not always practical to consult the members on any decision
that

we

make

relating

to

a

tender

process,

because

our

understanding is that this would result within the purvue of the
trustees and of c ourse, they would then report to the members on an
ongoing basis, so once the decisions are made with the comfort
20

about the process that has been followed, the outcome of such
processes are certainly communicated to the members as they
should.
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JUDGE NGCOBO

But from your standpoint, it is sufficient if you

consult with the elected representatives of the members who are the
trustees, the Board of trustees?

MR MOSOMOTHANE

Not only the elected members, at the

end of the day, we see both the employer appointed trustees and the
elected trustee as a collective, because they have the same
10

responsibility, that of being accountable to the members ultimately
and being responsible for the governance of the scheme.
So there is certainly full awareness about the decisio n of the Board
by the Board as a collective and we certainly believe that the
process that we have followed, led by the Board of trustees, was
certainly appropriate and adequate from a governance perspective.

20

JUDGE NGCOBO

I’m not questioning what you did, I’m simply

trying to understand how you go about doing this, do you
understand that?

Yes.

The question which my colleague asked

you, relates to information.
to understand is this.

Now the one thing that we are trying

If it is true that the schemes bel ong to the
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members, what we want to know is, why is it that it is the scheme
that decides what information will be made available to members
and what information will not be?

MR MOSOMOTHANE

I think with the members and again, I

am going to go back to the point of the members electing the Board
of trustees that is accountable. On one extreme and here I am using
10

an extreme. It may certainly not be practical to engage in ongoing
checking with the members about what the scheme should do and
should not do.

We place reliance on a very structured governance structure in the
Board of trustees elected by the members entrusted with the
responsibility of acting in the best interest of the members, so the
20

decisions that are made by the Board, would be driven by a duty to
act in the best interest of the members.
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JUDGE NGCOBO

Do you consult the Board of trustees before

you decide what information will be made available to members
and what information will not be made available to them?

MR MOSOMOTHANE

As part of ongoing reporting to the

Board, we would certainly give them a sense from a scheme
management perspective about the nature of the contracts that we
10

have with a range of parties that we engage with and the extent to
which those kind of partnerships or contra cts allow us, or do not
allow us to reveal any groups and here, I am making reference to
the protocols that are in place just as an example with the health
quality assessment, so there would be an appreciation of the
nuances of those agreements and comfort about the level at which
we certainly keep the members updated on the broad outcomes of

20

these engagements that we have with the likes of HQA just as an
example.

JUDGE NGCOBO

Do you discuss with the Board of trustees what

information if any, will be, made available to members and what
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information will not be made available to members before you take
that decision?

MR MOSOMOTHANE

I think those discussions in many

instances, would certainly reside within the domain of the scheme
management influenced by th e contracts that would have been
signed.
10

So where it is absolutely appropriate to communicate

details to individual members, without contradicting or acting
against any agreements that we have in place with other employer
groups, then it is certainly not an issue.

So there is a compliance issue at play in many instances here and
having to adhere to the protocols that are prescribed by the
contracts and here, I am using an example of HQA and in as far as
20

information relating to the tender process itself, t hat would be
something that would have been managed very well by the Board of
trustees themselves and at an appropriate time as part of the
process that would have been laid out, we would certainly advise
the members as we should.
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JUDGE NGCOBO

Issues relating to the quality of care and the

cost of healthcare services, do you discuss those with members, or
only with the Board of trustees?

MR MOSOMOTHANE

Now we discuss them with the Board

of trustees, you know appreciating that ultimately they represent
the members, so to the extent that comfort is expressed, where
10

these are discussed in any detail, we certainly take that as a
mandate, giving us guidance as scheme management, to execute as
delegated by the Board.

JUDGE NGCOBO

Do

you

hold

annual

general

meet ings

members?

20

MR MOSOMOTHANE

JUDGE NGCOBO

We do yes.

What do you discuss at those meetings?

of
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MR MOSOMOTHANE

There’s a standard kind of agenda

which would include financials amongst other things, but what is
also important is, the process leading up to the AGM, allows
members to indicate, or give us notice of motion regarding agenda
items that they believe should be discussed, so that is very much
entrenched in the process and members do take advantage of that
and there is an upcoming AGM in June and we will certainly
10

discuss issues that members wanted us to raise at the AGM.

JUDGE NGCOBO

What are the standard items on the agenda?

MR MOSOMOTHANE

Now the standard items are often

driven by the members who are often diligent enough to attend the
AGM.
20

Unfortunately, not all members make their time to attend

the AGM, so in our environment, it would mainly be the pensioners
who attend the AGM and often what they will raise, is the plight of
pensioners in particular and although the AGM will often deal wit h
issues broadly, what you would find and have to accommodate, are
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issues raised by the members which are specific to their queries in
as far as their experiences in the interaction.

JUDGE NGCOBO

I’m not referring for the moment, to those

items raised by the members, but I’m referring to what you
described earlier on as the standard agenda. What did you mean by
saying standard agenda?
10

Are there items that are always on the

agenda?

MR MOSOMOTHANE

There would certainly be items that

are always on the age nda and that would include the annual
financial statements, that would include the election of the external
auditors, the presentation of the financial statements and the
notices of motions and here, I am referring to these issues that
20

members will have ra ised, those will be discussed and the other
item that is on the agenda, relates to trustees fees, where the AGM
is expected to take note of the policy at least and certainly approve
the increase in as far as trustees fees are concerned, so those are
the standard agenda items.
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There would be variety in those specific notices of motion that,
have been sent through by the members.

JUDGE NGCOBO

Do you expect all the two hundred and seventy,

is it two hundred and seventy by the way, how many members are
there? How many members do you have?

10

MR MOSOMOTHANE

One

hundred

and

six

thousand,

principal members.

JUDGE NGCOBO

Do you expect the hundred and six thousand

members to attend those annual general meetings?

MR MOSOMOTHANE
20

We

do

not

and

I

say

so

not

discouraging the members not to attend if they could, it would
trigger some logistical problems, but even the Council for Medical
Schemes and us as a scheme, encourage members to attend the
AGM, but it is unlikely that all of the members will attend the
AGM.
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JUDGE NGCOBO

So

when

you

go

to

these

annual

general

meetings, you know very well that not all of them will be there?

MR MOSOMOTHANE

I

think

it

is

also

important

to

acknowledge that there is certainly a lot of importance that we
would attach to the AGM and the purpose that it serves. However,
there is also a range of other communication channels that are
10

available to the scheme that are optimised to make sure that the
members are aware about the affairs of the scheme and what is
happening and there is every opp ortunity for the members to
engage us on an ongoing basis about anything that they wish to
bring to our attention.

JUDGE NGCOBO
20

Does it, concern you that not all the members

attend?

MR MOSOMOTHANE

It does concern me, it’s certainly not

unique to Bankmed , it’s an industry -wide phenomenon and now I
do not want to pre -empt what the directives from the regulator may
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suggest to the schemes in general about the way in which we can
enhance participation and input from the members going forward,
but to answer yo ur question Chair, it does concern me, but it is also
not practical given that we would have members across the country.
Some would be in Cape Town, in all the different regions, so I
certainly do not expect all the members to attend the AGM, but the
low turnout of numbers in general, although it is not unique to
10

Bankmed, it certainly does worry me.

JUDGE NGCOBO

What steps if any, have you taken to address

the problem?

MR MOSOMOTHANE

We communicate as much as possible

very well ahead of time and fortuna tely, with this specific event in
20

particular, it’s a regular annual event, so it is not new to the
members, so there is ongoing communication.
the

efforts

that

are

made

by

the

We also appreciate

regulator

to

send

out

communication encouraging members to a ttend the AGM, so we
certainly communicate and create as much awareness as possible
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about the AGM and any other event and this will be an ongoing
effort.

JUDGE NGCOBO

But all of this has not helped though?

MR MOSOMOTHANE

Chair short of going to members are

and persuading them to go to the AGM, there is really so much we
10

can do from a medical scheme perspective,

but I

am very

comfortable about the efforts from the scheme that we make to
create awareness about the AGM and really optimising all the
channels that are available to us.

JUDGE NGCOBO

20

DR NKONKI

Thank you.

Thank you for your presentation, my first question

is around what you share on slide 15, your results of your
benchmarking exercise. As you were explaining what the value is
of the added value that the members of Bankmed have, you talked
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about the younger age profile and some part of it being attributed
to non-healthcare costs.
Then your last point was that the unexplained value differential due
to the compulsory nature of the Bankmed membershi p, then you
went on to argue for mandatory membership and using this as part
of the illustration for that argument, in the report you provided to
us, the global credit rating on Page 2, you talk about the principal
10

membership that has increased, which is c ontrary to what was
expected.

You had expected contraction and you go further on

there to talk about that there could have been an impact of the
regulation governing permanent versus contractual employment
arrangements, so what I would like to know is, is it a prerequisite
to be a permanent bank employee to belong to Bankmed?

20

MR MOSOMOTHANE

The current contract is structured in

such a way that for a number of reasons, an employee must be a
permanent
incorporate

employee.
temporary

It

has

its

members,

own

challenges

because

then

when

you

we

require

contributions from them as well and it is just not appropriate in
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that kind of set -up, so the simple answer is, our contract is relating
to permanent employees within the employer groups.

DR NKONKI

So in essence, you have 3 inclusion criteria.

One,

you should work for a financial institution, two, is you responded
to the Judge’s question earlier on asking if there are prerequisites,
that you should be a fulltime employee and then three, you should
10

be a fulltime permanent employee, correct?

MR MOSOMOTHANE

DR NKONKI

That is correct.

All right.

MR MOSOMOTHANE

If

I

restrict

this

to

permanent

employees, I may inadvertently be seen as excluding pensioners,
20

because pensioners would have retired and left the organi sation, the
contract as it is now, does allow for what we refer to, as
continuation members, so for all intents and purposes, those are not
permanent employees, but they would have retired from permanent
employment with the employer groups.
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DR NKONKI

So then going back to your recommendation on

mandatory membership, how do you then see this play out, given
that the nature of contracts, largely in South Africa, is moving
more towards contract employees rather than permanent employees?

MR MOSOMOTHANE

Now this is something that we will

engage with together with the employer groups as the process
10

unfolds, very much similar to what has happened recently, where
legislation

was

requiring

that

temporary

employees

who

are

contracted for more than a certain number o f months, are afforded
the benefit of permanent employees. As a result of that process, we
had a number of members coming through as permanent employees
and consequently joining Bankmed and this is something that we
had to respond to together with the emp loyer group, with the
20

employer group clients as legislation unfolds, so those are some of
the things that we need to respond to in the best interest of the
members and in compliance with current legislation.

STOPPED AT 2:00:28
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MR MOSOMOTHANE: (2:00:00)…Now this is something that we will engage
with together with the employer groups as the process unfolds. Very much similar to
what has happened recently were legislation was requiring that temporary employees
who are contracted for more than a certain number of months, you know are afforded
the benefit of permanent employees. As a result of that process, we had a number of
members coming through as permanent employees and consequently joining
BankMed. And this is something that we had to respond to together with theemployer
10

group, with the employer groups client as legislation you know unfolds. So those are
some of the things we need to respond to in the best interests of the members and in
compliance with current legislation.

DOCTOR NKONKI: Are you able to i ndicate to us what duration of
contract employees like what two years, three years would.

20

MR MOSOMOTHANE: I take it you are talking about the duration
of the contract with the employer groups. And again I am airing on
the conservative side here. You just have to bear with me you know
in my tendency not to want to disclose the details of the contracts
with the employer groups. But you know with advice and beyond
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this discussion I can certainly share those kind of details you know
where I can. What you would have picked up though in one of the
slides is a normal indication that our individual members within the
employer groups stay with BankMed for many years. It is more than
you know 5 years and even more than 10 years. But this is really a
consequence of th ose staying with the bank for many years and
there are many instances were individuals leave one employer
10

group and got to another bank within the you know banking
industry. In which case they still within BankMed if they choose to
do so.

DOCTOR NKONKI: Okay, thank you. So my 2 n d question also
makes uhm is drawn from the same report. On uhm page 3 you
discuss your membership by option and you discuss that in your
20

two options, the comprehensive option and the traditional option
you have experienced negative growth and this was attributed
largely mainly to bydowns. I would like to okay, are these options
subject to designated service provider networks?
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MR MOSOMOTHANE: Now there is certainly an ongoing drive to
make the most of designated service providers. So the answer is
yes, to the extent that this allows us to contain cost without
compromising the quality of care, we certainly make use of
designated service providers. You know as you go further up in the
benefit options that we offer, there is some degree of freedom in
relation to whether some of these options are network options or
10

not. So there is definitely use of designated service providers but
networks in particular apply more to other options than others. And
the bydowns will be driven partly by you know affordability
considerations really and some members will decide to go to
benefit options that have some restrictions associated with the fact
that those options would be cheaper. But it is something that they
will have to accept when they go to those specific benefit options.

20
DOCTOR NKONKI: So your comprehensive plan does it have a, is
it subjected the designated service provider at all?

Health Market Inquiry

Page 274

17th May 2016

___________________________________________________________________

MR MOSOMOTHANE: It is not a network option but there is
definitely use of the available designated service provi ders that you
know would allow the members to make the most of their available
benefit options. So designated service providers are used as far as
possible.

DOCTOR NKONKI: If you are experiencing negative growth within
10

these, have you considered the use o f designated service providers
in a similar way that you do for your lower options?

MR MOSOMOTHANE: I think there is always a desire to have
some kind of differentiation across these different benefit options.
So differentiation is one factor. The other f actor is sustainability of
the different benefit options. So what you are highlighting is
20

something that is considered on an ongoing basis as part of benefit
design discussions. And in the course of those discussions we will
consider a number of options in cluding the extent which we can use
networks in the different options and greater use of designated
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service providers. So it is an ongoing discussion which is part of
benefit design.

DOCTOR NKONKI: Okay, one of your options has a, appears to me
to have a PMB package only. Can you share with us what your
experience has been with having such an option?

10

MR MOSOMOTHANE: It was certainly triggered by a call from
across our membership base for us to have a really low cost benefit
option. And as you will know it cannot be lower than a PMB kind
of package. Sharing our experiences, the uptake initially was
relatively quite low and you know it has started to pick up slowly
and partly as a result of those who believe they are generally
healthy. It has also been expos ed to some bydowns but I mean if

20

you look at the numbers they are still quite low. But it certainly
caters for a certain segment of our you know membership base.
This is why we think it has to be there for those who want a low
cost benefit option.
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DOCTOR NKONKI: Is it viable in its own merit?
MR MOSOMOTHANE: The viability of that benefit option is
something

that

we

evaluate

on

an

ongoing

basis.

And

its

performance recently amongst the different benefit options has
been generally favourable. So its viabilit y is not under threat at the
moment and we are comfortable to be continuing with this in the
current year as well.
10
DOCTOR NKONKI : My next set of questions are around your
trustees. I wonder if your colleague could tell us what is your
composition of trust ees, what different profiles they have and if
they have gone through any training whether it is in -house or not
in-house.

20

MR MOSOMOTHANE: I am happy to address that and I think Mr.
Armstrong will give me an indication on anything that I may have
missed. And generally the structure of our board of trustees is that
the top 3 employer groups each can assign two employer appointed
trustees to the board. The total number of our board of trustees is
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12. So now the, in considering who to assign to the board of
trustees there will be ongoing interaction between the board in
general and scheme management about the skills that are required
to help us govern the scheme from a board perspective. So in
assigning people to be trustees the employer groups would be very
cognisant of the set of skills that are required in really leading the
organization.
10

So

that

is

certainly

taken

into

account.

Very

important given that you know these are trustees who are not
necessarily going to an election process. They are employer
appointed. We have certainly been very fortunate in the calibre of
the trustees that have been assigned to us. So hat talks to the 6
employer appointed trustees. And then the balance are elected at
the AGM with a term that lasts for 3 years. So at each and every
AGM, two trustees must stand down after the end of a 3 -year cycle.

20

And so the 6 that I am talking about would be certainly elected at
the AGM and our rules as they are now do make provision for the
scheme to carry out a vetting process that is informed by the fit and
proper requirement from the Council of Medical Scheme and a
whole range of other standard kind of considerations that are
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applied fairly across all those members to ensure that they are
certainly fit and proper to assist in the governance sche me as
trustees. So that is the makeup of the 12 trustees. And the 6 that are
elected at the AGM would obviously be coming from any bank that
is contracted with the scheme because you know it would be
influenced by who has stood for election and who makes i t in as far
the election process is concerned.
10
JUDGE NGCOBO : Can I just make a follow up on this. You say
there are 6 employer appointed trustees. Now each employer
appoints, nominates two or appoints two?

MR MOSOMOTHANE : It appoints two and it delegates those two
to the trustees so they would make those decision themselves as an
20

employer groups about who is the most appropriate to be a trustee
of BankMed.

JUDGE NGCOBO : Now these employers, are these financial
institutions? What are they?
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MR MOSOMOTHANE: Chair it would be the structure of our
rules as they are now would suggest that it must be the top 3
biggest employers. So it would be banking institutions contracted
to BankMed. The top 3 can each delegate two trustees to the board.

JUDGE

NGCOBO :

My

und erstanding

is

that

you

represent

employees from at least 6 financial institutions, is that right? Yah.
10

But not all of this have the, are entitled to appoint the trustees.
Only the top 3 in my understanding.

MR MOSOMOTHANE : There is a question that was rai sed about
trustee training which I missed. There is certainly an ongoing effort
to make sure that our trustees are equipped with the necessary
skills and training where possible we set up internal training
20

sessions were we invite you know suitably equipped people to
assist the scheme trustees in particular as far as training is
concerned. Fortunately, in the industry the Council for Medical
Schemes also offers a range of other training sessions to make sure
that our trustees understand what their responsibi lities are and
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carry out their duties as expected. And there is certainly an ongoing
effort on the part of the scheme to take advantage of the training
sessions that we make available internally and those that are
offered externally.

DOCTOR NKONKI: Could you be specific. You gave a very broad
response that there is training, you invite public people to provide
10

specific training. What subjects are you, what do they come train in
and what are the specifics?

MR MOSOMOTHANE : Now the training would include and I
mean I am going to draw from recent examples just to illustrate the
point. The training included compliance in general and King III
was one of the subjects that was dealt with recently. But I think
20

this is important. There is also a trustee induction pa ck that was put
together by the Council for Medical Scheme you know a number of
years back. And we use this as a point of reference and it is an
evolving document. The relevance of this is it outlines a number of
topics that trustees should generally be ac quainted with. And we
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use that as a point of reference to make sure that over time our
trustees are comfortably equipped with all the issues that have been
raised here. Of course the most relevant one would be the Medical
Schemes Act. So the trustees must understand what is expected of
that you know, Financial Institutions Act and the King Code on
Corporate Governance to mention but a few. But there are some
kind of a frame of reference that we use as a guide to make sure
10

that our trustees are adequately eq uipped and the process will
include ensuring that our trustees are up to date on the topical
issues or matters that are happening in the industry. Does that help?

DOCTOR NKONKI : Okay, thank you. My final question, sorry
last one is still on the trustees. So do you have in your current
trustees, trustees that are ordinary members of the medical scheme
20

without any specific skills?

MR MOSOMOTHANE : I would say if I look at the makeup of the
board as it is now, we certainly have a solid combination of
trustees who are delegated to us by the employer groups with a very
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good set of skills. And those that are elected at the AGM you know
certainly that is a consequence of who wins at the AGM. So
currently we have little control about you know the makeup of
people that comes through that process. However, within the
scheme now we have very good and experienced trustees who are
certainly helping us in the governance of the scheme.

10

DOCTOR NKONKI: My last question is on what outsourcing model
do you use with your admi nistrator?

MR MOSOMOTHANE: Now with the recent appointment of the
new administrator it was really influenced by a desire to the extent
that is possible to have a one stop shop on one hand. At the same
time where there are some service providers who are yo u know best
20

of breed in their areas of expertise we take advantage of that as
well. So it is a high breed of wanting an integrated kind of service
offering from a one stop shop and incorporating some standalone
kind of service providers were we believe tha t together they can
certainly help us achieve the objectives of the scheme.
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DOCTOR NKONKI : When Discovery Health Medical Scheme
came to present to us, they shared that the outsourcing model that
they are using with Discovery health is what they call the ve sted
model which means the micro managing of the administrator. They
have a key set of outcomes that the administrator is measured on.
So what I was asking is are you working with a similar model or
are you more hands on and managing the outcomes?
10
MR MOSOMOTHANE: I think it would be fair to say there is
adequate involvement on our part as scheme management with that
support of the board of trustees to ensure that you know the service
level agreement that we put together in relation to the partnership
the administrator allows us to make sure that what we deliver o or
members is in line with their expectations and our expectations. So
20

there is an element of being hands on, on the part of BankMed and
this is not necessarily cast in stone. In the fullness of ti me in areas
where we get absolute comfort that things are under control there
will certainly be somewhat less involvement as long as we are clear
on the indicators that continue to give us comfort that things
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remain under control. So I would say there is a lot more of a hands
on involvement on our part to make sure that you know the
expectations of our members are certainly met.

DOCTOR NKONKI : Thank you. Thank you Judge.

JUDGE NGCOBO : You said you do not have control over who is
10

elected trustee at the AGM meetings. Is that right? Now, do you
have

control

over

who

is

nominated

by

the

three

financial

institutions?

MR MOSOMOTHANE: No, we also don’t really Chair.

JUDGE NGCOBO: So in short you have no control whatsoever on
20

who is a trustee, who ends up being a trustee?

MR MOSOMOTHANE: We certainly cannot interfere with the
process and the point that I think is worth reiterating is where we
have a sense of the set of skills that we believe are lacking from
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within the board as a collective we would share these with the
employer groups in general. But still leaving it entirely to them
whom they delegate to the board because this is driven by a desire
to make sure that the collective of the board you know presents a
cross functional kind of competencies without de tecting to them at
all you know about who we want on the board. So you are
absolutely right, we have no control on who is delegated to the
10

board.

JUDGE NGCOBO: Do you share that with the consumers?

MR MOSOMOTHANE: I think in our rules it is indicated tha t this
is how the trustees are elected to the board.

20

JUDGE NGCOBO: No, I asked you the question. You have no
control over who gets elected as the trustees. But then you said to
us, well if there are any concerns that you have specific skills that
you requ ire you would communicate your requirements to the three
banks without of course trying to influence them whom they should
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nominate. Now the question I am asking you is, do you do the same
with regards with those who are elected by the members?

MR MOSOMOT HANE: Now the answer is no. And the process that
we have in place in as far as the election of elected trustees is far
too open. It depends entirely on who stands for nomination and who
gets elected. So for those different dynamics you know I can
10

certainly not provide you with evidence where we have said to the
members this is what is at play.

JUDGE NGCOBO: I understand, thank you.

PROFESSOR FONN : It is Mr. Armstrong right; can I ask him a
question? Mr. Armstrong, I am coming back to an earlier point
20

which is the notion of value. And if I have to say to you from your
perspective as a trustee representing the members of the scheme.
What would you, what do you and the board and what do you think
your members would value? What would they consider to be a
measure of value? What are they looking for?
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MR. ARMSTRONG: Thank you through you Chair. I think the
members obviously want the best medical outcome at the lowest
possible price and I think that is the combination that they are
looking for in terms of value. That they get their needs catered to
within the confines of the contributions they are paying.

PROFESSOR FONN : So in relation to that, do you get data which
10

allows you to reassure yourself that it is what you are getting?

MR. ARMSTRONG : Yes, data is pres ented at the board meetings
with regards to the utilization from the various categories, the
various options and certainly we get that four times a year.

PROFESSOR FONN : Thank you. I suppose I want to go back then
20

to your slide you presented on slide Numb er 14. So what Mr.
Armstrong said and what I think we all intuitive maybe. Many of us
intuitively feel is it is about outcomes for how much money. But I
am trying to work out, I suspect you know what the buck is here. I
am trying to work out what the bang is.So I have read through this
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and I have looked at your benchmark analysis and your costs are
down and your benefits are up. So what is it they do? They count
the number of benefits or the value of the benefits, what is it
exactly they do that fits under where you work out if your benefits
are better or worse than the comparatives that they have presented
you with?

10

MR. ARMSTRONG : I think the best way to, I think there is an
appreciation that there is a lot of actuarial work behind the scenes
here. And it really compares you know how much we get for a rent
amount as far as benefits are concerned. And I am not sure if that
answers your question.

PROFESSOR FONN: I know that is the intention but I am trying to
20

work out what a benefit is. A benefit is not an o utcome. An
outcome is, you didn’t get your leg cut off when you had a
headache. That is an outcome. An outcome is that you are better, an
outcome is you avoided hospitalization and you do not have these
data. So that is what I am trying to work out here. W hat here is a
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benefit? I mean I am assuming when actuaries gave this to you they
told you what they measure.

MR. ARMSTRONG : Now I think what they measure here it
certainly cannot be looked in isolation. This would be looking
primarily at rands and benefit s. This is why we make the point of
from a value perspective if we look at quality as well which pulls
10

in outcomes and our participation with the AQA. This is where we
start looking at outcomes. So if we are doing generally well as I
suggest we are in as f ar as outcomes is concerned based on what we
pick up from our participation in AQA with the rands and benefits
that we reflect here. So these together certainly demonstrate the
value that we offer to our members. So I would suggest that we
must certainly l ook at those together otherwise if we just look at

20

this it will really be you know benefits and costs. And you are
absolutely right exactly on its own it doesn’t present outcomes.

PROFESSOR FONN : I suppose part of the reason why we ask
these questions is as you know part of what we are trying to
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understand is how the industry works together, the little pieces,
how they all fit together. There are clearly the members of the
schemes and then there is another layer which are the trustees of
the schemes and th en there are the employees of the schemes and
then there are administrators of the schemes and then there are all
the people that you buy services from. It seems to me that schemes
collect quite a lot of information and could potentially I suppose
10

collect more. I am assuming in the way you describe your
participation in the health quality assessment process you do
collect more data. And the question is as you move, I mean you are
in a unique position for us you know in a sense we are not
interested in BankM ed per se, your previous administrator and your
new administrator. But you are in a unique position, it is helpful
for us because you moved. So that makes you a nice case study to

20

understand. And the question is the degree to which you can or
can’t or have or haven’t or will or won’t be able to be in a position
to get outcome data and if that is part of what your trustees expect
of you, what they ask from you and how your relationships works
so that makes it possible?
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MR. ARMSTRONG: I can certainly assure y ou that the appetite for
the focus on outcomes is certainly there and in fact what is starting
to happen in the partnership with HQA is that the information is
becoming more available more you know as opposed to just looking
at this once a year. It is beco ming available on a more regular kind
of basis. So this creates an opportunity for us to do more with this
information and the extent to which this can be really be shared
10

with the members is an ongoing consideration. There is certainly no
intention to wit hhold any information from members because we
are talking about good things here that highlight areas were we
need to prove and how we compare in the industry in general. So
the appetite is there and our sense and strategic, in fact we indicate
elsewhere that one of the foundations of our strategic pillars is you
know an integrated digital strategy but this is talking more making

20

use of technology to get information across to the members. So the
appetite is there and my sense with can do more to engage and
educate the members about the value that we offer and the
commitments that we make. So that can also take us to task when
things are not going in the right direction.
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PROFESSOR FONN : I was interested in the discussion around
price takers. We have never had so many price takers on the market
inquiry before. There are a lot of you price takers. What I am
interested is that usually the people I mean in general terms when
you have the money then you hold the power. So now funny enough
in this market when you ha ve the money you have no power and
that does seem to be a funny place, a funny market. So how do we
10

understand this funny market? And one of the things that seems to
me to be possible even in the current environment is that you can
say to a hospital or a p rovider because you have the money and you
are buying it. We will buy it as long as you give us certain
information. Now it seems that no one has taken that option. But it
would be a way to say to your members, look here is value for
money because I have g ot an outcome. So how come that is not

20

happening? Has no one thought of it? Have they tried it and it
didn’t work? Is there resistance from people? How come that is not
a possibility? I will buy your service, here is the money, you can be
in my network, or my member can go anywhere as long as you
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report the following. Is that something, have you ever done it and if
not, why not?

MR. ARMSTRONG : I believe to the extent that we utilize networks
and

designated

service

providers

that

certainly

creates

an

opportunity for us to you know be in an ongoing interaction and
partnership to those who agree to belong to the networks exactly
10

for the purposes of outcomes. If agents you know prefer to do their
own thing driven by their own interests, it becomes difficult to
secure these kind of interactions that will look at the best interests
of all stakeholders particularly the members you know with
outcomes being one of the drivers as far as this is concerned. So I
would argue that there is probably more that can be done g oing
forward in as far as driving that initiative. But you know there is a

20

number of things that are being done now and we are making a
point about the extent that some regulation at some level could act
as a catalyst as far as this is concerned. But the p oint you know
that I am accepting as part of this process is that there is probably
more that we can do in that regard.
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PROFESSOR FONN : It is interesting to me how many people have
said we need regulations. Here are all these people in the free
market.

The

market

is

a

wonderful

thing;

it

gives

us

cost

effectiveness. And then when we say why aren’t you doing these
things, we are told that we need regulation to help us. So I find that
an unusual place because mostly the free marketers tell us no
regulation thank you. So that is unusual. One of the things, that is
10

just a comment from me you do not have to answer it but you are
welcome to explain it to me if you can. But one of the things that
we did do in our information request is that we did ask you for
pieces of contracts. So I am assuming then that we will have a copy
of your previous contract with your previous service provider in
terms of the administration and we will have a copy of your current
service provider. Because particularly in the information re quest

20

we have asked for if you have changed, if we could have that. Is
that correct? That is in the information you submitted us already?
MR. ARMSTRONG: There is quite a lot of information that we
have submitted to the extent that this included these speci fic
contracts. I have to check with our legal advisors about what we
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have submitted. And of course of anything is still outstanding and I
am sure we will attend to that.

PROFESSOR FONN : Thank you very much. And obviously if you
claim confidentiality that is not an issue. We are just curious to see
how it is. You spoke about innovation sometimes being blocked
quite early on in your presentation. And I wasn’t, I want to
10

understand what you meant. For example, you said, for example
PMBs. But what about compl iance and I wanted to know what you
meant.

MR. ARMSTRONG : The example I was making and here I was
articulating instances where you know activities with the right kind
of
20

intentions

and

objectives

can

possibly

have

unintended

consequences and making an exa mple of PMB where one may be
expected to comply strictly in as far as paying for a PMB condition
at cost. Where the element of compliance with you know here I am
talking about medication compliance if there is no intervention or a
way that is encouraged yo u know paying for PMB cost in that kind
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of scenario is almost like a waste of money. So I was highlighting
an opportunity for an introduction of measures or an encouragement
from a regulatory perspective to say okay we know what the
intention is in terms o f paying PMB costs. But there is room and an
opportunity for introducing the compliance element which will
ensure we achieve the right outcomes. Otherwise we will very well
be throwing resources at this situation without the right kind of
10

outcomes and that is the point I was making.

PROFESSOR FONN : So I did understand you correctly. So if I
forget to take my hypertensives and then I have a stroke you will
say we are paying half your costs because you didn’t take your
hypertensives. But I think the thing ab out PMBs is perhaps which is
not highlighted sufficiently is that the entire point of health
20

insurance is to protect people from catastrophic costs. So I get your
point but I am not sure within the constitutional framework that
very possible scenario but I do agree with you that interventions to
assist people to comply are there as well. The contract I have
asked. The other thing that I might have been interested in I think

Health Market Inquiry

17th May 2016

Page 297

___________________________________________________________________

you might have answered it but if you have anything to address. Is
it when a scheme contracts with an administrator, as far as your
understanding of the Medical Schemes Act. How much of the
responsibilities that are assigned to the trustees and the scheme can
be subcontracted out to the administrator? Is that a very clear line
or is it a gray area?

10

MR. ARMSTRONG : I think it may not be very clear but then we
can take guidance from the expectation that the scheme remains
ultimately responsible. We may very well be using outsourcing
service providers to deliver value to our members. You know as a
scheme and certainly as government structures we cannot throw our
hands

in

the

air

and

say

it

is

entirely

resounds

with

the

administrator. So we must continue being accountable and make
20

sure that we also hold the administrators and any other outsourc e
providers to account where we have delegated some activities to
them.
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PROFESSOR FONN: Sorry I just see an additional note of
documents that we asked for of agenda and minutes of your
trustees’ meeting and in addition it has also been submitted and or
if it hasn’t your facilitator will let us get that.

MR. ARMSTRONG : We will check on that and certainly attend to
what we need to attend to.
10
PROFESSOR FONN : The other point that I suppose that was
interesting to me in the discussion with the other panel mem bers
was

the

notion,

yes

at

an

appropriate

level

you

would

communicateat an appropriate level. And how do you know what
the appropriate level is? And does the Act assist you in any way in
understanding what constitutes an appropriate level?
20
MR. ARMSTRONG: I think the Act may not be necessarily be very
clear on this. Amongst other tools that we use as a guide you know
is a governance mandate that we have actually shared at one of our
trustee training sessions recently. Where it really reflects on the
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members as important stakeholders. Them you know electing the
trustees, trustees remaining accountable to the members. And
trustees delegating some responsibilities in as far as execution to
scheme management. And in instances some operational activities
are outsourced to outsource service providers scheme management
remains responsible and reports back to the board of trustees with
support from the administrator. And that seems to be practical and
10

it functions and it acknowledges the fact that the members delega te
authority to the board and they have enough opportunity in my view
to raise issues and express some unhappiness if they certainly feel
that activities or issues that have been attended to the board are not
in line with their expectations. So it is withi n that framework and
from BankMed’s perspective it is with utmost respect of the
importance for the member’s individual but at the same time it

20

attaches importance to having to attend to day to day activities in a
more practical kind of way without hiding information from the
individual members. So the, you know I would say maybe the Act
itself and I am talking without looking at the specific provisions of
the Act. But you know the governance framework that I am
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referring to give enough guidance about the r esponsibilities of the
board and them remaining accountable to the members.

PROFESSOR FONN : Mr. Armstrong, is there a time ever where
members of your medical aid actually come to the board with
issues? Is it an agenda item, do you get letters, does someon e
knock down your door?
10
MR. ARMSTRONG: Thank you, what you will often find is that
members of the medical aid scheme will contact one of the board
members with specific issues which they either are not happy with
or they want to query. So what tends to ha ppen that particular
board member will go to scheme management and being an
operational issue will request scheme management to look into it
20

and revert back to the individual board member and the individual
member who has actually raised the issue.

PROFESSOR FONN: Does this happen, is this an often or rare or?
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MR. ARMSTRONG : I certainly wouldn’t say it is rare. But it is not
a regular occurrence. Being in the financial industry the members
tend to know who their board members are. And they will, if you
happen to be in the same institution they will send you an email.

JUDGE NGCOBO: Doctor Bhengu.

10

DOCTOR BHENGU : Thank you Judge. I just have a few questions
of clarification. On slide 4 you make reference to provide health
care funding to more than 50 financ ial institutions. I am a bit
confused on how this relates to the other figure of 6 financial
institutions. What was the context of the 6? I see here funding to
over 50 financial institutions. I am assuming you are saying here
these are your clients? I thin k it was Judge who made reference to

20

the 6.

JUDGE NGCOBO: I think that figure is being contrasted with the
document that you provided to us which concerns your ratings. That
figure puts the figure of financial institutions at 60, whereas your

Health Market Inquiry

Page 302

17th May 2016

___________________________________________________________________

presentation puts the figure at560. I think that is certainly what
Doctor Bhengu wants to clarify. That rating was done as of May
last year. I think it is. Has the number shrunk since then?
MR. ARMSTRONG : Chair it hasn’t shrunk and I think it is more of
a correction in the latest kind of update because some of the groups
within the 60 are very much related to each other. So what we are
doing is we are grouping them more appropriately. So when that
10

rating exercise is done going forward we will reflect a shorter or
smaller amount if you like.

JUDGE NGCOBO: Surely it would have been an easy matter to
explain that because the document that formed the basis of your
rating for you to get a plus which I understand is the highest rating
that you know has been given in South Af rica. Is that right? It talks
20

about 6 differentials. In fact, it says more than 6 differential
institutions you know. The scheme provides health care funding to
more than 6 differential institutions operating in South Africa. So
hat is your explanation? Is the explanation that is it 60 or 50?
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MR. ARMSTRONG: Chair, we certainly would have provided a list
of more than 60 individual entities to global credit rating. And now
the more important thing is how many members we are talking
about. That certainly does n’t change. But on looking at these 50
institutions were we have found now that some of these groups are
very much inter -related, we have grouped them together and
consequently have resulted in a smaller number as far as that is
10

concerned.

JUDGE NGCOBO: I still do not understand what you are saying
because there is nothing here to qualify. I mean in the presentation
that you are saying the third bullet says healthcare funding to more
than 50 financial institutions. And then on the other hand it says to
more than 60. And there is no undication that you hsve grouped
20

together. It is your explanation that in actual fact when you group
this it comes to 60, I beg your pardon to 50.
MR. ARMSTRONG : That is the explanation Mr. Chairman. I have
to apologize for not e xplaining it upfront but that is certainly the
explanation.
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DOCTOR BHENGU: The other point of clarification is that on
slide 16 which reads employer groups can protect the BankMed risk
pool by requiring membership of BankMed as a condition of
employment. I t says can, is this it or it is a definite requirement of
members to appoint BankMed as condition of employment?

MR. ARMSTRONG: That is certainly the case now. And so
10

belonging to BankMed in as far as the contract that will be in place
between BankMed and the employer group; belonging to BankMed
is a condition of employment. And the point that we make here is to
encourage the employer groups to maintain that because you know
it allows us to benefit all of us including the individual member
from risk poolin g successes. And this is what we impress on the
employer

20

groups

to

really

maintain

that

as

a

condition

of

employment.

DOCTOR

BHENGU:

dispensation?

How

far

back

does

this

go

this

new
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MR. ARMSTRONG : It has been there forever. This mandatory
membership has b een there since the contract between BankMed
and the employer groups came into existence. And you know there
is always ongoing conversations about whether or not this must
still be maintained. And in our interactions with the employer
groups we use our dis cussion to say this remains important from a
risk pulling perspective.
10
DOCTOR BHENGU: Thank you, the one question that I have as
well is; does BankMed meet the Medical Schemes Act’s definition
of restricted membership scheme?

MR. ARMSTRONG : It certainly does. And I say this with a lot of
confidence drawing from a conversation that took place late in
20

2009 at the time when we were expressing an intention to operate a
bit broadly in the financial service industry. The outcome of the
conversation

was

such

th at

you

know

the

regulator

was

interrogating our intentions and asking what exactly do you want to
do? Do you want to be an open scheme because financial services
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industry can be quite broad? So the outcome of that was that we
must be clear about where we w ant to operate. This is why our
rules now talk about the banking industry. So we are confident that
we certainly meet the requirements of a restricted medical scheme.

DOCTOR BHENGU: My understanding of course given that is if
you at least how I read the Act. I could be wrong. Is that if your
10

clients must either be employers as banks or at least members of
the industry, banking industry specifically. My question really is
that is just a preamble that are there any employers in your group
that are not banks and are also not in the banking industry.

MR. ARMSTRONG : Now this conversation that I was making
reference to that took place in 2009 interrogated exactly that
20

question that some of the employer groups within the BankMed are
not strictly banking institut ions. And there are historic reasons for
these because many of them would have some association at the
very least with some financial services industry which is relatively
a bit broader. The decision that was taken then was that those
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entities who are not necessarily banking institutions can certainly
remain at BankMed. However, from 1 January 2010 any employer
group that was interested in joining BankMed as an employer group
client has to be a banking institution. So this accommodated what
may have happened in the past to say those who are there, who are
not strictly bans can certainly stay but going forward we have to
ensure that it is banking institutions that join BankMed.
10
DOCTOR BHENGU: Those that are non -banks, does that include
Metropolitan Health y our previous administrator?

MR. ARMSTRONG : That is correct it would include Metropolitan
Health.
DOCTOR BHENGU: Are they still a client?
20
MR. ARMSTRONG : They have since left the scheme. They have
resigned from BankMed so they are no longer a BankMed clien t.

DOCTOR BHENGU: Are you saying they resigned as from when?
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MR. ARMSTRONG : They resigned as at the end of April.
DOCTOR BHENGU: End of April 2016? Would you know the
reasons why they would have resigned?

MR. ARMSTRONG : I think they certainly considered their options
and I am carefully into going into details and they considered
options available to them. And they considered it appropriate to
10

leave BankMed as employer group client. Now I will not be close
to the details about the deliberations within the organization that
formed this thinking. And from a BankMed perspective we accepted
it when they gave us notice that they wish to resign.

DOCTOR BHENGU : I think at its highest the most numbers of
Metropolitan employees, what proportion at its highest were they at
20

your total membership.

MR. ARMSTRONG : I am speaking under correction here. And I
would say do not hold me to these numbers here. But I think we are
talking about 1500 members.
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DOCTOR BHENGU: Now given your rules that you explained
today that were if the administrator or the top 3 employer groups
appoint members to the board. If you say 1500 it is unlikely they
would have reached the threshold. But what did you have in your
rules to cover that eventuality given that as an administrator that is
a service provider to yourselves they would have been conflicted
being in the board of trustees. Was there anything in your rules that
10

covered that eventuality.

MR. ARMSTRONG : Truth they were not on the board of trustees.

DOCTOR

BHENGU:

Rules

did

not

necessar ily

cover

that

eventuality because if they were your clients if they reached the
threshold they would have been on your board.
20
MR. ARMSTRONG: I hear you, thank you for misunderstanding
you earlier on. I think there is also historic kind of events that led
into Metropolitan Health being a member of BankMed being an
employer group. And you know essentially that relates to the fact
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that Metropolitan health would have emerged out of BankMed many
years ago. And this would have been during the time you know with
them becoming a separate kind of entity with their employees
perhaps being BankMed members as anyway. So the previous
dispensation would have allowed them to stay on BankMed even
though they were strictly speaking not a financial institution. So
there are historic considerations that come into play here. Hence on
10

interrogating you know the membership base in 2009, I think the
regulator was really right in nudging us to say okay we have to
accept history because this is where we are at now but going
forward it has to be financial institutions. So I attribute their
membership to BankMed to historic factors that I have alluded to.

DOCTOR BHENGU : It follows though that they also would have as
20

a condition of employment on their staff to be members of
BankMed.

MR. ARMSTRONG : Correct.
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DOCTOR BHENGU: Is there or was there at the same time the
Metropolitan Health Medical Scheme?

MR. ARMSTRONG : As far as I know yes. There was certainly a
Medical Scheme within the employer group as well.

DOCTOR BHENGU : Why would th ey channel 1500 members to
10

BankMed and not their own medical scheme?

MR. ARMSTRONG: I do not know; I can’t speak for them.
However, I will argue from a BankMed perspective that when we
look at the value that we offer as BankMed Medical Scheme;
BankMed certainly provides very good benefits that them as
Metropolitan Health would have understood quite well. And they
20

certainly took advantage to the fact that given the history that
emerged out of BankMed they would have you know take advantage
of the opportunit y to belong to BankMed.
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DOCTOR BHENGU: Now this question applies more broadly but
you are the one who is in front of me right now. Now I didn’t think
about this earlier but the more we speak, should we be concerned
because I think this is much broader tha n just BankMed. Should we
be more concerned or widely to your knowledge is this adopted
were the administrator has channels either way whether it is the
condition of employment or other ways of incentivize or basically
10

channels the administrators’ employee s to be members of a scheme
that they administer?

MR. ARMSTRONG: I can only speak from BankMed’s perspective
here and I think it is relevant to take into account the historical
factors that may very well be unique to BankMed in this specific
instance. So outside of that I have no knowledge to whether we
20

should be concerned or not. But in BankMed’s space it was linked
to specific historical kind of events. And as I have said I can only
speak to BankMed’s perspective.
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JUDGE NGCOBO: I think the question real ly is, is there anything
that should concern us in that kind of situation. Leave aside the
history

you

are

talking

about.

But

going

forward,

is

there

something that should concern us?

MR. ARMSTRONG: Chairman, honestly I haven’t given that one
some thought and I really looked at this specific case in BankMed’s
10

context and then history associated to it.

JUDGE NGCOBO: I think the relevance as well; I did not know the
Metropolitan Health is no longer your client. But it begs the
question, yes of having your a dministrator as your client within
months of changing the administrator they withdraw from you. Is
there ever an expectation that you bring your employees to me, if
20

that is the case then what would be the quid pro quo from a scheme
perspective? Would it ha ve been a retention?

MR. ARMSTRONG : There was certainly never an expectation and
you know Metropolitan Health as an entity had the opportunity to
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belong to BankMed and they optimized that for reasons that they
would be best placed to articulate. They deci ded to part ways with
BankMed. And within the context that it played out in BankMed
you know one appreciates it when you look at it with history. As I
have said I haven’t applied my mind to any risks that it imposes
generally outside the confines of BankMe d.

10

DOCTOR BHENGU: Now on the issue of administer influence.
Last week or two weeks ago we had clinics here and they indicated
that the only difference was a change of administrator form your
side and their tariffs were reduced. But they had a deal with yo u
and just by the change of administrator their tariffs were reduced.
Is that true, it that what happened?

20

MR. ARMSTRONG : Now whether that was the only reason or not
you know I do not think I am in a position to confirm it now.
However, what I can say is when we look at the sustainability of
the benefit options that we offer; I tis certainly an ongoing kind of
exercise. And you know as much as I said earlier we make the most
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of our reserves and utilize them for the benefit of our members. But
to the extent that some of the losses that we generate are seen as
sustainable and the expectation is that we must do our best to
manage the key cost drivers in as far as the benefits that we offer is
concerned. I would not see that kind of decision as isolated and
strongly linked to the change in administrator. It could have been
very much being a result of ongoing efforts that are aimed at
10

containing the drivers of costs which is something we have to do on
an ongoing basis. So I would not confirm that it is entirely a
change in administrator. At this point we would never know if we
would have taken that decision in any way.

JUDGE NGCOBO: Taking speculation out, you do confirm that
what they told us is true. That the tariff file was reviewed and it
20

was reduced.

MR. ARMSTRONG: I would appeal to the panel because I haven’t
looked at that specific episode in that great detail so I am not
closer to the details as far as that is concerned. So consequently I
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would find the difficult to confirm what you are saying in this poi nt
in time.
DOCTOR BHENGU : Do you know the same happened to NetCare
Life need the Clinic that their tariffs were reduced?

MR. MOSOMOTHANE : I think the exercise of reviewing tariffs
would be an ongoing exercise influenced by the intention to contain
10

the drivers of costs. The extent to which these different players
have had their tariffs decreased over the cost of the last while and
the reasons thereof I would be more comfortable to confirm this at
a later

stage.

But I am not in a position to confirm this

appropriately in this point in time. My executives within the
scheme office can certainly confirm that and we will be happy to
address the question if it is quite important to the panel and share it
20

with you.

JUDGE NGCOBO: I am just curious to know. You ar e the Chief
Executive Officer, are you not? Of BankMed and the principal
officer for that matter. Is that right? Decisions as to who is going
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to be the administrator is taken by yourself and the board of
Directors. Are you part of the management that makes those
decisions?

MR. MOSOMOTHANE : Correct sir.

JUDGE NGCOBO: You have told us about some of the key factors
10

that triggered the change. That triggered the; let me use the term
that you used here. Page 50, that triggered the tender process.

MR. MOSOMOTHANE: That is correct.

JUDGE NGCOBO: That suggests to us that you have knowledge
about what triggered this tender processes and everything that is
20

associated to that. Is that a fair assumption to make or are we
wrong?

MR. MOSOMOTHANE : I think in as far as the factors I have
outlined with having triggered the tender process, that is certainly
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still the case. What I find myself in a position not to do because in
trusting the administrator in doing a number of things you know on
behalf of the scheme and there is a lot of them. I do not have a list
with me now that confirms that you know in as far as these specific
health care providers this was a previously and this is right now. I
do not have that information at hand unfortunately. But should it be
required by the panel, I can certainly provide that beyond this
10

session.

JUDGE

NGCOBO:

Yah,

I

would

be

in

interested

to

get

confirmation of that as well as the other... how their tariffs were
affected during the period. Now we hear you but what this also
tends to confirm at least in my view two things that well one just
the clinics’ example. One, what we keep hearing that medical
20

schemes are not really the place where decisions are taken. Here is
an example. It is unfortunate the schemes are not really sure what
happened and as I have said change of administrators and the
change of tariffs. But it also seems to go against your assertion that
schemes are price takers really. Just that one example seems to
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suggest to me the substance in the doubt regarding those two ar eas.
Would you say it is reasonable? I am aware that I am working on
the assumption that what clinics told us is factual.

MR. MOSOMOTHANE : I think one of the things that I indicated is
that within the confines of what schemes can and cannot do and the
extent with which we can use designated providers and you know
10

negotiate tariffs via any outsource kind of partners that we utilize,
we would certainly optimize that as much as possible without
necessarily you know compromising the quality of care that we
give to our members. Now against the background of the fact that
healthcare remains affordable these efforts you know it would be
fair to say are less than adequate for us to achieve the key
outcomes. So in that context and the extent that regulation could

20

help us achieve those outcomes at greater speed and I would say we
are price takers in that context. It doesn’t mean that we do not have
any recourse at all and we optimizing what is available.
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JUDGE NGCOBO: Finally, I did note of course the justification o f
you going on tender. What is also clearly evident as well is that
this is really well run scheme the least on the basis of the results
you gave us whether one looks at reserve ratios everything else. So
your moving across must at least be based on very s pecific further
improvements in your results. Where are you expecting further
improvements on BankMed’s numbers and fortunes? Is it non 10

healthcare costs and where would that venture?

MR. MOSOMOTHANE : Now in the course of engaging with any
administrator including the new one we would certainly highlight at
the very least the very attributes and the thing we pay attention to
including non-healthcare costs. Including the drivers of healthcare
costs and seek to partner with an administrator that will help us
20

manage those as we possibly can. So non -healthcare costs will very
well be one of the things we will continue to monitor and call on
the new administrator to help us contain that to the extent that they
can. From a sustainability benefits perspective, to t he extent that
there

is

room

for

us

to

optimize

clinical

risk

management
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interventions in pursuit of better sustainability of our benefits
options and to the extent that the administrator can help us achieve
that you know you will be expecting us to achiev e that. Here I am
highlighting risk management interventions as just one of the
things that we anticipate in these kind of partnerships. There is also
the intention that benefit our members in the greater kind of service
offering. I think these are a few e xamples of the area where we
10

expect some improvements and enhancements in the best interests
of our members ultimately.

JUDGE NGCOBO: Thank you very much. Of course you are aware
that one of the important considerations that you are required to
consider

if

you

are

contemplating

the

appointment

of

an

administrator is have regard to costs. Is that right? In fact, the
20

declaration of the 30 t h of June 2004 which you made available to us
requires you to do that. It also requires to engage in a fair and
reasonable process of evaluating is not one administrator but a
range of administrators when you make your selections. Is that
right? Yah. Now on more than one occasion you have said maybe
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regulation can help us. Now I am just curious to know why do you
require r egulation to help you? Let us talk about the information
for example. You have accepted that you know there is nothing
which prevents you from going beyond what you have done in
relation to the provision of information on cost quality and the rest
of the things. Now that is what we have had from the other schemes
as well. Now to what extent is the concern about what information
10

should be collected? What format should it be and who should
collect this information and how is this information should be
used? To what extent does these issues, matters of concern?

MR MOSOMOTHANE: Chair, against the background of comfort of
the information that we are sharing with the members here and…

20

JUDGE NGCOBO: We no longer have time so I would plead with
you to answer the q uestion. Are the issues that I have raised with
you concern to you or to schemes in general?

Health Market Inquiry

Page 323

17th May 2016

___________________________________________________________________

MR MOSOMOTHANE: You have elevated the prominence of you
know what you have raised against the comfort that I have on the
current practices. So it certainly has ra ised a point for us to
consider what you have raised.

JUDGE NGCOBO: I am not saying consider this. I am saying we
need to find out what is the probable explanation for wanting
10

regulation to assist you. Because there doesn’t seem to be any
consensus or any agreement on firstly, what kind of information
should be collected. How should that information be collected?
And how that information is going to be used? And bearing in mind
the information that is presently in your possession is information
that belon gs probably to other stakeholders and you may require
their consent in order to make that information available. So I am

20

asking you, to what extent are these matters inhibiting the
voluntary action in the disclosure of information?

MR MOSOMOTHANE: Chair, I think the call for regulatory kind
of intervention. The terms of reference themselves articulated very
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well that in instances where the normal forces within the market are
not helping us to achieve the desired outcomes regulation will
certainly assist. But what you highlighting now are instances where
you know the sharing of the information as an example is
something

that

the

schemes

can

do

without

any

regulatory

intervention. My sense is this is certainly something that we can
you know take note of and see what we can do going forward as a
10

scheme and medical schemes in general. But we have been taking
comfort from the fact that we are meeting the normal requirements
as far as sharing information at this stage.

JUDGE NGCOBO: I understand that. What I wo uld like to know
and I am going to press you on this. I really do need to understand
why is it this is not done? Is there a concern that look here, I can’t
20

be seen to be releasing this information because 1 s t of all there is
no agreement within the industr y on the type of information that
may be released, the format, the reliability of that information?
And to make it worse the information that we hold invariable
belongs to someone other stakeholder and may require the consent
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of that stakeholder before you make that information available. You
do not even know how that information is going to be used once it
is out there. It might have a negative impact on some of the
stakeholders, those are some of the concerns. Are these your
concerns?

MR MOSOMOTHANE:
10

I certainly share some of the concerns

Chairman and I do not know if there is anything else that is
resulting in this current practice as it is now. But it has certainly
registered very well and I am sure it is something that the industry
will consider going forward. And one other point that is made
within the submission is that within the industry there are instances
or areas were there is a very strong and tight regulation and there
are areas that are seen as lack of regulation. So instances where

20

there is more regulation the general tendencies for stakeholders to
meet the expected requirements and to the extent it addresses any
issues associated with that.
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JUDGE NGCOBO: We have heard from Doctor Ruff earlier this
morning when he testified. He testified abo ut their initiative to try
and release their information but of course there were challenged
on a number of fronts and one of which was the reliability of what
they were releasing. So that seems to me to be one of the concerns
that is perhaps inhibiting th e industry from taking the Initiative and
what we are hoping to achieve is that if the issue of the release of
10

information is regulated; regulation will specify the kind of
information that is to be released. The format in which it must be
released as well as the extent to which it can then be used and
therefore release you from all the other concerns that you might
have. Is that a fair assumption?

MR MOSOMOTHANE: I think that is a very fair assumption
20

especially against the fact that there is no general c onsensus within
the industry. So what you have really summarized is really a fair
assessment.

Health Market Inquiry

Page 327

17th May 2016

___________________________________________________________________

JUDGE NGCOBO: Perhaps with your legal advisors you should
take a moment to look at the National Health Act which addresses
some of these issues in particular the information to be released,
research to be conducted, determination of tariffs. So just to let us
know what concerns if any you do have still residual to some of
these issues of your concerns.

10

MR MOSOMOTHANE: Thank you Chair I will take note of that.

JUDGE NGCOBO: You know as management of the scheme, you
are in a better position to assess the needs of the kind of skills that
you require in order to affectively run the affairs of the schemes. I
am mindful of the fact that you outsourced that but at least there is
a little management that you have to conduct you know as the Chief
20

Executive Officer with the board of trustees. Is that right? Now
what concerns me is that you do not have any say. You do know
what the schemes are but you do not have any say the re on what
skills you require. Now what occurs 1 s t , the general meeting, I
suppose it depends on when the vacancy occurs. So there is no way
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of saying well we have got these trustees and there is no way we
are lacking in the terms of the skills on the boar d of trustees and
this is what we require. But what can be done to address that?

MR MOSOMOTHANE: I think what can be done, within the
parameters of what fit and proper requires from the trustees’
perspective the process in as far as trustees’ election co uld
10

certainly be enhanced in such a way that it attracts the right kinds
of skills. But this has to be pursued carefully without being seen as
trying to push away some of the members who may be interested in
being trustees. So that is certainly possible an d this will address
the issue of attracting the right kind of skills from those elected at
the GM. I think there is an avenue that we are applying very well in
as far as employer appointed trustees without interfering with who

20

they delegate to be the trust ees of the board.

JUDGE NGCOBO: Do you ever receive complaints about your
members concerning some of the claims that have not been made
and if so how are those handled?
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MR MOSOMOTHANE: We do receive such complaints and from a
scheme office perspective and just picking up from what Armstrong
had indicated in relation to some queries which are escalated to
them. We engage the dedicated office within the administrator to
make sure that those issues that are being escalated to us are
resolved as quickly as pos sible. Given that in all likelihood the
members who would have found it necessary to escalate it to the
10

trustees in the scheme office must have had no success in following
the right channels. So we impress on the administrator to give us a
sense of root ca use analysis of those kind of queries and give us
assurance that measures will be given in to make sure that the
occurrence of this is contained or eroded.

JUDGE NGCOBO: What sort of complaints do you generally
20

receive?

MR MOSOMOTHANE: Chair they would v ary. At times they would
relate to savings account running out quite early in the year. Some
are

triggered

by

the

lack

of

understanding

of

the

benefits
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themselves.

And

some

are

really

associated

with

you

know

instances where the service process has failed. So it is fair to say
these are exceptions that we are talking about because we have
service level measures that ensure that most of these transactions
are

attended

to

adequately

and

from

a

scheme

management

perspective we must intervene and manage those e xceptions and
make sure that you know they are diminished as far as possible. A
10

scheme management, look we have a range of other things to do but
exception management is one of them.

JUDGE NGCOBO: Do you get any that whether a particular
condition is cove red by the PMB?

MR MOSOMOTHANE: We do; at the same time it is important to
20

say the conditions that are covered by PMB have really been
communicated in the industry for a while now. It is accommodated
in our benefits booklet that are sent to the members. B ut you would
often still find the members raising the same questions which
allows us to look at how we communicate these and see if there are
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ways in which we can enhance it so that there is adequate
awareness on the part of the members on what is covered and what
is not.

JUDGE NGCOBO: When the members join, does anyone explain to
them what benefits they are entitled to?

10

MR MOSOMOTHANE: Chair, we invest a lot of effort and we refer
to it as an on boarding or an induction kind of process were you
know it is important to us as members join they get a positive
experience about BankMed to start with. During that engagement it
is explained to the members what benefits they are covered for and
what they are not covered for. But one appreciates with time that it
is overwhelming as well because Medical Scheme offering is

20

relatively regarded as complex but communication over the years
has also evolved to make it as palatable as possible. But yes we
certainly engage those who join members to give them a good sense
of what benefits that they can enjoy.
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JUDGE

NGCOBO:

Who

explains

these

benefits?

Human

Resources?

MR MOSOMOTHANE: Now we would have a client management
team within the scheme office that is supported by resources
provided to us by our partners including the administrator and you
know we would go to sites where these inductions and processes
10

are taking place to communicate the information that a new member
would buy.

JUDGE NGCOBO:

Now is there anything that you would like to

address to what you have told us today? Anything that you have
wanted to tell us but perhaps you haven’t had the opportunity to
convey to us?
20
MR MOSOMOTHANE: Anything else to add. Except for reiterating
the appreciation for the opportunity to engage with the panel and
share our insights and also take on board the concerns the you have
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highlighted and suggestions that you have highlighted for our
consideration, I have nothing else to add.

JUDGE NGCOBO: What about Mr. Armstrong?

MR. ARMSTRONG : Mr. Chairman, thank you very much. Nothing
else from our side.
10
JUDGE NGCOBO: Thank you we really appreciate it. We looking
forward to some of the documentation that you have promised to
provide to us but thank you so much for your generosity and your
willingness to stay beyond the time that was all ocated to u. These
matters tend to develop a life of their own and it is difficult
sometimes to manage these processes. But thank you so much for
20

your

patience.

Erm

MedScheme.

Well,

good

evening,

these

proceedings were supposed to be completed 25 minutes a go. Now
we are entirely in your hands. If you wish to continue today, we are
willing to sit till late to finish your presentation. So it is well
entirely in your hands.
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Kevin Aron: Thank you Chair, I think sitting here the whole day we
came in last night I would lying if I say one doesn’t go thru the
different emotions. Some good, more scary but I think we are really
looking forward to the engagement and I think on behalf of the
team I think in consensus we would prefer to deal with it now if
possible.

10

JUDGE NGCOBO: Okay, I wonder of just to get you settled
perhaps can we take about a 10 -minute break and then come back
and then start.

Kevin Aron: Thank you.

JUDGE NGCOBO: Again we apologize for coming to you this late
20

and hopefully we will finish in time b efore the morning.
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SESSION 5; PRESENTATION BY MEDSCHEME

JUDGE NGCOBO Once again, thank you for your patience and for
your perseverance. Now I wonder if you could just place yourself
on record and just let us know who is going to lead the
presentation.

10
KEVIN ARON Thank you, Chair. My name is Kevin Aron, Chief
Executive Officer of Medscheme. I will in slide two formally
introduce the team that represents Medscheme today. And each of
us will be dealing with some aspect of the presentation based on
our specific area of expertise. Is that acceptable?

20
JUDGE NGCOBO Yes, it is.

KEVIN ARON Thank you.
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JUDGE NGCOBO There is a presentation which I received some
time ago which I have read quite carefully.

Now there is another

one which is now, which I fou nd on my desk, which has been
presented in this package. Is this one and the same document?

KEVIN ARON Chair, substantially, the presentations are the same.
10
I think the one that you found on your folder today was what we
brought through. We did revise a little bit of the way that we’re
presenting, but substantially the presentation is the same.

JUDGE NGCOBO But you will be making your presentation from
the latest document?
20

KEVIN ARON It is correct, Chair.
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JUDGE NGCOBO Okay, very well then.

KEVIN ARON Thank you, Chair and good evening. Thank you for
giving Medscheme the opportunity to present and answer all
relevant questions around the health inquiry.

10
We recognise that the provision of healthcare is not purely a
commercial activity and that a va riety of solutions, including
consumer and healthcare provider change, regulatory change and
the use of improved communication technology are essential to
ensure

fair

competition

in

the

private

healthcare

sector.

Medscheme supports the aims of the health inquiry and we trust and
20
look forward to the panel formulating and set recommendations that
will enable all South Africans to join medical schems at affordable
rates while still enjoying the high standards of private healthcare.
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Now Theodore Rooseveldt s aid that the best executive is the one
who has sense enough to pick good men to do what is done and
self-restraint enough to keep from meddling with them while they
do it. And I have certainly, as the CEO of Medscheme, taken that to
heart because as you ca n see I have brought quite a big team with
me.

So if I can introduce myself.

As I said earlier, my name is

10
Kevin Aron.

I am the CEO.

And the team that joins me today

which, and each of them will present their specific area of
expertise,

on

my

left,

Mod jadji

Tati,

she’s

the

Head

of

Administration, in particular she’s headed up the Bonitas Medical
Fund Business Unit for Health Administration for many years.
She’s been employed by Medscheme for over sixteen years and she
20
combines a strong understanding of health admin business with
managed operational processes. On my right, Dr Laubi Walters. He
has over twenty-one years experience at Medscheme. He practised
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as a general practitioner for over ten years.
academic

teaching

where

he

was

He moved into

Profe ssor

of

Clinical

Pharmacology at the University of Pretoria. Laubi, over many years
led the managed care division of Medscheme as the Chief Executive
Officer and he now focuses on managed healthcare strategy and
product development.

On the far right at th e end of the table is

10
Alex Brownlee who heads up our Health Actuarly Department.
Alex has worked extensively in both the South African private
healthcare

industry

international health.

and

in

addition,

he

has

experience

On my far left is Dr Manshil Mi sra.

in

He is

obviously a doctor. He worked in clinical practice. He has worked
at the Medical Research Council, the University of Cape Town and
20
the Western Cape Department of Health. Currently, he works in the
Medscheme Health Policy Unit and he provides medical advisory
support to a number of our client medical schemes. And finally, Dr
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Mike Marshall.

He also spent a number of years as a medical

officer.

Since joining Medscheme he has been involved with

working

with

healthcare

professionals

and

in

part icular,

in

establishing provider networks. He is currently the Manager of the
Provider Relations and Contracting Department in Medscheme and
he is specifically responsible for the healthcare professional
10
relations and engagement strategy, which I think wou ld be very
relevant this evening. In terms of our presentation and the way we
looked to structure the presentation, we set it out in three different
sections.

In the first section, I in particular will describe Medscheme, what
20
we do, what our vision is and where Medscheme fits into the
broader Afrocentric group structure.

We will then describe the

core activities performed by Medscheme as an accredited health
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administrator

and

managed

healthcare

service

provider.

In

particular, we will focus on the co mmunication channels that we
use to communicate to the beneficiaries of the medical schemes that
we’re contracted to. We will highlight some of the challenges that
a

patient

faces

in

an

environment

of

fragmented

care

and

fragmented information and we will try as best possible to present
10
to you the overarching framework that we are pursuing with out
client medical schemes in terms of addressing the three key pillars
for sustainable healthcare, being cost affordability, quality of care
and the appropriate pa tient access to care.

Finally, we will

highlight our interactions with a number of key stakeholders in the
healthcare industry, in particular, the general practitioner, the
20
specialist practitioner and the hospital groups.

In part of the

presentation, we try to focus on some of the key challenges that the
industry is facing.

The end result being inefficiency, increased
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cost,

fragmentation

of

care

and

ultimately,

stakeholder

and

probably most importantly, patient frustation. Medscheme has
submitted to the panel a very detailed submission highlighting
factors that are driving up costs in the private healthcare market.
And in that detailed written submission that we submitted we
reflected on market power, distortion of competition, factors that
10
limit

access

by

consumers

to

private

healthcare,

imperfect

information and the impact of an imperfect regulatory framework
on

competition.

We

also

reflected

on

interventions

made

previously by the Competition Commission but in this presentation,
what we try to do, in terms of our thinking, is to focus on a few
things,

specifically,

the

inherent

complexity

of

healthcare

20
financing, the lack of a common language or a common tariff or a
common standard on tariffs.

And the complexity of charges with

regard to the interpret ation and the administration of the prescribed

Health Market Inquiry

Page 343

17th May 2016

___________________________________________________________________

minimum benefits.

And in part C, which I’ll deal with, we will

make a number of recommendations for the panel to consider.

So moving forward just to Medscheme in terms of just a brief
overview of Medscheme Holdings.
medical scheme administrator.

We are accredited.

We are a

We are also a managed care

10
organisation in terms of the Medical Schemes Act.

Medscheme

goes back a long way. It was founded in 1971 as a medical scheme
administrator. And over the l ast fourty years plus it has evolved to
become one of the largest health administrators and health risk
management providers in South Africa.

Now very importantly,

Medscheme is a multischeme administrator and managed care
20
provider.

And it is inherently p art of our strategy to be a

multischeme administrator.

There is no medical scheme that we

administer that is called Medscheme.

Our business is geared
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therefore to meet the needs and strategies of each of our different
client medical schemes.

It is compl ex and it is reflected in the

structure of the business which features client dedicated teams.
Each team is managed by a general manager supported by senior
management structure to promote ownership and understanding of
each client. We always say that ou r primary goal is to try to make
10
sure that we meet the needs of each of our individual clients.
Almost like the Intel inside. The focus is on the customer striving
within the constraints of the medical scheme rules to ensure that
not only is the customer or the patient satisfied with their service
or experience but the funding and the outcome of the experience is
also

to

their

satisfaction.

Operational

effectiveness

is

20
complemented by an integrated operational IT structure where there
is

a

focus

Medscheme

on
is

autom ation,
the

larges

service
black

quality

majority

and
owned

governance.
healthcare
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administrator.

We have a triple B double E rating of two, which

has just been reconfirmed under the new codes. We currently have
seventeen

client

medical

schem e

clients

comprising

fourteen

different restricted schemes ranging from very small, almost two
thousand principal members to very large restricted clients, such as
GEMS where we do components of their work.

We also do work

10
for three open scheme clients, B onitas, FedHealth and parts of work
for Medshield, which is also an open medical scheme.

The total

lives under health administration and managed healthcare numbers
slightly more than three point six million.
from GEMS, Bonitas and Pol med.

The majority coming

If you look at total principal

members – one million four hundred and thirty -nine nine, nine six.
20
So one point four million of which GEMS is when I round it about
six hundred and seventy -four thousand, Bonitas, two hundred and
ninety-four thousand, Fedhealth, lots more, seventy -one thousand
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and Polmed, a new client we got from January, a hundred and
seventy-six thousand. We employ approximately two thousand
seven hundred and sixteen full -time employees in the company and
it is almost split fifty fity now. About one thousand five hundred
work in health administration, about one thousand two hundred in
managed care. Though the lines are blurring; it is becoming more
10
integrated.

When

you

look

at

the

overall

group

structure,

Mescheme is really part of a much bigger focused healthgroup. The
holding company is Afrocentric Investment Corporation, which is a
black-owned investment holding company, which looks to invest in
companies that are involved in healthcare.

Afrocentric was

established in 2008. It i s listed in the healthcare sector on the JSE.
20
Its most significant investment is its interest in Afrocentric health
and as you can see from the slide the group follows what we call a
house of brands philosophy.

It is therefore characterised by a
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series of companies with their own brands operating under an
umbrella house brand, namely Afrocentric health.

Obviously,

Medscheme is the largest operating group in the company by far.
But it is not the only one.

To try and give a brief explanation of

some of t he other companies in the group: Allegra provides a
software

solution

that

looks

to

integrate

dispensing

primary

10
healthcare,

practised

management

modules into one IT system.

and

wellness

management

Aid for AIDS designs, develops and

delivers programmes th at help medical schemes manage individuals
living with HIV/Aids.

Recently, Afrocentric acquired a hundred

per cent interest in Pharmacy Direct, a courier pharmacy; a hundred
per cent of Pharma Wholesalers, a pharmaceutical wholesaler and a
20
twenty-six per cent stake in Activa Health, which is a distributor of
generic medicine. This was effective on the first of August 2015.
As you can see from the slide, Sanalm Ltd. towards the end of 2015
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concluded acquisition of a twenty -eight point seven staken in ACT
Healthcare

Assets,

which

is

a

wholly

owned

subsidiary

of

Afrocentric. Clinical holds the licence for the document -based care
or as we call it the DBC Protocols, which is a conservative chronic
back and neck rehabilitation management programme.

Bonitas

Marketing Company, which is soon to be rebranded as Afrocentric
10
Distrubution Services provides currently marketing and borker
support services to Bonitas Medical Fund.

Helios IT Solutions is

really the IT business within the group. It provides technology
solutions and services to Medschemes in the area of administration
and managed care and it also licences its administration and
managed care systems to national and international partners as part
20
of a diversified business model strategy.

And finally, Afroce ntric

Health Solutions really looks after the group’s operations outside
of South Africa.
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In terms of really what is the vision of Medscheme, our vision is to
create a world of sustainable healthcare and lowering the cost of
healthcare delivery, and there fore, remain the cornerstone of
achieving

our

vision

of

creating

this

world

of

sustainable

healthcare. A key pillar of the business model is to ensure access
to quality and cost -effective healthcare.

This is driven by health

10
risk management strategy that is focused on population health
manager that includes disease risk management programmes, the
traditional utilisation management interventions and contractual
arrangments with healthcare professionals that aims to provide
effective coordination of care an d reimbursement based on value
and not volume.

And later in the presentation, we will certainly

20
expand further on that.
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In terms of the next part of the presentation, which is really talking
about Medscheme’s role and the services they render, I’m going to
hand over to Modjadji to deal with that part of the presentation.

MODJADJI TATI Thanks, Kevin and thanks to the Chair and
thanks to the panel for the opportunity.

This slide really talks to

10
the services that Medscheme is offering to its clients as obviously
accredited by the Council of Medical Aid Schemes.

On the

administration side, we do membership registration, which is really
talking to the new business that we do and the maintenance of
member record and obviously, giving members the cards and so on.
We do claims assessing as well and we also do fund management as
20
a … services to some of our client schemes.

We also do member

communication services and broker processing.

We also do legal

governance and risk compliance and internal audit to som e of our
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client schemes.

And we also look at fraud, waste and abused

management for our clients. We also do financial management and
reporting that talks to the financial statements that we do for our
clients, as well as raising or billing contribution c ollection for our
client schemes.

We look at inquiries from those stakeholders and

those stakeholders will talk to members as well as providers as well
10
as intermediaries.

On the managed healthcare side we do hospital authorisation.

So

members can call and get hospital authorisitation if they are going
to be admitted to the hospital.

We do case management for high -

cost cases. We also register members who have chronic conditions
20
on the chronic management medicine programmes. We also identify
emerging risk and high risk members and we put them on the
relevant disease management programmes.

We render dental
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benefit management for some of the schemes and we also manage
the networks and that talks to like the GP networks and the
specialist networks that we have and the pharmacy networks that
we have.

The next slide really talks to how we interact with our client
10
schemes. As Kevin has already alluded, we are a multischeme
administrator.

We’ve got what we call a client centric model

meaning that we got a de dicated business units that are specifically
put together to service the client schemes, individual client
schemes.

Our client schemes, they craft their own strategy and

what we do from our side, is really to implement that individual
20
strategy for the cli ent. We’ve got dedicated structures as well that
supports the client schemes.

And we’ve got actuaries, we’ve got

doctors, medical advisers, we’ve got fund managers that are
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dedicated to really support our clients. The relationship that we
really have with our clients is a contractual relationshps meaning
that we’ve got service level agreements with stringent penalties
that the scheme can impose if we’re not performing according to
the agreed service level agreements. Schemes do audits as well and
they

all

obviously

audit

the

service

levels

that

we”re

also

10
rendering. They do invite us to their meetings. They’ve got their
own Board of Trustees meetings but we don’t really get to go or
attend those meetings unless we are asked specifically being
invited by the schemes. So what we’re really saying is that there is
really an arms length relationship between ourselves as well as the
clients.
20

While Kevin is still trying to move the slides, yes, that’s where we
should be, thank you, this slide really talks to the multiple
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stakeholders that we have to interact with and I think that when we
put the slide together we’re just trying to illustrate what is really
urgent to the complexity in our environment and I think as well as
the whole industry. I’m not going to go into detail but obviously,
there’s the stakeholders, the regulator meaning the Council of
Medical Aid Schemes, scheme beneficiaries that talk to our own
10
members’ medical schemes as well, healthcare providers, brokers
and I think we do interact with thi rd-party service providers that
are contracted by our own, by the schemes themselves.

But just to illustrate the complexity:

we’ve got about fifty -seven

external IT interaces that we do with other administrators as well as
20
managed healthcare.

And we i nteract with independent advisers

and there are actuaries and other consultantsb and there are other
electronic links that we have to interact with.
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Next slide. This slide talks to member communication channels, but
I think the platforms that we use is no t just for members but we use
them for providers as well as our brokers and intermediaries.
Because of the diversity of the members that we have in our stable,
we’ve got two platforms that we use; the traditional platform as
well as the digital platform.

The traditional platform will talk to

10
the routine letters. It will talk to the newsletters, educational
material that were send to our members.

It will talk to the

brochures that we send and the statements that we send to our
members.

The digital side, obviously talks to the smses, the

website that the members can obviously interact with us and use.
Instant messaging talks to also the interactive voice response,
20
which we call normally a [VRN] and using [VR], our members can
get documents, they can get th eir tax certificates, membership
certificates and so on. And they can get those documents without
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really interacting or talking to an agent.

And above it all, we’ve

got walk-in centres, which are very important because members can
walk into those centres and talk to an agent face to face.

We’ve

also have got what we call client liaison officers that go to our
paypoints, those are corporate clients and they have one -on-one
sessions with the members and they also try and educate the
10
members at those paypoi nts.

I have to say, Chair that despite the

various platforms that we are using we find that there is still a
challenge in how we communicate with our members.

But we

strive to communicate effectively with our members to find ways
and

means

to

obviously,

communicate

effectively

with

our

members.
20
This slide, I’m going to run through it, because it really is stats and
it talks to how many like emails we have sent out to our members
and smses. So from an email perspective, we sent fifty -two million
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emails

out

to

beneficiaries

per

annum.

And

from

an

sms

perspective, we send out twenty -eight million. Post, one point eight
million. In-bound calls meaning the calls that the members call in
to our call centres, two point four million inbound calls were
received per annum. We do what we call voice of the customer. On
average, per annum, we received seven hundred eighty thousand
10
surveys but what we do with that, we send surveys out to members
and members have got an opportunity to rate our service and we use
that as a tool as well to continuously improve our service offering
to the members.

And then the important thing there is that we’ve

got, on average we get about twenty -two per cent return rate, which
is really good. Because normally in the industry it is p robably ten
20
per cent return rate if you send a survey and what is really
important to us also is that eighty -nine per cent of our members are
rating us good to excellent.
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Next slide. This is member communication continued but this slide
really talks to h ow we handle complaints.

There is a formalised

complaints process that we have in our environment but we also
allow our members to go on public domain if they’ve got queries,
they can put them on hello peter or social media but those queries
are monitored on a daily basis and we investigate those queries.
10
We do root cause analysis and we try and put remedial actions
should it be required. We’re very transparent in terms of reporting.
We do report to our client schemes. So they obviously know on a
weekly basis or a monthly basis how many inquires or queries were
received and how we dealt with those queries.
process.

There’s an appeal

If a member is not happy there is a formalised appeals

20
process that is in place.

With other clients it is just in line with

scheme mandates, but our clients are very much involved in terms
of the appeals process.

There’s a Clinical Review Committee and
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that review committee consists of external consultants as well as
opinion review escalations.

I’m going to talk again on the voice of the customer survey because
we think it is a very, very important tool to understand how our
members are perceiving or rating us from a service perspective.
10
We send, like I said, we send the surveys everyday and members
will then rate our service.

We will investigate if there is a

complaint, will do a root cause analysis, we will put remedial
actions and we will obviously, transparently also communicate to
our client schemes so that they know what we’re doing and the kind
of service that w e’re rendering to their clients.
20

The next slide talks to accessibility because we think it is really
important

for

those

members

who

would

want

face -to-face
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interaction that would want to go into what we call a walk -in-centre
or a branch they’ve also got the opportunity to do that. We’ve got
seventeen walk-in branches naitonwide.

What we have done as

well is that we’ve decentralised most of the functions. So those are
the functions that the branches can do. So they can also authorise,
they can educate our members, they can also print tax certificates,
10
they can also send refund claims, they can resolve queries. So this
is just really a facility that is available for those members that
would prefer to talk to someone or prefer a face -to-face interaction .
On average, per annum, the visits that we get from those branches
is two-hundred and eighty -eight thousand. So they do quite utilise
those branches. Thank you, Chair.
20

KEVIN ARON Thank you, Chair.

Thank you, JJ.

I think that

component of the presen tation spoke a lot about almost the
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operational side of our business. I often like to say that we live in
a world of activity. We live in a world of workload and pain. And
I think here as you can see with some very big, different diverse
clients,

the

activity

that

we

deal

with

from

an

operational

perspective is immense in terms of volume. We try as best we can
to communicate to the members. We’ve identified and highlighted
10
sort of the volume of communication that we put out and certainly,
I think having listened to the panel and to the submissions there’s
definitely room for improvement.

But we’ve also tried very hard

through the communication to try and make the tone and the
content simpler. So we’ve had big projects over the last two years
where

we’ve

tried

to

almost

rewrite

and

re -communicate,

20
especially, clinical communication that goes to patients in simpler
English.
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The next part of the presentation is going to be dealt with by Dr
Laubi Walters and he’s going to deal specifically with managed
care

and

how

we’re

addressing,

and

areas

around

cost

and

sustainability.

DR LAUBI WALTERS Thank you, Mr Chair. Thank you Kevin.
10
Thank you to the panel. I’m starting with this slide, with this table
for a purpose.

I’ve got two slides on ’why’. Why manage d care?

And this is the first of the two. The burden of disease, in our
written submission to yourselves, we indicated that of the ten point
nine per cent healthcare inflation per annum the average healthcare
inflation per annum since 2008, two point six p er cent could be
20
attributed to this burden of disease within the total Medscheme
population of beneficiaries. Now that slide that you see in front of
you is the total Medscheme population of beneficiaries and we need
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to understand that population risks fo r chronic diseases.

So I’ve

taken here three levels and the five top chronic conditions of the
risk to illustrate the point. Why do we need to understand this risk
in such detail?

Because we need to intensify our support

continuously to both the members and the healthcare professionals.
And the members through our active disease risk management
10
programme that includes lifestyle management, as well as disease
management is totally holistic. It includes preventative care, it
includes curative care and reh abiliatative care and it’s also holistic
in the sense that if there’s more than one disease in an individual
both diseases are addressed and understood by the beneficiary as
well as by their healthcare professional. So all of that needs to be
20
understood before we can do anything about it, before we can start
communicating and influencing the situation. So if you look at the
slide, in the top line you can see the three risk areas, the four per
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cent high risk, the eight per cent emerging risk and the eighty -eight
per cent of the rest. Then you can see the five chronic diseases that
are the

cost drivers

cardiovascular,

really,

diabetes,

that’s

mental

on the
health,

left -hand

column:

respiratory

and

musculoskeletal conditions and you can see the prevalences. Now,
Mr Chair, what should be noted is that the high risk has got a very
10
high prevalence but the emerging risk has also got an already high
prevalence, although if you just quickly glance through that, about
half of what the high risk is. If you then loo k at the bottom line,
the risk claims per life per year, you’ll see the very high cost for
the high risk group, eighty -four thousand three hundred and fourty nine rand versus the twenty -three thousand, about a quarter of that,
20
in the emerging risk group. So it is quite obvious that the attention
and the intensity of activity in order to make these people more
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healthy through the objective of value -based care should be
directed towards the high risk group.

But if you look at the co -mobility risk at the bo ttom you’ll see that
six point five is the co -mobility indesk of the high risk and one
point four, the co -mobility index of the emerging risk group and
10
you know, if you’ve got a co -mobility index, that is really
something to tell you how sick you are.

It tells you how, it is an

index that tells you how morbid you are, how sick you are. If it is
zero you’re completely healthy. If it is eight you’re completely
dead. So if the one point four, we know through our analysis, will
exponentially increase over fi ve to ten years’ time to six point five.
20
So that emerging risk group is going to become the high risk group
in on average seven years.

So there’s a golden opportunity to do

quite a lot of preventative work because it is not inevitable that the
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emerging group will end up being in the high risk group. I’ll go
more into what we do.

This is just why managed care.

So you

understand about the burden of disease.

And if I can have the next slide, please, which is obvious as I sat
through listening to presenta tions and your own perceptions, our
10
objective and look, Kevin also indicated that I’ve been twenty -two
years at Medscheme and Medscheme has changed a lot in twenty two years.

Our objective for the last number of years has been

completely and utterly to in crease the value of the purchasing value
as well as the value of the services out there. The value as defined
as the quality plus the access over the costs over time. So that is
20
the main objective of our managed care. Quality is complex. It is
not only

the

clinical

quality

indicators.

It is

also patient

satisfaction. Access is not only access to care providers. It is also
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access to therapeutics and diagnostics.

Affordability is linked to

the contribution rates as well as to your out -of-pocket expense s.
Now all that needs to be balanced and controlled and there
shouldn’t be a high variability.

There’s a high variability in a

volume-based environment and there is, which is mainly fee for
service usually, and there is not necessarily, the outcomes are not
10
as good in the volume -based environment as in the value -based
environment, obviously, that’s why you want to go there.
So if I then, the second part is not why managed care, but now I
want to provide you with some challenges and then with some
solutions. So Mr Chairman, may I please introduce you to to Joe.
He is the patient there and to Dr Smith who is the primary care
20
practitioner. Now Joe is often incapable of active participation in
the healthcare process.

Because Joe doesn’t understand his own

health, his own morbidity.

He doesn’t understand the healthcare
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process always well enough and hence he needs activation.

He

cannot actively participate and he has to actively participate for the
system to be optimal - those are his challenges, not only his
diseases but then also his lack of that information.

Dr Smith, the

primary care practitioner, also has some challenges. Now he’s got
probably many challenges but I’ve selected four. He is caught in
10
that volume-based paradigm because the more volume he sees in
the fee for service environment the more income he has and the
more sustainable his practice is.

He’s got a lack of easily

accessible, latest clinical pathways, clinical care pathways.
battles with preventable and inappropriate referrals.

He

Self referrals

by Joe, by the Joes of the world, self referrals to specialists, as
20
well as Joe putting pressure on him to refer him to a certain
specialist, as well as where he hasn’t got the necessary skills
himself at the primary level of care and where he feels oblige to
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refer Joe. These are all preventable, inappropriate referrals which
makes

the

system

more

fragmented

and

you

will

know

a

coordinated system provides much better value in all aspects, in all
respects than a fragmented system.

Joe also b attles with the no

common language thing, which is the fourth one that I chose.
There’s no common language of codes and tariffs that Dr Smith can
10
work off.

And those are four overcomable challenges that partly

we, as a managed care organisation, are addre ssing, and partly, that
still needs to be addressed.

Next slide, please. Mr Chair, these are solutions.

The role of

managed care in providing these solutions are in the small graphics
20
around the two central figures.

I just want to reiterate that Joe

must be activated. He must be capable of having an active
participation. That is what the ‘activated’ really means – an active
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participation. When he consults with Dr Smith in that productive
interaction that will lead to value -based care. Similarly, Dr Smi th
must be empowered to overcome those challenges that I’ve listed,
the four that I’ve chosen and others, must be empowered to
overcome

those

challenges

in

order

to

have

that

productive

interaction with Joe. So that at the end of their consultation and of
10
their follow-up consultations they will systematically move towards
a value-based outcome. Now what are we doing about it?

Just before I’m going to take you around clockwise what our role is
with looking at the graphics, but I just want to list a few.

If we

start at the top, let’s start with case managers and medical advisory
20
services. And you’ll see on the left, the others are really about
information sharing. So I’m very much here into information
sharing and coordination of the care.

The information sharing
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could be written communications and we are, and as Kevin has just
said, we are increasingly improving on written communications.
Written communication in letters, brochures, we’ve introduced a
concept of checklist. Before Joe goes and sees Dr Smi th, he has a
checklist, what should I ask Dr Smith. You see Joe has got a sling.
He has a musculoskeletal disease and he’s got diabetes. What must
10
Joe ask Dr Smith about diabetes and about his specific disease?
We’ve got these checklists.

And checklist, if when Joe goes to

hospital perhaps, we’ve got pre -hospital checklist that will guide
Joe through that process.

Then there are telephonic communications obviously, from our case
20
managers.

Now

this

could

be

very

sophisticated.

Coaches

specifically trained in behavioural change techniques and following
strict protocols and strict conversational, but not like a checklist
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but a conversation, a strictly controlled conversation and capturing
all that information after they’ve obtained informed consent.
Coaching means setting specific targets and following up on the
achievement of those targets. It could be less sophisticated,
telephonic reminders – you need to go for a follow up. It could be
smses. Telephones can also be used for other things like smses. A
10
WhatsApp type application that we provide beneficiaries with is
what we call LiveChat. So those are all telephonic communications.
And then there are of course emails and a health portal that the case
manager makes available and that is quite clever, b ecause it
doubles up, once Joe opens it, it opens up on Joe’s diseases.

20
We will now go round the circle, more empowered, that’s enough
about the case manager, more empowered specialists. Dr Marshall
here will talk a lot more about special programmes fo r specialists
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and he will also talk about hospital engagement with alternative
reimbursement models. So I’m not going to go into that.

Education,

training

and

care

pathways,

that

is

one

overcomable obstacles or problems that Dr Smith has.

of

the

We can

identify, we profiled the Dr Smiths of the world, all the doctors of
10
the world and we can identify gaps in care and provide specific
education, training and care pathways when necessary. Mike will
talk

more

about

the

contracts.

We’re

already

strategically

purchasing. Dr Smith is a primary care provider and he’s already
enjoying a performance -based reimbursement which is a type of
alternative reimbursement model that we’ve bee piloting for a year
20
now – a more sophisticated, alternative reimbursement model t hat
would lead to more value -based care. Just something that my eye
now find is that it would be better if Dr Smith is part of a virtual or
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actual primary care team with other members in that team. It makes
it more efficient. It makes it more effective an d also with the more
sophisticated alternative reimbursement models, Dr Smith will be
able to afford that.

Then we are moving into the electronic health record world. We’ve
10
also been piloting an electronic medical record for nearly a year;
personal health record, which is the interface to the patient and the
medical record to the doctor.

And the electronic health record

which has an operational interface at the case manager.

So that

part of the strategy is all part of information sharing to make Joe
more informed, to make Dr Smith more empowered to coordinate
20
the care.
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The other three I’ll skip.

It has all to do with active disease risk

management.

And if we go to the next slide, it’s when it becomes more
complicated.

Joe now is more sick. He is now more vulnerable.

Just two points on this slide.

The first one is that specialists and

10
understandably so, are more interested in quality and access.

But

they are increasingly interested in sustainability and there are
various very interesting engagem ents with specialists groups that
Dr Marshall will tell you about that moves in the direction of
value-based care.

20
The second point on this slide is that we do perform benefit
utilisation risk management on a pharmacy, pathology and hospital.
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And that is not only to curb inefficiencies.

It is also following a

best practice payment or funding rules in order to promote value.
Next slide, in summary then, what it is all about really is patient
activation to allow more participation, provide the empowermen t to
coordinate the care better, to understand better to overcome those
obstacles or challenges and other managed care services to address,
10
and

these

are

the

pillars

of

the

scheme

population

health

framework, the other benefit management, the pharmacy, the
hospital, the dental, the pathology, that I spoke about. Now if we
just briefly summarise down the columns the patient activation, the
stratification I spoke about, the pro -active communications, the
active disease risk management are all part of one thin g and it
20
happens to all patients depending on the risk, the intensity is
increased. The middle column, the managed care network services
for the whole population, as well as the strategic purchasing and
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the education, training and care pathways are part of that.

And

then, if you go horizontally, the digital strategy, the personal health
record, the electronic medical record and the electronic health
record support all of this.

Without that we will be stuck in the

previous century and we are moving ahead w ith that.

All of this

will be implemented fully within this year and the outcomes
10
monitoring, we spoke about, that is our goal and therefore we
monitor it. We do the analysis. We report on that and we share it
as far as possible. The bottom line there is that you can’t do this
and if I, fraud, waste and abuse are important but none of the above
can be done without actuarial and clinical and policies services.
None

of

it

can

be

done

without

sophisticated

analysis

and

20
reporting. It has to be member and p rovider centric. None of it can
be done without reliable operational IT systems with an electronic
health record and legal support is critical important.
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In my last slide, is also really a summary and these are some
examples of outcomes. You’ll see if y ou look at the HIV/Aids viral
load, those are actual clinical outcomes based on pathology tests.
So you can see there how we track and monitor it on an annual
basis and the results that we get there. On the left -hand side, it is
also actual outcomes.

Som e of it then proxy for quality but

10
actually, the in-patient admission costs, this is the high risk group
where you have the telephonic interventions only. That’s wrong in
that slide.

It is telephonic interventions that are supported by all

the other ways of communicating. And in the middle there, the in patient admission costs savings is per life per month substantial.
And

all

the

others

are

going

in

the

right

direction.

The

20
psychologist’s visits we want up because mental health is a cost
driver. The pharmacy visits we want up because we want them to
comply with the chronic medicines. The specialist’s visits we want
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to limit because we want Joe to go with Dr Smith to coordinate the
care.

GP visits we want up. In -patient admission rate we want

down.

Length of stay down. Emergency room rate down. Chronic

medicine rates up.

Mr Chairman, this is where we are and we are not yet at the point
10
where we are substantially decreasing the healthcare inflation. We
are keeping it at bay but we feel that we are measuring, we’ve got
measurables and to pre -empt the question, those things on the left
is done in randomised clinical trials and then six -monthly case base
studies over the last seven years.

So the point is that we have

intensified this focus, our focus on these areas and we have heavily
20
invested in doing these kinds of interventions from a managed care
side and we are hopeful that in future we will come back to you
with even better results. Thank you, Mr Chair.
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KEVIN ARON Thank you, Laubi. Chair, befor e we move on, we try
to describe what we call a patient journey or a patient experience.
And I think in many respects what Dr Walters has been talking
around in terms of our approaches has equally been what we call a
journey.

We call it almost our strate gic road map.

Dr Bhengu,

earlier this morning spoke about Southern Health and the Southern
10
Health debacle and I suppose that way back then it certainly was a
debacle. I wonder today if we looked at what they were trying to
achieve would we say now that t hey were ahead of their time. The
market wasn’t right. And it is certainly no excuse. And certainly
in our business, in terms of the engagement with our client medical
schemes, much more needs to be done.

When we started off on a

20
journey it was really around utilisation management interventions.
That was really probably most of our focus with single disease
management programmes.

Even today we employ hundreds of
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nurses in our business doing utilisation management.

We then

probably about two years ag o started to talk a lot more about how
do we get better care coordination. It is not a word that is unique.
If you go anywhere in the world, coordination is a well -recognised
term, but I suppose, as part of the journey, we started to say it is
time now that we start looking at far more intensely how do we get
10
especially, the family practitioner to coordinate the care better?
And we think the time is right for that. And Dr Marshall will talk
to that in some level of detail. As we’ve evolved along our roa d
map trying to address the issues of PMBs, the next part was how do
we contract with specialists?

And now it is very much around an

all-encompassing population health management sort of approach.
20
Recently, the group has invested a substantial amount of money in
very sophisticated analytical fraud detection software to address
the issues of fraud, waste and abuse. So I think what we’ve tried to
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highlight is that the conversations that we’ve had in South Africa,
the conversations that we have with our cli ents are very much,
they’re not unique. They’re conversations, and if you go anywhere
in the world you’ll often find that the same conversations are
happening, the same words, communication, value, information,
symmetry. It’s certainly a jouney and I have no doubt that as we
10
get to the question side we will attempt to deal a lot more with
those issues.

But I think what Laubi has tried to reflect is what

we’re aiming to try and achieve as an organisation and that is the
inherent strategy of our organisation , it has become far more than
health

administration.

It

is

inherently

around

this

whole

coordination and population health management approach to ensure
20
sustainability. We now get to a very important part of the
presentation which is really how we interac t with some of the
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significant stakeholders and I’m going to hand over to Mike
Marshall who is going to talk to that aspect.

DR MIKE MARSHALL Thank you, Chair and thanks to the panel
for the opportunity to talk to you about this. Chair, I’m sure,from
what Dr Walters have just presented, I’m sure that the panel can
10
see fairly clearly how important the relationship is between
healthcare professionals and funders, if we’re going to address
some of the challenges that we have in healthcare and quality and
costs.

If that relationship is not optimal it certainly does

negatively influence the outcome and Chair, I’m sure also from the
submissions that you’ve seen, some of the key challenges in those
20
relationships really seem to relate to almost, if we can keep i t on
the previous slide, it almost seems to relate to a lack of consensus
on many key issues amongst stakeholders which would seem to
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have conflicting interests. And really the opportunity is if one can
get that right, I think that we can do a lot more in terms of the
initiatives that Laubi has mentioned particularly, in that direction.
So Chair, what I would like to do in this presentation is take you
through a few slides where I show you how we interact with
healthcare professionals, some of what has be en achieved and
10
specifically highlight some of the challenges that we have.

And

then at the end of the greater presentation Kevin will outline some
of the recommendations which are relevant to that.

The focus of my few slides is really on GPs and specia lists. We do
contracts with other networks as well but for the purpose of time
20
we’ve stuck with GPs and specialists but I think a lot of the
prinicples although there are [congruences] that come through are
similar and maybe before I go on I would also li ke to put it on
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record, Chair, that in our experience in engaging quite extensively,
Medscheme is certainly of the view that by far the majority of
healthcare professionals out there are trying to do their best for
their patients, trying to get the best ou tcomes within the current
structure and that really our sense is that it is really a few that are
problematic.
10

So if we can have the next slide, please. So I thought what would
be useful was first to indicate to the panel how we engage with GPs
and specialists. And the first point that I do want to make is that
we engage extensively, a lot.

Essentially, I’ll talk to general

practitioners first but the engagements are really at two levels.
20
One, we have very structured engagements and you may have heard
it from previous submissions that one of the forums that we’ve set
up is called the Medscheme IPA forum.

That is a forum that was
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set up in 2007 when we made a deliberate strategic decision in
terms of driving our pay for performance strategy which we ne eded
to… we needed an engagement platform available to be able to do
that, was to work with them.

We structured that forum.

forum engages three to four times a year.

That

There is a cooperation

agreement. There is a charter. There’s proper minutes. T here’s an
10
agenda. And that forum is actually not chaired by us. That forum is
actually chaired by one of the doctors, and that, Chair, has
changed. And I‘ll talk a little about what we talk about just now.
What’s not on the slide is two other forums tha t we have that are at
a

scheme level that are also very structured. One is called the

Bonitas

Clinical

Coordination

Committee

which

is

a

little

20
committee which deals specifically with Bonitas’ issues. And one
of our closed schemes Sasol, also has a coordi nation committee.
Those forums meet every month. They are chaired also externally
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by a professor who was the dean of one of the big medical schools.
They have slightly different focuses but they are very structured
and important meetings.
structured engagements.

And then we h ave a series of less
So we certainly engage with the general

practice, Private Practice Committee of the SA Medical Assocation
mainly through the Head of the Private Practice Committee over the
10
years but it has been sporadic. It ha sn’t been as structured.
engage frequently with the individual IPAs.

We

Wherever we can we

try, and we are often are invited to attend conferences. We’ve got
two coming up in the next three weeks where we try and present
and share information.

20
At a specialist level, we also have a structured Medscheme
Specialists Forum. Again, this is a very structured engagement. It
happens three to four times a year. It has a terms of reference. We
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did a lot of work to establish that terms of reference and I can talk
more about that if there’s questions around that because there’s
certain challenges there. And that is actually chaired by us but that
was via consensus.

It wasn’t necessarily our choice to chair that.

And then again we engage frequently with indiv idual specialists
societies.

There are also specialists’ management groups and I’ll

10
talk a little bit about the structure of that as well.

Again, we try

and go to conferences when we get that opportunity to do that. And
individual specialists, I mean, I frequently, on a daily basis almost,
we have a team of what we call provider [lines] and consultants
that go out and engage with the doctors and go to their practices
and address certain issues.
20

So I then want to go onto the next slide to talk a little bit about
what we discuss in these forums. So I guess the point that I really
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want to make is that we tend to focus very much on what I could
call operational issues where I think our preference would be to be
much more focused on looking at new solution s, new innovations,
new ways of contracting, new network models. But there tends to
be very much a focus on the operational issues.

10
I also want to put it very clearly on record, Chair that we do not,
and never have negotiated tariffs in any of these for ums. I know
there were some allegations that were made in some of the
submissions but certainly in the Medscheme environment that
doesn’t happen and certainly, our legal advice has been very clear
on that that we cannot negotiate tariffs in those forums. I’m happy
20
to share minutes of those meetings with you if you need that. So we
tend to discuss, as I say, operational, things like beneifts, what is
covered, what is not covered, exclusions, co -payments.

A lot of
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discussions on claims administration issues . If we take on a new
client and there are challenges around the claims it is a very useful
forum to share information, to proactively say that we’re having
these challenges or they give us feedback in terms of what is
happening with their constituency and deal with it before it impacts
negatively on the members and that is useful. There is a frequent
10
discussion and debate about managed care interventions, pre authorisation

process,

which

I

think

you’ve

heard

from

the

submissions, which I think are not wel l-liked by many healthcare
professionals

and

letters

of

motivation.

And

we

often

take

information that they give us and we have changed some of our
processes because of that. There is discussion on interpretation of
20
tariff codes but not on the actual tari ff. A good example would be
the 0146 which is the emergency code but because there’s not a lot
of clarity on coding that certainly does form part of the discussion.
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Funding protocols are discussed where there’s disagreement, and
again, sometimes informat ion we get from there does result in a
change or review and then any new interventions that we might
want to implement as a scheme or anything new that is happening
let’s say referral management or something, those are discussed.
Any new contracts that ar e going to be put into the market. Those
10
are discussed in the forum.

And then the other thing which is not on the slide, which we
discuss quite often and I’ll talk to a little bit on the next slide is
healthcare professional profiling. Often there’s a l ot of issues and
discussion around that.
20

So I would like to sort of also indicate to the panel the challenges
that we come up against at a fairly high level, but I think it would
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give the panel an indication of what is happening out there. I think
the first challenge we have is that in the healthcare professional
market the representative bodies, there is a lot of fragmentation of
the organisations, both at a structural level and I think at an
ideological level as well. Now I will elaborate on that a bi t. I mean
a general pracititioner’s space is probably not as fragmented but I
10
think

you’ve

had

submissions

from

the

IPAs.

You’ve

had

submissions from the SA Medical Association. I think you can see
in those submissions some of the ideological fragmentat ion there.
In

the

specialists

representing

space

different

there

are

specialities.

many

different

There’s

a

SA

societies
Medical

Association. Then within the societies there are sub -societies and
20
special interests groups and some of these societies hav e broken
themselves up into management groups, which are sort of PTY
companies.

So there are many entities to engage with.

So if you
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want to bring something into the market or engage, I think the
panel can appreciate from a logistical point of view, it i s very
difficult to find one particular entity where you can have a
discussion with and it will then go down into the constituency.
And many of these, I think the societies and the SA Medical
Association, they might not always agree with each other on cer tain
10
aspects and that makes it more difficult as well.

So the second thing that I would like to bring to the attention of the
panel is the concept of clinical leadership. And when I talk about
clinical leadership, I’m not referring to the treatment of a specific
condition.

I’m really referring to the skills in the clinical space

20
that are able to understand the bigger picture from all aspects, not
just from one side or from their own aspect, to be able to
understand the bigger picture, to be able to fin d common ground, to
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be able to discuss solutions and to be able to bring that information
back into their constituencies and influence their members. And
Chair, I don’t think, and it’s an observation, because many of the
leaders of the societies, this is n ot their full-time jobs, many of
them are clinicians, they are employed, they need to earn a living
and they don’t have time and a lot of them do not have the skills, I
10
believe, to be good clinical leaders. And I think that’s something
that needs to be lo oked at. Some societies, one or two of them are
able to afford chief executive officers, and I think that’s a good
thing if they employ the right people to be able to do that.

The

other

big

issue

that

we

have,

the

2004

Competition

20
Commission ruling wher e certain entities were fined, there is a high
degree of sensitivity about discussing anything relating to tariffs.
And let me put that into a practical application.

When we set up
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the Specialists Forum, we went through a process where between
the specialists and ourselves we developed a wish list of about
twenty items. And I’m happy to share that with the panel if they’d
be interested to see that.
tariffs.

And many of those items related to

And we then got a legal opinion from an external legal

company that spent half a day with us going through that and many
10
of those things we were told that we cannot talk about becasuse
they’re related to tariffs. And even coding was an issue because I
think they used the words, it sets trading conditions.

So there’ s

this underlying anxiety all the time and we always take minutes of
our meetings.

We have a lawyer in fact that used to attend the

initial meetings. And if we felt that they were getting out of line
20
they would say so.

Health Market Inquiry

Page 396

17th May 2016

___________________________________________________________________

And I think, Chair, if you hear what some of submissions are
saying there’s certainly a concern by many of the healthcare
professionals that their tariffs are not what they think they should
be. And if one is going to find common ground one really needs to
have a vehicle to be able to d iscuss that so that you can discuss the
other issues as well. So I think that’s an issue.
10
Then the HPCSA legislating and governing how doctors can
practice. And I don’t want to get into the detail of that but my
sense of concern is that it is very sort o f one-dimensional. So you
can practice and solo practice association and incorporate practices,
it seems difficult to form group practices. It certainly no difficult
to employ doctors and again, that limits the scope of what one can
20
talk about and new mode ls as well.
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And then I think the legislative framework influencing contracting,
we did make, I think, a comment in that certainly, in our primary
submission. But certainly the ability to selectively contract and the
ability to be more innovative in con tracting would certainly I think
be aided by legislation which perhaps gives more guidelines on
how one can contract and is more specific. And I’m happy to
10
unpack that if there’s any questions about that.

And Chair, what I don’t want to do, and it is not my intention to
create an impression to the panel that we are saying that we can’t
do more in the current framework, I think Kevin has made that
point.

I think there’s more that we can do and there’s certainly

20
more that we should be doing. But I think t hat if one does look at
some of these issues around the HPCSA regulations and certainly,

Health Market Inquiry

17th May 2016

Page 398

___________________________________________________________________

the

contracting

regulations,

I

think

it

will

open

up

more

opporutnities and it will give more guidance around that.
Chair, in the last three slides, I want to talk a little bit about what
we’re doing with GPs and then specialists contracting.

So for a

number of years, I think ten years, we have had a performance based reimbursement model with general practitioners and this has
10
evolved over the years and the concepts of it - there’s a contract
with general practitioners, roundabout six thousand two hundred
general practitioners. The basis of that contract is tariff. There’s a
payment arrangement. But there’s also what we would call a tiered
reimbursement, in other w ords, there’s an additional award above
scheme rates for meeting certain quality and cost outcome criteria.
20
Those quality and cost outcome criteria are measured on a tool
called [Repi Squared] and the reason it is called [Repi Squared]
because it measures quality and cost.

When this tool orginially
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started

it

focused

predominantly

on

cost

metrics

but

we

incorporated a whole range of about twenty -four quality metrics,
probably about four or five years ago. So cost and quality is
weighted equally in that. T hey are mostly processed metrics at the
moment and we do understand the challenges at the moment but we
do believe what you’ve got one would certainly want to use it. So
10
we use that tool as a basis and doctors are divided into three
categories,

I

think

the re

might

have

been

some

previous

submissions on that, where a [Repi Category 1] doctor would in the
last, it is about thirty -eight per cent of doctors would get a little bit
more.

[Repi Category 2] a little bit less and [Repi Cateogry 3]

scheme Rate] and then there’s a peer management process. In other
20
words, those doctors who are identified by, we have a Peer Review
Committee where we identify doctors we would like that Peer
Review Committee, and there’s a formal peer review process, we do
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about thirty-five to fourty every quarter and I can certainly unpack
more of that if the panel wants us to do that.

Chair, the other thing that I do want to say and also put on record,
because I think while I’m here is there were also some allegations
in the submissio ns that we only allow IPA doctors on our network.
10
That is not true. Any doctor, it is open to any willing - IPA or nonIPA.

It might

be true in other,

but certainly not in our

environment.

Chair, then we did the strategy for a number of years and in 20 14,
we said we need to have a look at this and see has this actually
20
make a difference? Has this been a benefit to our clients?
And if I can have the next slide, please.

I’m sure the panel will

appreciate the technical difficulties of trying to measure the impact
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of such an intervention in an environment where doctors see
members from multiple schemes where something wasn’t, it was
implemented in a kind of, it wasn’t in a sort of linear fashion.
There were bits implemented in different areas and that.
had

a

substantial

internal

review

on

that

and

I

And we

guess

the

conclusions that we came to, because we have to make conclusions
10
as a company from the information that we get and then say, where
do we go from this? And the conclusions that we came to was that
certainly, from the GP perspective, in terms of protecting the
members against co -payments, which was one of the objectives of
this network, that certainly did help and there’s wide acces, and the
utilisation of the networks by those clients is good.
20
use it and they’re protected against co -payments.

The members
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We did see, if I can say, a moderate improvement in some quality
indicators over the years. It is exceptionally difficult for me to say
to you that that was just due to this model. But ce rtainly we have
seen an improvement.

I think what is very noticeable is that

they’re nowhere near where they should be. So a good example is
the hemoglobin A1c, this is now sitting at about sixty per cent.
10
This was done in 2003 because we looked at this model in 2004. It
is nowhere near where it should be. The quality, the metrics, that
we’re seeing coming through, I think most of us would expect it to
be a lot better. And so we did reflect on that.

And obviously, we

looked at some schemes had networ ks and some didn’t have
networks and our sense were that those schemes with networks, the
20
rate of improvement in quality indicators did seem to be better. So
we think there was some improvement. We don’t think it certainly
not going to solve the challeng es this panel is trying to address but
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I think the big value is structures that we’ve established and to
leverage off that and to take it further.

I think one of the key

things that we’ve looked at is some of the structural issues around
it and try to imp rove the quality and nominations and specialists
referral that needed to be looked at. Certainly, there’s more work
to be done than getting consensus on [Repi] and the metrics and I
10
can share detail in questions on that.

But I think one of the things, Ch air, and if I don’t say it I know
someone is going to ask me, that we need to look at – this
information probably needs to be put into a format with other
information that can be put into the domain so members are able to
20
see this as well. I think that th e current format that it is in is not
going to be understandable to members.

And I think what’s also

missing is also the patient experience.

This is just claims data,
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transactional data.

There’s no member experience in practices,

waiting times, how they experience it. And we believe that one of
the reasons that we haven’t got as far as we would have liked to is
that perhaps we should have been quicker and faster in finding a
way to put this in the public domain. We do think however that it
needs to be done in a responsible way and that responsible means
10
engaging with our clients to make sure that they would support this
and also making sure that the healthcare professionals would also
in general support this. I don’t know if there’s time, Chair, to wait
for consensus, regulatory framework and that needs to come. But I
think we have got a lot here. I think sometimes it is better to rather
than wait for the perfect to try and put something in, and I think
20
there are things that we can do.
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Can I have the next slide, please?

I’m going to talk to the

specialist contracting dynamics. I want to indicate to the panel that
this is a different dynamic.

The specialists contracting in the

scheme environment really started around two things.

One was

trying to protect members against co -payments and I think that
previous submissions have indicated the challenges around that but
10
the other challenge of course was Regulation 8. And that is when
the specialist network contracting started. These contracts, Chair,
and I will say it, are not really quality contracts. These contracts
are in place here and I’ll talk about other things just now, is really
just about those things. Although in our contracting process we did
try and focus on contracting more efficient speciali sts.

The

20
primary aim at that stage was the two factors that I’ve mentioned.
And Chair, the key thing, I think the point that I want to make on
this is, how many you contract it seems to us to be very proportion
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on how much your rate is. So I have just p ut scheme A and scheme
B.

In our environment, scheme A has a rate of one hundred and

thirty per cent. They were able to contract two thousand six
hundred and twenty -three. It is now a little bit more than that. As
of yesterday, it is two thousand six hun dred and sixty -five
specialists. Scheme B is at a higher rate. They are able to contract
10
a lot more specialists and in addition, they were able to contract
anaesthetists at a slightly different rate.

So if you add the

anaesthetists to that it’s over fou r thousand. So this is very much a
payment arrangement and it’s related to the more you pay the more
will sign out.

It is an offer that is put into the market and this

specific objectives have explained.
20

I want to talk a little bit about measuring and profiling specialists,
if I can have the next slide, please. So we did try in 2007 -08, we
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developed a specialists profiling tool. Like the [Repi tool] this is
online and was avaialbe for specialists to use.

I personally was

involved in developing this wit h a team and at that time was very
excited about the possibilities of this and also did go and engage
quite extensively in the specialists market with societies and into
individual practices’ rooms to get a sense as what one could do
10
with this.

You’ll see by the name of it, we call it the Specilist

Recognition Programme and we had the idea that we would be able
to profile specialists and actually do a similar thing that we do with
the family practitioners.

And those who had better profiles, we’d

be able t o find a way to better reward them. It became a very
difficult exercise. One of the key challenges, which I think is more
20
difficult
outcomes.

in

a

specialist

environment,

is

measuring

So most of the metrics are cost metrics.

quality

There are

obviously s ome proxy quality metrics like ICU utilisation, length
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of stay but many of them are cost metrics and really, the kind of
quality data that one would need to put into a tool like this, you
would need to get back from the specialist. So if for example you
did a hip replacement, were the angles right? That sort of thing.
We don’t have it in our transactional claim data. And that made it
very difficult understandably for specialists to accept.

The other

10
thing which is important is that one really does need to measure an
entire episode of care. So there’s a lack sort of episode groupers
and that more work needs to be done there.

But I think one of the key challenges as well that we learnt is the
incredible diversity within each speciality and accommodating this
20
even in a big organisation like Medscheme, with orthopaedic
there’s some that do hips and some that do knees and some that are
generalists and when it comes to profiling and you’re trying to put
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that into a peer review sort of process it didn’t really work and it
didn’t really get the buy -in that we were hoping we would get.

I

put it on the web. We even organised CPD points for it and I mean
it didn’t really get that much interest.

And I think a lot of that

might have been because I think it was dri ven by us. And I think in
my final bit at the bottom of the slide, I perhaps want to share with
10
you an example where I think things may go a bit better. This is an
example of a group of orthopaedic surgeons through a company
called ICPS actually came to u s and said, listen, we actually
recognise that there’s a problem in hip and knee arthroplasty. With
quite considerable enthusiasm I spoke to a number of surgeons that
the inefficiencies in the processes, the inefficiencies in what
20
happens in hospital, ther e’s not proper pre -habilitation. They gave
a whole list of things.

And they said that if they work on a

particular pathway, an evidence -based standardised pathway that
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they would be able to significantly bring down the cost of these
procedures and what’s more they’ll be able to give us outcomes
data for each and every case. And we will be able to monitor that.
So we were very excited about that. We piloted with Bonitas and
scaled it with them. It was an alternative reimbursement model. It
was a global theme model, bundled themed model and it really
10
included the hospital fee, the surgeon’s fee, the anaesthetist’s fee,
the physiotherapist fee and the prosthesis fee in one fee. And this
data, we’ve got a whole lot of outcomes on that, but up to about
October/November last year we’ve done about a hundred and
seventy-eight cases. We’ve done a lot more. More than three times
that now. We saw quite significant improvements in the outcomes.
20
I have just shown one graph there which is very interesting, which
is theatre time. So in this ICPS model, the theatre time is actively
managed by the team and it is a team approach, as we’ve heard
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earlier. And you can see the yellow line reflects the theatre time in
the kind of global -managed themed theatre timing. And the blue
represents the theatre time in the fee for service environment. And
that is just one parameter.

But in length of stay, level of care, to give you an example, Chair,
10
virtually, every case in a fee for service environment that has a hip
or knee replacement ends up in high care unit.

In this model, it

was virtually none because it was actively managed.

So level of

care, length of stay and in fact, a global fee, and there was a cost
saving as well and in addition, we have the outcomes.
exactly what happened with each and every case.

We know

We know those

20
that carved out; what the reasons were and what the interventions
were.

And when the members phoned in this whole model is

explained to them. So we’re seeing now a number of ideas coming
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out from the provider groups where they’re actually coming out
with

solutions,

opportunity.

which

I

think

is

quite

exciting

and

is

an

The other examples in enhanced recovery after

surgery. We’ve just done some nice work for the SA Society of
Endoscopic Surgery .

So I think this is possibly is where we’re

going to see perhaps some new innovations. So Chair that is my bit.
10

KEVIN ARON Thank you, Mike. Thank you, Chair. [INAUDIBLE]
With the hospital groups, we tried to set out on the whole
contracting and engage ment with the providers specifically the GPs
and the specialists, what our road map there is, what is our
strategic vision, what is our road map, what is our strategy?

And

20
we’ve articulated that we really like the idea of GP nomination as
this whole visio n unfolds.

GP nomination, where a patient would

actually nominate the GP that she or he goes to see and that GP
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would be contracted to coordinate the care better and paid for that.
We like the idea of specialist referral enforcement where patients
need to go see a primary care practitioner and be referred to a
specialist before just going directly to the specialist. And we very
much like the idea of continuing with networks around pay for
performance, care for coordination and utilising the primary care
10
practitioner as the dominant party that coordinates the care. Again,
this is not unique to what Medscheme is trying to do.

It is well

understood and maybe best executed. And in this regard we spent
many hours, we spent huge amounts of time engaging with all our
different clients on different forums talking to them about what we
believe the solutions would be unique to their medical schemes.
20
We had management care forums, Board of Trustee meetings we
attend, clinical forums, et cetera.

And across the boa rd we have

some clients who like what we tell them.

They liked the idea.
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Some of them liked the idea of GP nomination. Some of them are
looking and in fact, some of them are looking to implement it.
Some of them like the idea of specialist referral and in fact, some
of our clients have even implemented some form of a specialist
referral rule.
contracting

Many of them, in fact, all of them love the idea of
with

specialists

especially

where

one

can

limit

10
exposure around PMBs.

But I think, Chair, withou t fail, all of our clients are very
concerned around what I would call the member reaction, the
member noise. And some see it at different degrees and certainly,
our experience has been that notwithstanding what we believe is the
20
right approach, typically members don’t like when they are limited
on choice and certainly, our experience has been that most of our
clients at the scheme level are very sensitive to the reaction or the
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noise that the members will give in terms of what almost can be
perceived as m ore advanced or more intensive managed care
interventions. And in this respect I again talk about maybe why the
market has not moved as quickly as it should.

And often we all

tend to look at what I would say is the dominant play in the market
to see what are they doing and will the market then follow.

So

10
certainly I think we’re very clear what needs to happen. There are
some challenges, systemic challenges.

We’ve got a number of

clients who are going down the path at different levels and again
our model very much within Mescheme is that with being a multi
scheme administrator we work with our clients. Some of them want
to go down this path and some don’t want to go down that path.
20
We ultimately try to find a solution that best work for them.
In

terms

of

the

next

section,

Alex

who

has

had

extensive

involvement with the hospitals and he is actively part of the
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hospital negotiating team that engages the hospitals around annual
tariffs and that will talk about how we interact with the hospitals
and then straight after that I think Alex will then continue when we
go into part B, which is talking about understanding of health
financing.

10
ALEX BROWNLEE Thank you, Kevin.
and panel members.

Thank you, Mr Chairman

Before I start on how we interact with

hospitals I’d just like to give one slide on the hospital landscape. I
think you know this but I think it is useful just to touch base. So
we know the hospital expenditure is a large portion of total scheme
expenditure upwards of thirty -five per cent as measu red by the
20
[CMS Report]. If we break that down by facility type we see that
ninety-six per cent, this is in the Medscheme claims that are based,
ninety-six per cent are acute care hospitals and a very small portion
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in sub acute or day hospitals or day cli nics. And certainly that is
not ideal. If you look at international best practice, certainly a lot
of the day cases should not be happening in acute care hospitals but
in the current environment that is where it happens. The day cases
are predominantly b eing done in the acute care hospitals.

If you

look at the top right of the slide, we look at the market share per
10
facility type, we notice acute hospitals have the big three corporate
hospital groups and the fourth one is NHN, the grey bar or the grey
portion of the pie. But if you look at the day clinics sub acute
mental health and day hospitals you will see it is dominated by
NHN in that environment.

And if you look at procedure levels,

cataracts as an example, is in the top ten in terms of frequency in
20
terms of most schemes, you see NHN again, dominates in that
environment.

And there are some hospitals in that space where

large shareholding occurs from doctors. And finally, in the bottom
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right of the slide, if you look at the Herfindahl -Hirshman Index , the
economic

index

of

concentration,

there’s

acute

hospitals

by

province, we see that six out of the nine provinces have a highly
concentrate or are considered highly concentrated by this metric.
The remaining three are almost on that twenty -five per cent
threshold level.
10

Next slide. So when within that context we probably summarising
engagement with hospitals in sort of five areas. The first area is
around the structure engagements. So we have on a daily level of
operations involvement on pre -authorisations, on case management,
on clinical case adjudication and then on a quarterly level, it is sort
20
of

a

more

operational

meeting

with

the

hospital

groups,

particularly, the big corporate hospital groups where we share
information, share profiling. We sh are where we are and what we
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have and we ask them to share information as well. On an annual
basis, we do tariff and contract negotiations on behalf of certain
schemes and I’ll talk to that next.

On an ad hoc basis there are projects that are being done such as
business to business projects or perhaps alternative reimbursement
10
models or there could also be escalated issues that come up on an
ad hoc basis.

And also sometimes some reporting analysis is

completed or that is provided or discussed with the h ospital group.
In terms of negotiations, I’ll quickly talk to that.

We perform

negotiations only on a certain number of our clients.

The biggest

clients in our group perform their own negotiations.

We tend to

20
provide them, although the clients report u pfront, a sort of
technical report on profiling of the hospital groups, some results
from there, annual statements, some information around inflation
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and cost drivers, that is given upfront to the schemes and the
trustees.

From that we discuss mandates bu t for the big clients

such as Bonitas, Polmed, GEMS, they negotiate by themselves.
The medium clients, we negotiate according to a strict manadate
from the Board of Trustees. And some of their executives sit in the
negotiation with us. And then for the s mall clients, we typically
10
negotiate on behalf of them with an explicit mandate and in all of
these cases we negotiate off their scheme tariff what their increase
will be. We don’t have a Medscheme tariff.

If I move to the profiling section, we use thi s when engaging with
the hospitals, both negotiations but also generally. Sorry, just back
20
one slide.

And we profile both on cost and quality. In terms of

cost, we use a risk adjust approach or case mix adjusted and DOGs,
diagnosis related to groupings, which is sort of the international
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norm in terms of hospital profiling.

We’ve also used an external

consultancy DOGs, because we’re trying to get sort of industry
benchmark or industry standardisation in our DOGs and we’ve had
limited success with that.

We also profile the cost at an event

level, a total event level and split it down into components: the
hospital

component,

specialist

component,

the

radiology,

10
pathology, et cetera.

We share these with the hospitals at these

quarterly meetings and at the negotiations.

In terms of the quality side we are aligned on the claims data. So
some quality metrics such as readmission rates we can measure
pretty accurately. Some we can’t measure as well.

We have some

20
kind of proxies around quality. And the rema inder we sort of have
to rely on the hospital providing us with more information. That is
relatively in my opinion, an immature environment.
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If I look at the next slide as an example. This is a comparison of
the quality metrics published by the Street Corporate Hospital
Groups in their annual financial statements. The metrics where all
the hospital groups do provide results are actually the same
metrics, the best care metrics.
results published.

But you see big variations in the

So certainly that is not what we would expect.

10
So I think there is something going on in that space.
But on the face of it, the definitions or the metrics are the same.
The way they describe it on the bottom table you see it looks
different and even the reporting periods a re different. So certainly,
there is a lack of standardisation and there is something funny
going on in these numbers that we still need to unpack. So in terms
20
of that engagement with the hospitals, we have gone far with one
‘hospital group in terms of te chnicalities. Another hospital group,
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we’re sort of in the early stages and a third hospital group, we sort
of waiting for them, they are only now joining us.

Next slide.

In terms of the alternative reimbursement models,

we’ve had alternative reimburse ment models for over a decade with
the three large corporate groups for many of our schemes.

It is a

10
mix of fee for service, fixed fees, which are relatively in smaller
proportion and the DMs which are the major portion. The DMs are
typically an amount p aid per day. We probably had mix success in
that and for one reason, if you look at hospital group B, we’ve
actually moved away from the ARM back to fee for service because
we’ve just found that we’re not getting good enough value out of
20
that contract or t hat reimbursement model.
back into an ARM that is of better value.

The aim is then to go
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And limited success, because there’s always some kind of carve
outs out of the ARMs back into fee for service. Some modifiers,
clinical exclusions, stock loss, fina ncial stock losses, and also, we
haven’t been able to get line out and data out of these ARMs. So
some

hospital

groups

have

become

more

open

to

that

but

specifically, for specific projects providing line out and data, but in
10
general, we are just not gettin g line out and data.

In terms of networks, we also engage with hospitals on behalf of
schemes in terms of setting up networks.

We’ve moved into a

tender kind of process driven by the scheme and on that we are
trying to move away from simple volume and price into a more sort
20
of value contract and typically, it is your risk adjusted cost
adjusted for your discounts and your tariffs. But the other metrics,
such as at least sharing line out and data, sharing quality metrics,
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working with us on other initia tives that are towards sustainable
healthcare – so there’s more issues or more components in that
tender that we’re trying to bring in.

Next slide.

That brings an end to my section on how we interact

with hospitals.

We move to part B now where there is a more

10
specific focus on key challenges, which I think we would like to
highlight.

And we’re starting in my area around healthcare

financing.

I’m in the actuarial department which is part of

developing and pricing for some schemes.

So if I go to the next slide, I’d like to just open up explaining some
20
comparisons between health insurance, life and car insurance.
Next slide.

So if you compare health insurance to life and car

insurance, in life insurance you typically have two parties involved
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ensuring the policy holder. And you have low selection because
upfront it is full underwriting and you have one payment at death.
So it is a pretty simple policy. On average it is about four claims
per thousand lives in a year.

Car insurance is more volume, there’s about two hundred and fifty
10
claims per thousand a year.

It is typically also just two parties

involved - the insurance and the policy holder. Sometimes there’s a
third party, panel beaters, but it is typical a two -party arrangement.
Again, low i n selection and a one defined payment, which could be
a little bit more complex around excesses or some kind of
conditions but it is generally typically quite simple.
20

In health insurance you have mulitple parties involved. You’ve got
the insurer or the medical scheme in our environment.

You have
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the policy holder which is the member in our environment.
have the facility such as the hospital.

You

You have the doctor or

multiple doctors and you have the pharmacist. There’s also a high
risk of anti sel ection in this environment because the patient or the
member knows their own health and history much better than
anyone else. To describe the event, you have to use multiple codes
10
and the payment is subject to protocols, formularies, PMBs, and
we’ll talk about PMBs following this as well. There’s both an
unknown incident of the event as well as the cost of the claim. And
finally, it is really because we’re dealing with a complex human
body.

So there is this inherent complexity in health insurance.

And often in that context there’s a question of why our benefits are
20
so complex. I’d like to explain that we’ve had to move from simple
financial limits, which is like life insurance to a hybrid design of
complex clinical criteria defined benefits.

So the fin ancial limits
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are overridden by PMBs for example and PMBs are clinically
defined.

They’re not a random that are simply explained.

clinically defined.

It is

My colleague will talk to that next. The co -

payments can also be overridden on clinical grounds t o give PMBs
an access.

The conditions protocols have to be defined on a

clinical basis and the reimbursement rate could also be ridden on
10
PMBs again on a clinical definition. And the reason for having to
move from these simple financial limits to these co mplex clinical
criteria defined benefit limit description is that they underpin a
social solidarity principle that is that clinically defined benefits are
more equitable than a blunt financial limit.

What I’d like to

emphasise that the benefit restriction s are …
20

JUDGE NGCOBO It doesn’t explain why the benefits are so
complex.
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ALEX BROWNLEE I think I would say yes, if you look at the
PMB, if you look at the complaints that hit the [CMS] they’re
mostly around PMBs.

I think my colleague will explain the

complexity and the grey areas around PMBs. If you look at the
actual financial limits for a scheme or many schemes in the market
over time you will actually find that they haven’t changed that
10
much. It has been financial adjustments to those limits. There
might be some schemes that restructure or there might be some
schemes that amalgamate but the financial limits have generally
just been inflated on average relatively over time.

It is really

around the areas of the PMB where it becomes complex and I think
my colleague will get into much more detail and explain that nicely
20
in the next section.
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So in terms of the benefit restrictions and why they are important,
I’m talking about the limits and the managed care protocols
formally is around that, is really that they are the second largest
determinant of the scheme’s claims experience. The first one is the
health profile of the members but then the benefit limits and then
the other cost drivers. So to save cost you can attract healthy lives
10
or lower costs you ca n attract healthy lives or you can cut benefits
and then the rest. And it is worth considering a scenario if you had
no benefit restrictions, if no benefit restrictions applied in the
current inflation environment.

You end up with fewer non -PMB

benefits or higher contributions and in that sense you probably
have an inequitable limited allocation of limited resources because
20
it suits those well, it favours those with PMB conditions or higher
income. And the idea is we don’t really want that.

So that’s why

we want these benefit restrictions to most efficiently offer the
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widest cover to the whole population and especially, those with the
biggest healthcare need.

And finally in my section, there is also the question as to why there
are so many benefit optio ns and there’s really two reasons. The
first is just meeting unique customer needs. Not all customers are
10
the same. They do have different healthcare needs. So there is that
possibility of varying the benefit for that. And if you had to create
a super comprehensive option to meet everyone’s needs it simply
wouldn’t be affordable. So there is that angle.
The other angle is around what I call sort of legacy options.

A

scheme with a poor profile can compete by opening a new option.
20
In the current envir onment, that is the only way that it can
compete. Without the RAF its poor profile means it can’t compete
on contributions and benefits. But by opening a new option it then
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can compete. It can price it at the market rate or near the market
rate and try and attract members into that option at that level. And
the existing options become what I call legacy options. They just
stay in the scheme because if you close them down the new option
you

created

would

be

the

default

and

that

would

become

uncompetitive anyway. Or if you close them down and move it to
10
the other options they typically are worse off. There’s a financial
impact, a negative financial impact.

So financially, it is better to

leave them where they are and allow those members to slowly
exercise their choice and choose where they want to sit.

So in

effect it’s a mechanism for a scheme to be competitive. In reality,
you will find that all schemes probably actively market less than
20
five options. So eventhough they might have many most of their
growth is typically less in five options.

And I hope that explains

why I believe this legacy, so many options in schemes. Thank you.
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KEVIN ARON Thank you, Chair. We’re going to move speedily on
just in the interest of time and just before we get to the whole issue
around prescribed minimum benefits, I’m going to ask Manshil to
talk around an aspect that we think is equally relevant and equally
challenging, which is the whole issue around the tariffs or a
common language and purpose. Manshil?
10

MANSHIL M ISRA Thanks, Kevin. Good evening to the panel and
thank you for the opportunity to speak especially, after what must
have been a very taxing day for you.

I’d like to preface this

section that I’m going to be talking about around a common
language and pur pose and that will include talking today about
20
coding, we’ll be talking about prescribed minimum benefits and
talking about managed care protocols.

And why we’d included it

under the umbrella, a lack of a common language and purpose is
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that largely, these are for me the frameworks and tools which
inform our interactions as funders, as managed care organisations,
but as medical schemes with all of the stakeholders in the
healthcare sector right now.

Speaking to the first part of my section regarding tari ff coding,
10
largely, speaking this is the nuts and bolts, technical language that
we use to describe the context and content of clinical encounters
that our scheme members, patients have with their healthcare
profesionals.

So

they

communication

between

really
funders

do
and

form

the

providers

basis
of

of

basic

healthcare.

Whereas some codes like those for the identification of diagnoses,
20
such as the ICD10 coding system,are standardised, there is no
common coding structure in terms of their use of professio nal
services rendered.

The standards used by providers are not
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alilgned. I’d like to speak a bit more to ICD10 codes. I could touch
on it here very briefly. We have in submissions and submissions
given up until now there’s been talk about upcoding and th at sort of
thing.

I’ll touch on that because that is more related to the PMB

issue, but ultimately you have on the one hand a faction, which
comprises

of

the

SA

Medical

Association

who

work

with

10
professional societies to maintain coding instructions and b illing
and on the other hand, you have the other stakehodlers such as
ourselves who maintain our own coding structures for purposes of
payment using RPL codes as a foundation. And occasionally, you
get this disjoint and incongruity where a doctor will bil l a certain
code or a healthcare provider will bill a certain code and a funder
20
such as us would not find validity in that code and thereafter it
becomes a point of contention as to how that gets reimbursed.
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But further to that, and I believe that this w as given in the oral
submission by the National Department of Health, coding is so
integral to our business and our purpose within the healthcare
industry because it really also speaks to how do we monitor things
such as quality and ensuring that there’s v alidity in coding allows
us to have a macro overview of what is going on in what can be a
10
very micro level.
determine

the

So really it is so important to be able to

accurate

coding,

maintaining

accurate

coding

systems, not just for purposes of movement of funds around so to
ensure patients get access to the services that they need but

also

for us to maintain oversight and clinical governance over the entire
system as well.
20

The next slide. So what is ultimately the problem with the use of
tariff codes? There basically has been no industry review of codes
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and the associated rand value in more than ten years. Codes really
do not reflect current practice. Some codes have become obsolete
as procedures are outdated and new procedures have no associative
codes. And this is really speaking to a decade can be a very long
time in any industry but especially in the healthcare industry where
one

might

have

looking

at

the

horizon,

new

interventions,

10
procedures and devices have come out all the time.

So why are

funders not uniformly adopting some of these coding structures?
Firstly, it does reperesent the interest of the profession and we
think that this sort of process needs to so importantly involve a
multi stakeholder point of view.

And currently, as it stan ds now,

doesn’t appropriately or adequately involve stakeholders such as
20
managed care organisations.

There’s also the issue that the SA

Medical Association is not a statutory body. So there’s no legal
framework which compels people to adopt any sort of co ding
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structure and then once you have professional societies interacting
with SAMA you often have the fact that there’s misalignments and
issues with the relationship that they share among themselves. So
ultimately there is a void of standardising coding and billing.
Next slide. I’ll just linger on this slide for a bit and preface why I
think it is important to discuss to continue the prescribed minimum
10
benefit story, and there have been submissions made to date.

But

we feel it is so important to contin ue having this conversation
around PMBs. So Professor Fonn had earlier alluded to one of the
objectives behind PMBs which is largely to avoid catastrophic
health events.

So basically, to prevent an individual from losing

healthcare cover in the event of serious illness. But that is also to
20
prevent the consequent utilised underfunded of the state care
sector.

Ultimately, it speaks to also ensuring efficiency in the

system, both in the public and the private sector.
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The issues with prescribed minimum ben efits, if I can just probably
summarise it from two perspectives: first of all, there’s been a
perception that has been delivered in submissions until now that
managed care organisations do not want to fund PMBs.
for every opportunity not to fund PMBs.

We look

I can’t speak for other

stakeholders but I can say from Medscheme’s perspective we are in
10
the position of trying to find to pay for PMB and this is for a
multitude of reasons. First of all, it comes down to the fact that we
do

value

our

professiona l

relationshps

with

our

healthcare

professionals that we interact with on a daily basis and it doesn’t
suit us to have discord within the industry.

Secondly, and

ultimately, because the entire reason why we exist as an entity is to
20
serve the interest of i ndividuals who are members on our client
schemes, who are patients who need vital healthcare services.

In

saying that we deny access to what should be your basic minimum
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package of essential medical services, would be to say at some
point we are going to see downstream costs that we could have
prevented now if we had done our job properly.

So it comes

largely down to patient’s and individual’s satisfaction.
The second thing is to do with the perception that has been created
that PMBs are easy to understa nd and I can say anecdotally at some
10
point as a relatively young academic doctor who had just come out
of the academic sector prior to starting with Medschem about two and-a-half years ago when I was in clinical practice, I really myself
had no understandi ng what prescribed minimum benefits were.

I

had no working knowledge of the regulations, which is strange for
somebody who was a family practitioner working in private
20
practice in two different cities. So ultimately we would like to put
forward that PMBs are not that easy to understand after all and I’ll
explain that in a bit more detail later on.
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But if I can just highlight an experience at a very basic level, at the
various stakeholders in this value chain, at the side of the patient
would say, I thin k it is a PMB because my doctor says it is a PMB
and I believe my doctor. You get your healthcare professionals on
one hand you might have a state doctor who says because we
support international best clinical practice what we’re doing right
10
now is a pres cribed minimum benefit.

You’d have your private

doctor who thinks that well, this condition is a PMB as mandated or
as the Council for Medical Schemes says so, and the treatment that
I want to give is appropriate for this PMB condition.

Therefore,

the PMB benefit in this case, the level of care is appropriate for
this condition and the entire PMB.

And then you’ll get other

20
stakeholders such as the technology companies who say that
perhaps in a few state hospitals there’s limited access to our
technology. Therefore, this particular technology or intervention is
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a PMB. So from our perspective, what I want to try and take you
through is basically what can be a very convoluted maze like
system to navigate through to actually determining what is a PMB.
Ultimately, if we can summarise it into three simple steps you
would have to look at:

Is it an appropriate diagnosis? So does it

qualify as a PMB on the basis of it being an appropriate PMB
10
diagnosis? Then you would have to look at does the treatment fit
within the broad descriptors of development DTPs, the [diagnosis
and treatment pairs] as prescribed in regulations in the Medical
Schemes Act. So if I can just say very quickly, for instance, you’ll
get a condition such as you have a hip fracture and the DTP, the
treatment allocation for that can be very specific.

It will say you

20
can have access to a hip replacement and that will be the end of
your PMB entitlement whereas other DTP categories would be just
broadly saying, medical management or surgical manage ment and
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that in itself is completely left open to interpretation.

And then

thereafter when it is described in those broad terms you’d have to
look at does the patient qualify for healthcare service on the basis
of their clinical condition according what is prevailing state
practice. In that instance, speaking back to the broad descriptors,
if it says, generally, in vague terms. If something is either medical
10
or surgical management according to the regulations you would
have to look at what is prevailing state practice to determine
whether for that particular PMB possibly eligible condition, what is
PMB level of care.

Sorry, if I can just go back to the next slide, so at face value, these
20
three steps seem simple enough to be able to determine what is a
PMB condition or not, but I just want to highlight through each of
the steps and using some simple examples and some of them can be
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a bit of a technical nature and I’ll try my best to explain it in
simple terms.

Looking at diagnosis, just something quali fying on

the basis of diagnosis. Now there are no, aside from your chronic
disease

conditions

which

encompass

twenty -seven

chronic

conditions which are very specific ICD 10 codes that will qualify
for something being a chronic condition or not. You have your two
10
hundred and seventy DTP conditions and those encompass some
eleven thousand two hundred and seventy ICD 10 codes, as put
forward by the Council for Medical Schemes, what could possibly
qualify for a PMB diagnosis under those two hundred and sevent y
DTP conditions.

20
So this is not a legislative ICD 19 codes. It is meant to be used as
a guideline. Within that, and once again, to highlight, we actually
don’t look to not pay for a PMB. We only argue from that eleven
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thousand plus ICD 10 codes only t wo hundred and ninety -two
would not actually meet the DTP descriptors in terms of whats
accounted for in regulations. Here is one example, for instance, the
CMS would put forward that you could have a condition you’d have
basically a blood clot in your ar teries of your upper extremities,
that particular ICD 10 code according to the CMS it fits within the
10
DTP for phlebitis and thrombophlebitis.

So basically those are

diseases of the veins. So you get two very different circulatory
systems that have been ac counted for.

So you can’t say a disease

of an artery will fall under the DTP for diseases of veins, and as it
happens there are no DTPs that account for that ICD 10 code for
that specific condition affecting your arteries. So we often have to
20
go to these quandries where we have to figure out does it actually
clinically fits into the condition of the prescribed in the DTP. So it
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can get very highly technical for an average person who is a
healthcare professional to navigate through.

Next, you would have to look at whether the treatment would fall
within the broad descriptor of the relevant DTP. If I can use one
example here, so mental health disorders are quite common and
10
came up quite often in the inquiry until now. A DTP would speak
to

major

affective

depression.

The

management

up

disorders,

PMB
to

including

entitlement

three

weeks

a

unipolar

would
year,

be

and

hospital

including

bipolar
based

in -patient

electroconvulsive therapy or out patient psychotherapy of up to
fifteen contacts.

So basically the PMB entitlement is either in

20
patient therapy for this specified amount of days or the specified
outpatient therapy.

And that is how it is explicitly stated in the

regulations but then there’s often consternation within the provider
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space of the interpret ation of that whether somebody can get both
in patient management and outpatient management paid for as a
PMB, not to say that you would been denied outpatient care. If you
did qualify for outpatient care therafter would have to be paired
from whatever rel evant insured benefits you have on your patient
scheme option.

Once you’ve actually then determined whether

10
something could be possibly be a PMB condition or not you’ll have
to determine whether you should pay in full at cost and then you
have to go throu gh several other steps. Notably, you would have to
determine

are

there

particular

managed

care

protocols

or

formularies that apply and the other thing is that you would have to
determine is there a specific designated provider activated for that
20
particular benefit option.
slide?

Sorry, can you go back to the previous
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In that case for instance you’re looking at the issues around DSPs.
So according to the regulations of the Medical Schemes Act you
would have to determine whether there was reasonable access to
that particular

DSP.

geographically

and

So reasonability has
looking

at

waiting

to look at

periods.

And

both
this

information is not always readily available. So you would have to
10
go and query this directly with healthcare providers, hospitals,
doctors, whichever healthcare professional to determine what was
the waiting period and how far away were they from the patient at
the time.

If you can just also, sorry, just go back a slide, can go

back to the previous slide? No, two slides back please. Loo king at
whether the clinical condition of the patient qualify for healthcare
20
services on the basis according prevailing state practice. So
determining what prevailing state practice is, is a laborious task of
note and it requires a large amount of resource s dedicated to
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finding out what could be prevailing state practice because you
have to phone the relevant academic facility. You have to speak to
the relevant person who is authorised or has the necessary
information to deliver that information to you and within that space
there’s

nothing

that

mandates

that

particular

healthcare

professional who works in that academic state facility to give you
10
that information.

So there’s often suspicion around what you are

going to do with that information.

They feel t hat they might

possibly get into some sort of trouble with their management
systems in their particular hospital.

But then also there’s no

central repository of this information.

So each funder, and we’re

talking about a vast variety of schems who work i n this space, who
20
all have to have access to this information.

So often it means a

particular hospital or provider is sometimes on a daily basis
possibly, worst case scenario, approached by a variety of funders
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all asking the same question.

So they alrea dy have their practice

loads to deal with, seeing their actual patients and being on call
and then they get people such as ourselves who need this vital
information from them to determine what is prevailing state
practice.

10
So once we’ve actually determi ned can we pay for PMB, how are
we going to pay for it, it comes down to it actually looking at
administering PMBs as well. So the administration of it behind the
scenes, once all of this adjudication has been done.

So basically

the question that has com e up before: Why don’t you just pay
PMBs?

Why do you make such a fuss of it? Why do you need to

20
interrogate it so closely? The fact of the matter is that payment of
all claims linked to a possible PMB diagnosis. So I highlight for
example, the fourth, th e one from the CMS list, it really would
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result in over payment and inefficient use of limited healthcare
resources and ultimately, will introduce inequity within the system.
And manually adjudicating all claims of PMB eligbility once
ensured benefits are exhausted is administratively impossible.
You’re talking about adjudicating thousands of claims that can
come in on a daily basis occasionally.

So really the accurate and

10
efficient payment of PMBs, were ensure through a hybrid of manual
adjudication and trying to automate it as far as possible and this
would include processes such as pre -authorisation and contracting.
Next slide. Speaking about managed care protocols and this is
partly related to PMBs, and I want to use a practical example here.
But just to say about managed care protocols and the sort of
20
dissonance and discord that can happen in healthcare provider
space and allegations that healthcare managed care protocols are
determined on the basis of a lack of objective information and a
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lack of evidence based adjudication, managed care protocols,
according to the regulation must be developed on the basis of
evidence-based medicine taking into account the cost effectiveness
and affordability, we take this responsibility very seriously.

But

this is just one example to highlight how difficult this is to actually
do realistically. So looking at the case of hyperlipidemia,so if you
10
have an issue with your cholesterol, a fairly common chronic
condition in South Africa. We would largely look to internati onal
clinical guidelines because internationally, it is best when you’re
looking at factions such as North America or Europe who have
vastly

more

resources

dedicated

to

be

able

to

undertake

interrogations into evidence based medicine, undertake research
20
studies

and

novel

research

themselves

to

determine

recommendations that feed into clinical practice guidelines.

We

have South African clinical guidelines that would sometimes align
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to European guidelines and would sometimes align to American
guidelines or s ometimes align to according to what research might
have been done in the South African context.

But looking

specifically at hyperlipidemia, we usually would in the case of
cardiology

want

to

align

ourselves

with

European

practice

guidelines but here witho ut getting into too much technical, clinical
10
details behind it, the issue largely remains, for instance in
American clinical guidelines, there’s no target to which they would
[INAUDIBLE]… they would basically adjust the dose of what
medication to lower you r cholesterol, what dosage you should be
using because according to their interpretation of the evidence, it is
insufficient, rigorous evidence to suggest that you should adhere to
20
an LDL. An LDL is a particular type of cholesterol that is one of
the clinical endpoints that you would look at to monitor when
you’re managing hyperlipidemia. So they maintain that there is not
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enough evidence to suggest we use a target.

Whereas European

clinical guidelines would state a target but then they would use a
different risk scoring system to the American clinical guidelines.
South African clinical guidelines would have varying different LDL
targets that they would look at.

10
Next slide.

And then when you would want to relate that to what

the PMB allocation is for h yperlipidemia, a CDL condition, the
PMB algorithm, as stipulated according to the regulations was
devised last in 2004 and has not been revised since.

So there’s

allegations that it is out of date and we accept that a lot of these
algorithms are out of da te because it has been several years. Since
20
2004, a lot has changed in medical practice since then.

So they

also have a different LDL target that they adhere to and a different
way of looking at cardiovascular risks.

And then we have our
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South African essential mecines list. So that would be construed as
to be when it comes to chronic medication and access to treatment
in the state sector, we would regard that as the clinical national
protocols. And here, interestingly enough, the essential medicines
list, previously known as the essential drugs list, the EDL, there is
no treatment target.

So when taking all those into consideration

10
you have to look at what are the best available evidence, what is
the best available clinical guidelines but then at the same time
there is this quandary of having to adhre to the PMB allocations, as
stipulated strongly in the regulations that we want to adhere to and
therein you get the consternation and the discord in the provider
space, just looking at this one example.
20
So I’ve taken you through some of the challenges that we find in
our interactions, both with members patients and other stakeholders
and our providers but lastly, just to say with the PMBs, and I find
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this very interesting, we totally agree with the philo sophy behind
the PMBs and ultimately the objectives that they speak to ,and the
minimum package of basic medical care is something I don’t think
we can escape but in the oral submissions of the National
Department of Health gave around PMBs, they didn’t re ally touch
on why the PMBs weren’t revised every two years, as they’re meant
10
to be done. There’s no real answer that has been given to that. It
came up more than once. There was a review done in 2010 but we
would submit that there has not been a significa nt review of the
[design] at the time when the PMBs have done since 2004.

And

also, it comes down to the National Department of Health stating
that the PMBs were ultimately a short cut to a big problem – a
20
problem that we had to address in South Africa. And it is currently
not working efficiently and sufficiently in our current context. So
a lot more work needs to be done in PMBs. But this is just some of
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the issues that we deal with in trying to navigate through the
system. I now hand you back to Mr Ar on who will take you through
our recommendations.

KEVIN ARON Thank you, Manshil.

Chair, thank you and thank

you for affording Medscheme so much time to go through this
10
presentation in detail.

We know it is late in the evening and we

appreciate your tim e and certainly, from our perspective we’re
more than happy to spend as much time that you want dealing with
all the issues.

The final part, which I’ll try to go through as quickly as possible,
20
is really around some of the recommendations that we’d like to
propose relative to the issues and the challenges that we’ve set out.
The detail of the recommendations is set out in our written
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submission. It is all there but I will for the sake of the panel and
the

environment

that

we’re

in

highlight

some

of

the

key

recommendations.

I think in terms of the first one which is really around the tariffs
and the common language, it is Medscheme’s view that there is a
10
need for an independent multi stakeholder coding authority to be
created who will develop and maint ain coding structures for all
provider disciplines.

And this will ensure standardisation of

procedural codes within the industry. Without this standardisation
you’ll find that patients can and. are exposed to financial risk.
Providers and funders are bu rdened by a lot of administration
20
inefficiencies and challenges which create costs. It is our view that
collaboration

on

a

standardised

coding

framework

and

the

definition of the codes specific rand value units should not be a
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contravention of Section 4.

Because the clinical nature of such

interaction, which is distinct of and aimed at agreeing on specific
prices, in our view should be endorsed.

We would like to further

propose that this independent coding authority also sets the
industry minimum referenc e price list and this will encourage
transparency.

It will empower consumers and it will thereby

10
enhance competition. Medscheme believes that the setting of this
industry reference price list would make a substantial contribution
towards

curbing

the

risin g

costs

of

healthcare.

Healthcare

practitioners and providers should be mandated to publish the rates
releative to this minimum reference price list.
In order to improve measures on price and quality, providers should
20
be obliged to report on minimum qua lity standards and related
metrics and this should be determined by this multi stakeholder
coding authority.

The result for medical schemes is that they
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would set actually a scheme rate and this will apply to all services,
including PMBs.

However, PMBs s hould be funded at a rate no

less than the minimum of the reference price list. Healthcare
providers could charge above the scheme rate, even for PMBs. But
this must be transparently disclosed to the patient relative to the
minimu reference price list and then fees above the scheme rate
10
would then be paid by the member. And we do acknowledge that
this requires some legislative change.

JUDGE NGCOBO If service providers could charge above the
minimum rate what is the point of the minimum rate?

20
KEVIN ARON Chairman, the minimum rate would then just protect
the vulnerable. So at least the PMBs will be paid but there is a
minimal floor.
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JUDGE NGCOBO And the service providers? I mean if you say the
minimum for a headache is two hundred rand but anyone can charg e
anything up to about two thousand rands for that, what is the point
of a minimum?

KEVIN ARON Mr Chairman, the main proposal is that we have a
10
reference price to start off with and everyone must publish their
prices against that.

And the PMBs are paid a t the scheme rate.

Now the problem is that you could set the scheme rate, in your
example, instead of two hundred rand you set it at one rand. So in
that case the scheme only pays one rand for this PMB case. So that
is why we’re saying that there needs to be a minimum level that
20
PMBs must be paid so that the schemes can’t trick the system. So
as to protect the members.

We do also propose an upper limit on

that, the sort of ethical ceiling.

So if two hundred rand is the
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minimum, there is some ceiling a s well in terms of what we think
would be ethical. Thank you, Chair.

In terms of the second issue around the whole issue of contracting
and value based contracting, we acknowledge that networks of
healthcare

providers

are essential in delivering cost -effective

10
healthcare and hopefully we’ve been able to demonstrate that
evidence does suggest that there is value in contracting the
networks.

However, these healthcare practitioners can influence

both the utilisation and the cost of services and claims expe nditure
in an environment towards volume and not just on value. Our
experiences have shown that contracting and engaging do add value
20
and some of the valule that can be added includes protecting the
scheme and the members from PMB overcharging for co -payments
in terms of claims. Hopefully, we can contract in terms of ensuring
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some quality and you can get quality reporting and you can contract
and reward and pay based on quality measures.

And also, the

utilisation by providers of cheaper generic medicine.

However, as Mike has spoken about in his presentation, Medscheme
proposes that the contracting legislation as reflected in the Medical
10
Schemes Act and the Health Professions Act be reviewed to create
a more balanced environment that will enable healthca re funders to
more easily contract on the basis of cost and quality outcomes. And
in particular, we would like to see that funders should be able
selectively be able to procure healthcare services in a competitive
contracting

environment,

which

allows

for

more

selective

20
contracting within some sort of a framework and that the core of
the issue is the practical difficulty of selectively contracting with
healthcare providers where it would be in the best interest of
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patients and healthcare funders to limit ac cess to a limited number
of providers who are able to deliver the best possible and quality
outcomes. And in this regard, we do note that Regulation 15(2) of
the Medical Schemes Act does stipulate that a managed healthcare
organisation or a medical scheme can place limits on the number of
categories of healthcare providers of whom it may contract to
10
provide relevant health services provided however that these
participating healthcare providers is based upon a clearly defined
and reasonable policy which furt hers the objective of affordability,
cost-effectiveness, quality and access.

However, the problem

really is that regulation 15(2) provides no clear framework or detail
on what would be a reasonable policy and who should determine
20
this.
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In addition, the Medical and Dental Professions Board of the
Healthcare Professions Council issued a policy statement back in
2004 saying that it is concerned that a patient’s right to choose
their medical doctor freely could be severely compromised if
medical schemes are allowed to sign agreements exclusively with
selected doctors as designated service providers. In addition, they
10
noted that the regulations to the Medical Schemes Act appear to be
in direct contravention with its own ethical rules and it cautioned
doctors against entering into such agreements. So at face value to
us, it seems that the HPCSA Ethical Rules are not supportive of a
competitive environment where there is competition on the basis of
cost and quality outcomes.
20

We also spoke about the need to re define the definition of
recognised employment agencies and the criteria for employment
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described in the policy document of the Health Professions Council
of South Africa on undesirable business practices limits the
possibility of the development of multid isciplinary models that will
allow for innovation of service delivery in corporate and managed
care settings.

And there’s been recent articles in the Harvard

Business Review by Micheal Porter which talks about the need to
10
set up these multidisciplinary pr actices that better coordinate the
care.

So we therefore propose that the Ethical and Professional Rules of
the HPCSA be revised to expand the definition of recognised
employment agencies and the criteria for the employment of
20
doctors to allow more inno vative delivery structures.
In addition, we believe that the Medical Schemes Act should be
amended to accommodate alternative healthcare models that will
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eliminate distortions within the private healthcare market. And
legal obstacles inhibiting the develo pment of these integrated
multidisciplinary healthcare delivery models need to be defined and
addressed.

We’ve dealt extensively with the issue of PMBs and the practical
10
challenges of PMBs and I can say it was, Chair asked I think by
yourself in the Ban kmed presentation, do members of medical
schemes enquire or complain about PMBs, and I can say that the
Medscheme evidence is that the majority of Council complaints and
the majority of queries, escalated queries that we get actually relate
to the issue ar ound PMBs. And it is our view that although PMBs
20
when they were first published were relatively clear in terms of
coverage there’s been an increasing lack of clarity as they evolved.
Specifically,

around

the

two

hundred

and

seventy

diagnosis
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treatment [pairs] as Manshil spoke about. And also where we now
move from not only hospital based but also ambulatory care.

A

formal review to be conducted every two years by the Department
of Health to ensure consistency with the developments in health
policy and the correction of inconsistencies or flaws in the
regulations has not actually occurred.

For medical schemes to

10
compete effectively on the basis of efficiency all funders must
follow the same interpretation of PMBs. The playing fields need to
be levelled.

The lack of clear benefit definitions allow for

significant difference in stakeholder interpretation of the law. And
given the vague description of many of the PMBs we find that
administration processes have become increasingly inefficient and
20
more and more we’re having to employ more and more resources
just to try and manage the challenges around PMBs and the number
of complaints and queries and noise that gets created in the system.
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Although the state level of care is defined as the benchmark against
which PMBs are adjudicated, very often those state protocols do
not exist for many of the conditions. And we spend a lot of time as
an administrator employing dedicated staff to try and contact the
different state hospitals to get an understanding of what the
prevailing state practice is.

It is very labour intensive and often

10
that information is not actually shared with us. It is not readily
available or it is contradictory. So for consumers there’s no
transparency. We believe that it is complex. It is very difficult to
understand and we do believe that there are some, not all, but there
are some, to be natural human nature, there are some providers that
are overstating PMB entitlement. The result is many complaints and
20
a lot of unhappy members around th e whole situation.
As we spoke earlier about, we propose that the current PMBs
should be simplified, focused on clear benefit definitions and a
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clear definition as to what the appropriate minimum level of care
is. We spoke about our view that PMB should be paid in line with
scheme rates as per other benefits subject to a minimum reference
price list and transparency about providers in terms of their billing
rates.

10
And finally, looking at some other issues, which really talks to
maybe some of the imper fect regulatory environment that we
operate in, the implementation of open enrolment, [community]
ratings and PMBs created an imperfect competitive environment.
Because scheme contributions are set the same for all members in a
medical scheme option but c laims are significantly higher for less
20
healthy and older members, a medical scheme can lower its claims
and thus its contributions by cherry picking or attracting the
healthiest lives.

The result of this is that the scheme that doesn’t
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attract the younge st and healthier lives becomes uncompetitive. It
eventually

gets

into

a

[death/debt]

spiral

and

it

becomes

unsustainable because as this medical scheme fails to attact the
lower claiming lives its contributions are going to increase. And as
those contributions increase it is natural that the healthier lives
leave first because they’re paying more and they’re not really
10
subject to underwriting if they move to another medical scheme.
We therefore believe that legislation should encourage competition
based on the efficicient delivery of the service and not which
medical scheme can cherry pick the best lives. And we recommend
that a risk equalisation fund, which was envisaged, but never
implemented be introduced in this respect.
20

In

addition,

we

propose

that

compulsory

medical

scheme

membership with interim cross -subsidisation be introduced for
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formally employed lives earning above the tax threshold. And this
would provide a more sustainable regulatory structure. Failing this
we ask the panel to consider whe ther the medical scheme should be
allowed to risk rate or fully underwrite.

Finally, the whole issue around solvency.

The current regulation

10
requires all schemes to hold a minimum of twenty -five per cent of
gross contribution as reserves. And this doe sn’t allow for specific
risk characteristics of the individual medical schemes.

Large

medical schemes don’t require such high levels of reserves.
Smaller medical schemes require probably a larger percentage of
reserves.

We therefore propose that risk ba sed solvency be

20
considered as this will result in a more efficient allocation of the
capital and in all likelihood will reduce contributions.
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So I think that really ends the formal part of our presentation.
There are other factors that we’ve highlighte d in our written
submission. We’d like to thank you for the opportunity and we’re
ready to take questions.

JUDGE NGCOBO May I take you to the first recommendation, the
10
fourth bullet, where you recommend that there must be a regulation
to ensure the tran sparent reporting of healthcare quality and cost
information.

Do you see that? Now why is it necessary for us to

make that recommendation? Why can’t schemes make available this
information? And why do you need regulation to do this?

I mean

consumers or m embers are entitled to information concerning the
healthcare quality as well as the cost.
20

Now why should you be

compelled by the law to provide that information? Why can’t it be
volunteered or be given as a matter of course?

Schemes are

supposed to be o wned by members. Why should they be compelled
to give this? Why can’t they give it on their own?
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KEVIN ARON Thank you, Chair. I will respond and then I will ask
any of my colleagues if they want to add.

JUDGE NGCOBO Respond. I think he dealt with t he issue.
DR MIKE MARSHALL Thank you, Chair. Chair, I think it’s true to
say that we can certainly and should certainly be sharing a lot more
10

of the information that we have. I think there are challenges that a
number of other stakeholders have raised in terms of the technical
aspects of that, the standardisation of some of the metrics and I
think in our submission I think what we’re saying is that I suppose
with time we would need some kind of standardisation in the
industry so that it is easier for me mbers to understand. If I can
maybe put it in a practical example, I spoke to about our profiling
tool called [Repi Squared]. Now the metrics and that are not

20

exactly aligned to for example to some of the quality metrics in
HQA. And there are other profil ing tools. You had a presentation I
think from someone else that presented that, that might produce a
different result to what we have and as far as I know there’s three
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or four tools in the market. So I think the idea of a central agency
was to bring some kind of standardisation and agreement and
consensus on that. But I do think that we can do more. I think I
did say to you rather than wait for that I think that there is more
that we could do to put the stuff out, yes.

JUDGE NGCOBO But what I want to know is, why is it that it
10

hasn’t been done?

Because it seems to me that it is one thing to

tell us that we can certainly do more but that simply begs the
question, why haven’t you done this before? I mean are you
prepared to share with us what it is that has been inhibiting you
from doing this?

DR MIKE MARSHALL Chair, I think the one aspect I guess is fear.
20

I think concern of putting information out that might put certain
facilities

or

providers

in

the

public

domain

which

may

be

challenged and it may u ndermine some of the relationships and
particularly when one hasn’t got consensus on some of the metrics
and what they look like.

So I think that is a concern.

The other
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concern, and I think it’s a genuine concern, I think the information
that we have is based on transactional data.

So it is based on

claims that we have and even the quality metrics that we have of
mostly processed metrics, and I think it would be much more
valuable to get more outcomes metrics and those metrics we would
need to get from the profession. So I think there’s a concern from
putting out what is predominantly cost and processed information
10

that is not giving the full picture and that can and will be
challenged.

And I think the third component which I think the

industry needs t o do more work on is to be able to, if I can say, get
more input from the patients and members out there in these tools.
So

for

example,

in

Kaiser

Permanente,

they

would

put

in

information like how long it would take to get an appointment.
Some patient experience component of it because I think if we have
20

to put just our profiling tool out I’m not sure how many of those
indicators actually matter to patients out there. I think there would
be components that we need to… so we need to build that as well.
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JUDGE NGCOBO The concerns that you’ve described, what steps
if any, should we take in order to address your concerns?

DR MIKE MARSHALL Chair, I think you’re already taking steps to
do that just by raising the awareness of this in this forum and I
think that us as an organisation would certainly go and do with
what we can within the current what we can do within the current
10

framework. But I think if there was some kind of framework in the
future that would compel healthcare providers, organisations, and
people like ourselves to share data or put it out in a standardised
format that would be useful to the general public out there to
understand I think that would help as well.

JUDGE NGCOBO It was in 2003 I think it was when the National
20

Health Act was ena cted. One of the provisions of that statute deals
with the provision of information on the treatment and the care of
patients. It also deals with the determination of fees and how all of
this have to be recorded. Were you aware of those provisions?
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DR MIKE MARSHALL I am aware of them at a high level, Chair.
JUDGE NGCOBO What do you mean at a high level? What about
the low level?
DR MIKE MARSHALL I’ve read them and I understand that these
are obligations that need to be fulfilled.

JUDGE NGCOBO I’m not too sure whether the regulations are
10

there which deals with these matters. But has the industry started
talking about these matters in an attempt to find ways and means of
assisting in the promulgation of regulation that would deal with
these matters?

DR MIKE MARSHALL Chair, I don’t really think there has been
significant discussion by the industry around that. I think the focus
20

has really been sort of more looking at how we analyse and how we
report back to our clients.

So I think we must acknowledge that

there hasn’t been much industry discussion around that.

JUDGE NGCOBO I understand. Dr Bhengu, we’ll start with you.
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DR NTUTHUKO BHENGU Thanks, Judge. Thank you to Mr Aron
and the rest of the Medscheme team. May I just start where I ended
with Bankmed regarding as an employer, Medscheme preferred or
recommended schemes to its employees, what are those?

What

schemes are recommended?

10

KEVIN ARON Thank you for the question.

I’ll take that. So

Medscheme makes available to all its employees, they c an join any
of

the

contracted

open

medical

schemes

that

we

currently

administer. So that’s Bonitas, Fedhealth and Medshield.

DR NTUTHUKO BHENGU But that’s the condition – it can be
within those that are your clients.
20
KEVIN ARON Yes, that’s correct.
DR NTUTHUKO BHENGU Has it always been that way or I mean
you’re fourty-four years old? So?
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KEVIN ARON Thank you. Certainly for as long as I’ve been at
Mescheme, which is fifteen years that is how it has always been.
We adopt a cost to company approach but we do obviously, have
naturally employees who are not part of the medical scheme
because their spouse is a primary member on a medical scheme but
it has always been that case that says you can join anyone of the
open schemes. So we don’t go outside of tha t.
10
DR NTUTHUKO BHENGU Have you lost an open scheme? And if
that happened how did it affect that policy?

KEVIN ARON Yes, we have.

We lost Liberty Medical Scheme

many years ago and we then yes, we then, removed that medical
scheme off the list of scheme s that our employees could be
20

members of.

DR NTUTHUKO BHENGU Purely on the basis that they’re no
longer your client?
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KEVIN ARON Yes, I think that’s correct.

I think there are some

administrative efficiencies we get from just a practical perspective
if you’re doing the administration through the human capital
component but I mean the answer is, yes. Because once they were
effectively no longer a client, I mean, they were in essence a
competitor of the other open client schemes that are contracted to
Medscheme then they no longer became able to be part of that.
10
DR NTUTHUKO BHENGU So it would seem that the real, real
consideration is exactly that what is of importance to Medscheme
and a competitive edge in the market, as it were.

KEVIN ARON Well, look, I think in this regard, thank you for the
question, I mean we have about as I said about two thousand seven
20

hundred employees and I don’t want to undermine the point,
certainly not in any regard but I think practically, if you look at the
number of employ ees that we have relative to the open scheme
memberships it is a minute fraction.

We do operate as an

administrator in a competitive market and I think that it sends the
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wrong message in my opinion. I believe that the open schemes that
we administer do o ffer value for money which I believe there is a
sufficient range where our employees can choose which medical
scheme they want to be on within the schemes that we administer.
And I imagine that the decision that we took was really a
commercial decision tha t said if you’re no longer administered by
Medscheme, bearing in mind that we are a healthcare administrator,
10

then you no longer were effectively be on a panel where employees
can choose to be still part of your medical scheme.

DR NTUTHUKO BHENGU I suppose the areas of concern, maybe
is not as important that one might think but I think with Bankmed I
mentioned the one possibility that the scheme in theory, an
employee could be on the Board based on the policy because at
20

least that applies as well that ha lf the trustees should be drawn
from the schemes. So that’s a question mark there. It is about the
ratings of schemes.

What does it mean?

What does it mean

regarding Medscheme employees saying our scheme is the best in
terms of all the various ratings?

But as I say I think at this point
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I’m not sure if this is critical, but it is a point. It certainly comes
up and at some point I think we need to consider if it is relevant.
Maybe it is not an issue at all. Around 17 t h Feburary, the Financial
Mail had an article. I think the person here that was interviewed
was [Dr Mogokong] unless you think differently. I assume the
views that are atttibuted to her are probably shared by management.
Now the article was really about I think making reference to the
10

fact that Discovery has got unfair competitive advantage in the
market or something like that.

Is that a view that Medscheme

holds, and if it is true can you just let us understand how that is the
case? And hopefully you would also explain how the Discovery
model differs to Medscheme’s with the specific interest of cost and
the differences that render this unfair advantage.

20

KEVIN ARON Thank you for the question.
and

common

cause

that

Afrocentric,

It’s public knowledge
not

Medscheme,

but

Afrocentric which i s the holding company has lodged a formal
complaint to

the Competition

Commission in terms

of

anti -

competitive behaviour by Discovery and that view is shared by

Health Market Inquiry

17th May 2016

Page 484

___________________________________________________________________

Medscheme. We believe that Discovery negotiates hospital rates in
particular across all its cl ients as well.
inquiry they’ve confirmed that.

And I think in fact at the

We believe that that gives their

clients specifically the smaller restiricted schemes, a competitive
advantage.

We don’t do that.

I think as we indicated, as Alex

mentioned, each and every one of our individual clients, we
negotiate as individuals. So if you are a three thousand principal
10

member scheme we negotiate with the hospital groups as a thousand
member scheme.

We can’t bring the collective one point five

million principal members into the conversation. In our experience
has been that in fact because so many medical schemes especially,
the smaller schemes are struggling with survival and sustainability
that this practice attracts them. It gives them an advantage and the
questions were raised in the previous sessions as to well, if you
20

moved administrator as a scheme and nothing else changed, did you
get better rates?
evidence.

And we believe that we don’t have exact

We have reasonable evidence that that in fact happens.

That is not an equal playing ground.

And I think certainly we’re

very unhappy about it and certainly we believe that it needs to be
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addressed. It puts a lot of pressure on the other administrators in
the market who are not adopting that approach because you are not
able to then build off the collective volume that you have. And in
essence Discovery then gets and its scheme gets an advantage and
it attracts other schemes into it. And in fact part of the Afrocentric
complaint has been to get a ruling in t his regard because if it is
allowed then in our opinion then what would prevent other
10

administrators such as Medscheme being able to do such practice?
We do not believe that it is legal and as such we don’t do it.

So

that is one of the areas.
The other area, I suppose is the whole issue around dominance and
market

dominance

and

the

extent

to

which

potentially

that

dominance is utilised in different areas for example negotiations
with, again the hospital groups, using that collective dominance to
20

negotiate and drive lower rates means that the hospital groups have
to cross subsidise and make it up elsewhere and they make it up
with other players, smaller medical schemes. So I mean certainly I
have no doubt that Alex probably wants to comment on that but in
essence we do support the comments made by [Dr Mogokong] the
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Chairman of Afrocentric and we have through Afrocentric lodged a
complaint and we do believe that there are various anti -competitive
practices that are being utilised.

DR NTUTHUKO BHENGU Now Discovery defends itself by saying
that can’t be because none of all of the schemes that it represents
are actually in competition because it is one open scheme and
10

restricted schemes. Is that defence reasonable?

KEVIN ARON Thank you. Again, I suppose if you get two lawyers
into a conversation they’d all potentially have a different view.
Certainly,

the

legal

interpretation

that

we’ve

had

of

the

Competition Commission regulations says that that is invalid, in
fact, it is anti -competitive. You cannot use th e argument that
20

restricted schemes don’t compete against each other.
But again I like the fact that we have a number of restricted
schemes.

We have fourteen restricted schemes that we administer

ranging from as I said, two thousand principal members all the way
up to GEMS where we do components of work. We have restricted
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schemes that have fifty thousand principal members. I mean all of
them would love to have some sort of benefit being able to leverage
off greater volume in terms of negotiation with pro viders. And you
know the fact that there seems to be a perception in the market that
if you move to Discovery you can get that better rate especially, for
schemes that are struggling with contributions, who are struggling
a little bit with solvency it is attractive and it will drive those
10

schemes and it is driving those schemes into that environment. So
again we don’t believe that that argument is valid. The law is the
law and we would like that to be ruled upon.

So we don’t agree

with the interpretation . Certainly in all the years that Medscheme
has been around, and as long as I’ve been around, with many
different restricted schemes we have never adopted that approach
because of our interpretation of the law.
20
DR NTUTHUKO BHENGU So are you saying that at no stage has
Medscheme ever represented a number of schemes during tariff
negotiations?
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KEVIN ARON I can say categorically, with all the information that
I have at my disposal, that we have not done that. The process that
we’ve gone through which is wel l-articulated in terms of getting
specific mandates and engaging with the different providers,
scheme by scheme is how we’ve done it.

I’m certainly not aware

that we’ve ever negotiated on behalf of a collective of schemes.

10

DR NTUTHUKO BHENGU Do your colleagues want to verify.
You seem unsure.

ALEX BROWNLEE Through the Chair, I mean certainly we’ve got
mandates

to

negotiate

on

behalf

of

small

schemes

but

we

negotiating off their rates and for their increase individually. So
there are practicalities ar ound that but there’s no Medscheme rate
20

or combined rate or collusive behaviour. It is explicit mandates
from the schemes and negotiating off their rates and what it should
be.

The hospital groups do come with one rate increase and they

often do when they apply across most schemes.
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DR NTUTHUKO BHENGU Now regarding the large schemes, you
indicated that they do their own negotiations but also there was
reference to providing support. I think you just said support.

Is

that the full extent of support or are your executives involved in
meetings where maybe Bonitas, maybe Fedhealth or maybe GEMS
would be involved in negotiations?

10

ALEX BROWNLEE Sir, in a GEMS environment, we do not sit in
any of the meetings. In terms of the technical support there is this
support upfront. There’is some discussion with the trustees aroun
what support

means and what it is.

And also some discussion

around strategy and how do you want to take it forward and what
do you think and what are the market dynamics. So that discussio n
does happen upfront. In terms of some of the larger schemes such
20

as the Bonitas, they do their own negotiations but we do have
sometimes a tehnical person sitting with them and that it is ad hoc.
Sometimes they just have their own discussion. Sometimes we sit
in. We in general tend to have some tehnical person sitting at some
level just because the conversion between and negotiation and the
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details for implementation gets lost in translation. We do find that
for instance in the GEMS environment.

So w e try in the Bonitas

environment at least have that sort of level of let’s call it specialist
in the meeting room.

DR NTUTHUKO BHENGU Like for Fedhealth?.

10

ALEX BROWNLEE Fedhealth gives us a mandate but the executive
has been sitting in the meeting.

S o typically they would allow us

to run the meeting and engage with the hospital group and they sit
there and engage when they feel ready or when they step in or they
sit in and engage as they feel like they want to.

DR NTUTHUKO BHENGU I hear you but I th ink for me the take home message is a bit questionable when you say you don’t get
20

involved but on the open schemes you do say that Medscheme staff
members do sit in eventhough they may not be in one meeting, in
separate

meetings

for

the

different

schemes.

understanding and that’s what I think you have just said.

That’s

my
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ALEX BROWNLEE It is correct. But it is not unlike any specialist
support that consultants, your external part would provide to
multiple clients.

So we act on that basis.

We’re the spe cialists.

We do operate in that environment daily. So we’re there for the
technical support.

DR NTUTHUKO BHENGU Sorry, Aron?
10
KEVIN ARON Thanks, Dr Bhengu. If I can just sort of add and
maybe clarify that there’s no doubt that we do a huge amount of
work

in

terms

of

the

inefficiencies

across

environment,

looking

preparation,
the

at

the

analysis,

individual

hospitals

inflationary

increases,

looking
within

increases

at
that
on

technology, et cetera, et cetera, and we have a lot of engagement.
So if I just use the Bonitas or the Fedhealth as an example. I mean
20

there’s a lot of engagement. It is not to say that we’re not involved.
We’re obviously involved and when we engage the client they look
heavily to us for that information.

They ask a view but when we

say that we’re not involved it is that we’re not leading the

Health Market Inquiry

Page 492

17th May 2016

___________________________________________________________________

negotiations. So often we will sit in on the negotiation as a
participant, whether it is as a specialist providing some specialist
input. There is often a discussion outside of the negotiatio n but I
think what is sort of mean in that respect is that many of the
schemes actually drive the whole process themselves. They decide
what levels they are going to go in at.
mandate.
10

They don’t give us a

They drive the negotiation in terms of how they

negotiate, what they leverage, looking at some of the almost the
strategies to be adopted. So that I think is sort of what we mean by
that. We’ve got other clients that typically would rather give us a
mandate even if they sit in on these negotiations t hey’d rather
allow that we lead the conversation. At the end of the day they are
still responsible for the final determination of not just the rate but
maybe any other structure that we’re going to put in place.

20

But

again, to highlight that these are don e on a scheme by scheme level
in terms of that negotiation.

ALEX BROWNLEE Dr Bhengu, if I could, sorry, if I could just
also finalise the answer. The technical team doesn’t necessary talk
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about the actual tariff increase.

The scheme is doing that.

Th e

technical team is often there around the ancilliary issues that come
around

the

contract

negotiations.

So

it

is

things

like

new

technology. It is things like business to business transactions. It is
things like volume discount models or early payment dis counts. So
there are items that get discussed and are used, let’s call it
bartering tools, in the negotiation where you need a bit of
10

calculation done or you need to understand how this operational
environment gets impacted by this. So the specialist tea m often has
that responsibility to help the negotiator, which is then the scheme
representative to have a complete view of what they’re negotiating.

DR NTUTHUKO BHENGU How is the volume based discount as a
tariff issue?
20
ALEX BROWNLEE So the technical t eam would provide the
negotiator with the impact. So the hospital group might say okay,
we’ll give you a volume discount. We’ll give you five per cent on
additional volume over this up until that and this.

So the
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negotiator needs to understand that that is equivalent to point one
per cent or point five per cent of their tariff.

So they would say

okay, that fits within my budget or not. So to convert the
technicalities that is usable in terms of negotiation.

DR NTUTHUKO BHENGU The technical specialist, would it be the
same one who sits at this different meetings for the three schemes?
10
ALEX BROWNLEE We have probably three or four that sort of
get splits out. I’m one of them. We have an analytics unit as well
and then we have a Dr Jean Noble who is also the head of that area.
So we tend to try and allocate the work between us.

DR
20

NTUTHUKO

BHENGU

What

would

you

say,

I’m

just

wondering aloud and saying, the reaon Medscheme maybe is not so
happy about this arrangement, this Discovery arrangement is
because Medscheme would be in a very difficult position to do this,
to do what you are alleging Discovery does purely because you’ve
got more open schemes to run? Which is three. Is that an
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unreaonsable question to ask? That you just can’t do it because
you’ve got three competitors in your stable and now that you can’t
do it you’re going out to cry that the other party is anti competitive.

KEVIN ARON Dr Bhengu, I think we can do it if we want to do it
because
10

you

know

notwithstanding

that

open

schemes

are

competing against each other, all of them would like to get the
benefit of better hospital rates because that is the major driver
within a scheme’s healthcare costs. I mean open schemes are
competing on many different areas.

They’re in different markets.

They’ve got sometimes different types of options.
different distribution tactics.

They use

They have different marketing, et

cetera. So there’s many different ways in which they compete. But
20

there’s no doubt in my mind, I’m of the view that from a
commercial perspective, if we were able to go to any of our open
scheme clients that we administer and say, listen, if we combine
forces we could each get you the same better rate and that’s going
to translate to reduce contributions, improved solvency, happier
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members because the contributions are less. I think they would all
definitely consider it. The fact is that we don’t do it because we
believe that it is illegal. And in essence, those open schemes that
we administer are competing against the rest of the mar ket.

It is

not really just the three that is competing against each other. The
Bonitas and the Fedhealths are competing against probably twenty
other open schemes out there in the market of which Discovery is
10

the dominant open medical scheme.

DR NTUTHUKO BHENGU Well, I remain, I’m not quite convinced
but we can move.

Managed care, there is a slight, I think Dr

Walters made the case that managed care… but I think Medscheme
fell short on showing us that your managed care interventions are
effective,
20

whic h

is

a

different

question

to

necessary, which is important if you your staff…

whether

they’re

Earlier we had

Dr Brian Ralph. I’m going to paraphrase here but his assertion was
that managed care does little than irritate practitioners and is
ultimately in effective. How would you respond to that very strong
statement on managed care?
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DR MIKE MARSHALL Thank you, yes, it is a strong statement but
certainly not unexpected. We’ve heard it many times before. I will
respond and then I will ask Dr Walters to com e in if necessary. We
go through a process with just about all our clients on a regular
basis where there is a questioning, is managed care adding value?
It is not an easy one that one is able to answer because often you
see that notwithstanding all the i nterventions and the resources that
10

are being put in place you still see that a scheme’s healthcare costs
are going up. And often it is a factor not so much of the
intervention but often the risk profile or the burden of disease that
exists in a medical sc heme, but there is no doubt, it is a question
we ask ourselves all the time: Are we effective?
value?

What more can we do?

Are we adding

And definitely and we’ve

recognised that more needs to be done and on our side it is what’s
20

driving our strategy alo ng the lines to go beyond where we’ve been
in the past. So moving beyond utilisation management intervention
to now saying that the only way forward is to contract with
providers on different grounds that talks to value that talks to
outcome.

In terms of managing downstream costs, that is where
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we’re now looking at things like the coordination of care and
specialist referral.

And in terms of how we think, schemes are

going to have to negotiate with hospital groups. In terms of how
we’re going to manage t hat - there’s various strategies. Those
conversations with clients are starting to happen at a far more
advanced level than they had before which includes things like
[hard] channeling of patients to specific hospital groups to get
10

better rates, which are conversations that we’ve had for a while but
many clients weren’t ready to go down that path. So I suppose the
other side of what we have to look at which is maybe the easy
answer and I’m sure that it is not the perfect answer, what would be
the impact if the managed care interventions weren’t in place? And
we’ve done a number of studies and we’ve brought in some
independent actuaries to do an exercise in fact on one of our bigger

20

clients in terms of, is value being added through the managed care
interventions.

And

they

conclusively

came

out

and

said

on

measurable value, there is a return of investment I think of at least
two to one. If we look at what needs to be achieved and I think it
is not just around managed care. Managed care on its own is not a
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perfect

answer.

It

is

linked

environment and other aspects.

into

issues

around

regulatory

It is not enough and certainly we

see that because with all the interventions that most administrators
are doing and I mean we spend, as an administrator, we spend
almost half a billion rand a year on our managed care business.
And when you look at the outcomes and when you look at actually
the fact that hospital costs and other costs, specialist costs, and
10

[costs] are increasing rates way beyond inflation it then beg s the
question, what more do we need to do?

And I think that’s why

we’re clear in our mind that there needs to be a lot more.

And it

can’t be just on the way its been done in the past.

DR NTUTHUKO BHENGU About the costs forever going up, I
think I would like to link that to the question that we’ve had many
20

times were the funders really contract to the benefit of the member?
And in your presentation I was drawn to the two hundred and
thirty-five

per

cent

premium

that

you

have

given

to

the

anaesthitists. Now I would like to know how did you arrive at this
figure. Is it because you kept increasing until they accepted or

Health Market Inquiry

Page 500

17th May 2016

___________________________________________________________________

there is a calculation that says two thirty five will satisfy them but
it still represents a return on value. And then the other question , a
related question as well is: now, when one looks at relative value
units, it’s not so much that, it’s important of course but easier to
say, you know, in terms of what the general surgeon does you know
an abscess has got lower units and appendicectomy, more because it
is more complex, more skill; a total colectomy is easy but the other
10

part of relative value that is about maintaining balance in the sense
that you actually can within reasonable guidelines you can say
okay, an appendicectomy is fine if it is given the same units as I’m
just making probably a wrong example here as it translates to … so
now you’re really just comparing two disciplines because the
intention is to make sure that on a high level the income is
comparable for a similar degree of complexity and experience.

20

Now when you start giving two hundred and thirty -five per cent
premiums to one discipline, what does that do in terms of that
comparison relative to other disciplines within your specialist
groups?
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DR MIKE MARSHALL Dr Bhengu, as I said the objective of that
specific network for that specific client was about protecting
members against co -payments and about Regulation 8. So the way
that the tariff in that specific scheme they were in fact already
paying and I can’t remember the e xact detail but they were not a
scheme that was paying at the old sort of scheme rate that was
related to the… they were in fact paying multiples of that already.
10

So the bringing in of that network in fact was not actually cost
incremental.

They

actually

could

make

adjustments

to

accommodate that. And the way and it was looked at with the
scheme, was really simply looking at the current billing pattern
within that scheme and saying, what would be a rate that as we put
it out as an offer as a market. Becau se remember we are not
allowed to negotiate rates, that they would get a reaonsable uptake
20

that would provide coverage for the members.

Now I think you

will appreciate with anaesthetists, it is especially difficult because
the member doesn’t actually choo se which anaesthists they go to.
You go to a surgeon and the surgeon says this is my anaesthetist.
So if you get poor coverage, if you contract an anaesthetic network
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within a specialist network and you get good coverage of surgeons
and a poor coverage of anaesthetists, it is a bit of a problem.
that was simply determined.

So

We looked a that rate and we say if

we contract at that rate and the scheme could afford it which they
could because as I said it was an incremental cost, that is how that
was contracted.

It was not received well. I mean you asked the

question how the other service provider… I think you were saying
10

how the other service providers, it was not received that well by the
other service providers who felt that why are we getting that and
they are getting this? And obviously, it is different disciplines and
different … so that was really the history behind that. They were
able to contract probably about eighty per cent of anaesthetists at
that rate.

20

DR NTUTHUKO BHENGU Thank you.

I was going to ask about

profiling but you did touch on that. It is not ideal that Medscheme
should have its own profiling to Metropolitan and Discovery; so
that’s done. I think just the last question is, if one looks at how the
Medscheme business develops an d just looking at that organogram,
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it

does

seem

pharmaceutical

like

you’re

space.

When

growing
I

say

your

your

business

business

I’m

in

the

really

referring as well to within the group. Now I would like to know
your approach to the formulary as you draft i t and propose to your
clients and whether that arrangement has got any bearing at all?
Any links with your pharmaceutical business, the courier company,
the wholesalers? Just your pharmaceutical business in general.
10
DR MIKE MARSHALL Thanks, Dr Bhengu.

And I can say

categorically that it has absolutely no bearing. If you take as a start
Pharmacy Direct. I mean Pharmacy Direct was purchased, I mean it
is a profitable business from a commercial perspective but it
renders fantastic service to the members. It also has contracts with
the Department of Health and it offers a dispensing fee that
20

typically is lower than what the rest of the competitors in that
market offer.

So when you start looking at, let’s just start with

Pharmacy Direct, which is the courie r pharmacy, first of all, we do
not and cannot and will never enforce that upon any of our client
medical schemes.

So we have a number of clients that don’t use
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Pharmacy Direct as an example as the DSP for chornic medicine. If
there are clients that are interested, Pharmacy Direct typically will
go in and do a presentation themselves.
based on value.

Ultimately, it has to be

We do not in any way say that any client has to

use Pharmacy Direct.

We have some clients that use them and

some don’t. We belie ve however that if you look at first of all, the
patient experience, the ability to handle large volumes and the
10

dispensing rate that they give which is better than the rest of the
market in general.

It is at face value a value proposition.

The

same thing would apply to the other two businesses that are new to
the group. I don’t know particularly well but I can categorically say
that when it comes to formularies I think Manshil from the Health
Policy Unit is best to say that act has absolutely no bearing in a
decision of whether a product gets put into a formulary or not.
20

First of all, it is unethical. It is probably regarded as illegal and
from a Medscheme perspective it would result in the immediate
destruction of our business because our business as a multi scheme
administrator is based on integrity and transparency. I know those
are buzz words but fundamentally, if we were perceived by any of
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our clients because there’s a very arms length relationship trying to
push products in without their knowledge I think we would lose our
contracts within a matter of days.

I think from a technical

perspective maybe to talk to how items are put into the formulary
from a reference price perspective, I don’t know, Manshil, if you
want to talk to that, but I can say because I’m very clear about it
that our Health Policy Unit has independence. They do not actually
10

use

consideration

that

there’s

a

company

within

the

group.

Notwithstanding that, I must just say that I do believe that there is
value that medical schemes cannot take in terms of a sort of
integrated value chain which is able to deliver value but it has got
to be based on transparency.

There’s got to be a clear value

proposition and it can’t be based on any perversities. So ultimately
at the end of the day if through the group we are able to provide a
20

client with a transparent and ethical solution that actually reduces
for example the cost of medicine, I’m of the view that that is
something that could be presented but certainly at the end of the
day, the tr ustees of the medical schemes and the scheme executives
would make a final decision.
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DR NTUTHUKO BHENGU Yes, thank you.

MANSHIL MISRA If I can just briefly, sorry, if I can just briefly
reiterate from my perspective working in the Health Policy Unit,
that process on its own which I’m not deeply, intimately involved
in but within the Drug Unit, our Health Policy Unit has complete
independence and there is no influence at all from any of the other
10

companies

within

the

Afrocentric

Group

when

it

comes

to

determining formularies.

DR NTUTHUKO BHENGU In closing, I thought I had finish but I
just have to follow up and stress that I noted that you came out
strongly that you said you’d never do it. It is illegal and ended up
by saying there are potential benefit s for the scheme and if it were
to be brought up by trustees you’d considered. So I’m just noting
20

the contradiction. I’m left not knowing whether you would or you
wouldn’t do it.
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DR MIKE MARSHALL? Thank you, sir. Let me maybe clarify very
clearly what I said so that there isn’t any misinterpretation.
Medscheme as an administrator and certainly the Afrocentric Group
would never go and unethically for example put their products into
a formulary to try and drive volume without in any regard behind
the scen es. I think that is unethical. We wouldn’t do that. It’s not
part of the way that we look at reference prices and how we look at
10

our formularies.

We don’t look at it based on well, it is that

manufactured, so it is around price and quality.

What I did say,

however, is that if there is value proposition that could be made to
a medical scheme that would resolve for example in cheaper
medicine to the patients and it is transparently disclosed and
ultimately it is the decision of the trustees as to whether there is a
value proposition, I believe that is something that could be
20

presented to them but certainly never something without their
knowledge. Maybe again to highlight that the Afrocentric Group is
really an investment holding company.

It primarily loo ks at

healthcare businesses in the first instance that make money. It is a
for profit organisation.

And secondly, it looks at is there a way
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that one can to some sort of efficiency on the value chain create
value to the patients and to the medical schemes in terms of
delivery of care and the cost of care. But again very clearly with
transparency and no perversity, full disclosure and ultimately the
decision is each medical scheme needs to decide on the solution
and whether there is value in that solution.

10

DR NTUTHUKO BHENGU Thank you, I’m answered.

Thanks,

Chairperson.

PROF SHARON FONN I’m actualy curious to follow that line of
thought. Perhaps to start off, what are your… schemes sit in a
difficult place.

They have to look after the individual, givin g the

individual what they need and they have to look after a collective
20

of members which means limiting what every individual gets so
that there’s enough for everyone. An administrator is supposed to
help them with that.

And they’re supposed to make a p rofit. And

then your own holding company and they want something from you.
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So what is that Afrocentric wants from you and how do they
monitor your delivering that to them?

ALEX BROWNLEE I mean I think Afrocentric, so ultimately, they
want us to be succe ssful.

How do you define success?

I mean

retaining our existing clients, growing clients on the basis of value
that we can bring and ultimately, yes, there’sno doubt like any
10

listed

organisation

we

do

need

to

meet

certain

financial

performance targets. However, Afrocentric does take a longer term
view in the sense that if you look at how we run our business.
We’ve got a lot of autonomy to run our business. We’re primarily a
health administration business and we charge a fee per member per
month. So how do we actually grow in terms of profit it is either
the medical scheme grows its membership which in the current
20

environment we don’t see too much of or we have to find cost
efficiencies.

We have to deliver more value.

creates its own

And that in itself

challenges because at the moment with the

complexity, with the cost of employing clinical staff, et cetera, we
don’t always see that we get the fficiencies that we want.

But
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notwithstanding that I mean we do have a large volume of members
and we do the be st we can.
suppose

a

medical

scheme

So there are these dynamics that I
looks

at

differently

than

an

administrator. But our view is that if we can get the alignment and
if we can deliver a great service and if we have patients or
beneficiaries on a medica l scheme that are saying, listen, we get
very, very good service from the administrator but in addition, the
10

medical scheme and that is the primary reason why people stay it is
affordability and benefits. If they’re delivering good service and
they’re competitive in the market in terms of their contribution
people would be attracted to those medical schemes.

If they’re

attracted to the medical schemes by implication, Medscheme as an
administrator will grow its revenue.

20

PROF SHARON FONN You do charge a fe e per member per
month, but that’s not all you charge. You charge additional fees in
addition to that. You managed care fee, maybe a marketing fee? So
it is not the case that there’s just one fee. How transparent is that?
Are people paying a bundled fee ?

We’ve heard lost of, I’ve
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forgotten who, but one of the people who presented to us were very
unhappy with the notion of bundled fees.

Do people have the

opportunity to choose what they take and they pick and choose.
Can they say I will have that part of your managed care but not this
part or I will have none of it? I will have your drug system but I
don’t want anything else.

How much variabity is there between

that and how much variability is that, of what per centage of the
10

scheme’s income of what y ou get goes straight into patient care?
How much does that vary for your various clients?

ALEX BROWNLEE Thank you. So in terms of what we charge it’s
a member per month.
member per month.

If you take the administration fee it is a

The managed care fe e in addition is member

per month. So I can say to you that we did in the past have some
20

arrangement with clients who wanted to engage in some sort of a
risk sharing or a risk profit where we’d get per member per month
and based on certain outcomes it almo st been some sort of
additional profit.

But the Council for Medical Schemes wasn’t

happy with that and all of those contracts were stopped and it is
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only a member per month. So in terms of the managed care, I mean
the Council is again very clear in terms of how it defines the
categories of fees according to hospital benefit management,
disease management.

So all our fees are per member per month.

They’re very transparent. So all of our managed contract, there is
no one bundled fee. So if you look at th em for every single client
it is clearly defined for the various services that we render which
10

are set according to the Council sort of standard or how they want
them almost set.

It is set out on that basis. So it is very, very

transparent. In terms of pi cking and choosing, yes, we do have that
as well. We’ve got some clients like Medshield who really takes in
respect of Medshield, they only take chronic medicine management.
We’ve got GEMS that take a range of managed care but not all.
We’ve got SAMWUMED who only takes hospital benefits managed.
20

We’ve got Fedhealth that takes a much broader spectrum. I’d say
probably on the whole the full spectrum and Bonitas likewise but
not everyting. So for example, Bonitas, there are certain things like
dental benefit management that we don’t actually do. So we don’t
restrict schemes in terms of saying well, if you are going to be part
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of Medscheme you have to take this or not. Obviously, it is in our
commercial interest that they take more of our products. We think
that by integrating there is some benefit, take out things like IT
interfaces but if you look at the spectrum of clients that we have it
ranges from clients who pretty much use us for everything to
clients who use us for very little on managed care.

And w e have

maybe in in conclusion, if I can just say, that we have had
10

situations and we continue to have situations where clients will
review our services. Either go out on an RFI or an RFP and will
determine whether they actually want to continue or all or p art of
the managed care in particular.

And we’ve had had clients that

have sotppe dcertain services based on the fact that they weren’t
feeling that they were getting the necessary value.

20

PROF SHARON FONN I just want o follow up on one of Dr
Bhengu’s qu estion about how you actually do it. So you’re sitting
in a room or I don’t know how you do it, but let’s say you’re sitting
in a room with a hospital group and you’re negotiating for client x,
do you then like set another meeting for another day or walk o ut
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the door and come back for the next client?

Or do you say now,

we’re all having a five minute break while we change folders? I
mean how does it work?

It seems inefficient not to have all the

clients with the one hospital at the same time. You can’t ma ke
seventeen meetings. So how does that actually work?

ALEX BROWNLEE Professor, in a practical sense we tend to book
10

one or two full days per hospital group and then we split it into
sessions to focus particularly on the larger ones.

Once we get

towards the end of the sessions for the small schemes typically it
gets wrapped out quite quickly in one session because the hospital
group pretty much says okay, this is the deal. And we sort of wrap
it up in that fashion but we try and allocate a lot of time with
different sessions per scheme.
20
PROF SHARON FONN What do you mean they wrap it up and
that’s the end of it? In other words they get the same deal as the
others got?
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ALEX

BROWNLEE

They

always

start

with

the

same

deal

regardless of the client and reg ardless of the size. They tend to be
willing to move their rate down, their offer down, a little bit more
for bigger schemes and for medium schemes compared to the small
ones. So that is a natural thing that happens in that process.

DR MIKE MARSHALL?Sorry, can I just add and I mean you’ve
10

made reference to like the practicalities and you almost walk in and
out but in actual fact that is the case and I’ve had that experience.
So on the big schemes as Alex has said is far more intense it could
go on for a number of hours but practically if you say ten restricted
teams that are typically small, you’ll deal with the one.

You sort

of take a half an hour break or a ten minute break and you’ll come
back and deal with the next one. So I think the point really is that
20

there isn’t any form of collectively negotiating on these across the
board. They dealt with it as individual restricted schemes. Each of
those schemes gets a separate hospital report and that. I think what
Alex is referring to is that the hospi tal is typically for these smaller
schemes almost say, look, that’s the rate. And no, we’re not really
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prepared to budge too much because they can’t offer too much
volume or anything else in return.

JUDGE NGCOBO I’m mentioning a break. You have been goi ng on
now for what? For almost four hours. I wonder whether it would be
convenient perhaps just for you and your team just to stretch your
legs. Take a break of five minutes maybe? Will that be okay? Yes,
10

thank you, we’ll take a five minute break.

LUNCH BREAK

20
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Last

SESSION ;

PRESENTATION

BY

MEDSCHEME

CONTINUED.

JUDGE NGCOBO

PROF FONN

Are we ready to resume, yes thank you.

Thank you, I just want to go back to the group

structure that you presented to us. The other one that sits, there, is
10

the Bonnitas Marketing. What do they do?

MR ARON

Bonitas

Marketing

effectively

provides

a

number of things. So firstly, they do broker support, so there are a
number of, there are brokers out there, intermediaries who will go
and sell the Bonnitas product and Bonnitas Marketing have what we
call, broker consultants who would provide suppor t to the broker in
terms of if the broker needs brochures, manuals, if there are
20

application forms that need to be collected, the broker consultant
will go out there.
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The broker consultant can assist the broker in terms of marketing
material and presentations, so I think that’s the first thing that they
do in the first instance.

They provide marketing broker support

services to brokers out there who typically want to sell Bon nitas.
I think what Bonnitas Marketing company also does, is that it
assists the scheme in terms of things like its marketing advertising
strategy campaigns, communication in that regard, so that is
10

fundamentally what Bonnitas Marketing company does.
Currently, Bonnitas Medical Fund is its only client and it renders
that service. Now in the past, that function was actually performed
by Mescheme as the administrator so if you go back in time,
Medscheme, part of its administration function, rendered broker
support or broker marketing. We never got involved in what I call
the technical advertising most medical schemes use advertising

20

agencies and PR companies in that regard quite specialised, but
Medscheme used to provide that basic, almost administrative
function of broker support.
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Then over time, then what happened, Bonnitas then took a decision
to take that inhouse, so Medscheme stopped rendering that function
and that was then performed by Bonnitas as a medical scheme
itself.

It then owned that functio n itself and then at the point

where Bonnitas went into curatorship at that period, I think the
Council for Medical Schemes was not happy that that function was
rendered by Bonnitas and effectively, Afrocentric then took that
10

function back over.

I think t hey bought the company and they

rendered the service now on an arms -length basis.
So it’s not in my mind, anything materially different than what
other administrators do. I mean Medscheme currently provides the
broker marketing, the same sort of function for Fedhealth, which
we do as part of the Fedhealth Business Unit, but Bonnitas
Marketing just the way its structured, its structured not in the
20

administration business, its strucuted in a separate business.
As I have indicated, I think it’s Afrocentric’s intention to re-brand
it as Afrocentric Distribution and potentially not offer it purely on
an exclusive basis to Bonnitas, but I still think that is up for
consideration.
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PROF FONN

So firstly you compete with them in a sense, you

compete with Bonnitas and then you are both owned by the same
holding company and then that holding company is going to turn
them into a bigger competitor against you and take away some of
your administrative functions that you could be charging for, am I
understanding that right?

10

I

MR ARON

don’t

certainly not the intention.

think,

I

hope

not,

because

that’s

So from a Medscheme administration

perspective in respect of Bonnitas, our admin fees do not include
the broker marketing.
Marketing

Company

That function is performed by Bonnitas
so

it

is

not

something

where

they

are

competing against us.
We’ve had other clients, Fedhealth as an example, have over the
20

years [interjects]

PROF FONN

I understood that, but you said that Afrocentric is

going to rebrand it as something else and then they are going to do
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that for more than just Bonnitas, in which case they could do it for
your clients?

MR ARON

Well it is certainly again, when I look at it

from an Afrocentric perspective, I said when I said the rebranding,
that business is going to transform itself, hopefully into almost like
a specialised marketing type of business, offering certain services.
10

What the intention is is that potentially it could be offered to more
than just Bonnitas, but again you know, it is about showing value.
I mean each medical scheme would have to decide and maybe in
particular, what could be offered, so for example, as I said
Medscheme doesn’t have great competence we don’t get involved in
things like advertising strategies or communication, specialised
communication strategy, so you may well find that that sort of

20

value proposition could be offered to another medical scheme that
wouldn’t impact upon us in any way.
I mean ultimately at the end of the day, we are there to render that
administration service and those issues, many schemes contemplate
whether the administrator should be doing, or whether it is
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strategic in nature, so that they should be owning it and doing it
themselves inhouse.
PROF FONN

You say that your work is based on value, not

volume and on the other hand, volume is absolutely what will drive
your income and your profit, so it seems to me that particularly if
you want to make a profit and that is the expectation of your
holding company, that you can’t possibly but be interested in
10

volume and secondly, I don’t know where and how you measure
this value, what metrics are we talking about when we talk about
value.

MR ARON

Thank

you,

in

terms

of

dealing

with

the

question on volume, I mean when your fee is based on a member
per month, as the volu me grows by implication, we would make
20

more money, so there is obviously an interest from our perspective.
We would love that for example, that Bonnitas grows another fifty
thousand principal members, I mean there is no debate about the
whole thing.
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PROF FONN

May I interrupt and ask just a clarification of that.

Is it not true as well, that as the member contribution goes up, your
volume also goes up, so if you’re getting 10% of X, but you’re
getting in 10% of X plus, it also goes up?

MR ARON

No that is not correct, so our fee is not linked

to the contributions, so we get a fixed fee per member per month.
10

In fact even sometimes on different options, so you often find
sometimes the lower cost options, we actually charge a lower fee so
there is less utili sation, so it is not in anyway linked to the
contributions.
So from a commercial perspective, I think even from a medical

20

scheme’s perspective, volume is important.

It gives you greater

leverage,

power,

it

gives

you

more

negotiating

you

create

efficiencies, the market is probably too fragmented, too many
medical schemes in the market, struggling with sustainability, so
purely from an administration perspective, a key driver for us, is
revenue, which is based on volume.

Health Market Inquiry

17th May 2016

Page 524

___________________________________________________________________

However, I mean in terms of delivery of service, in terms of what
we have to do, in terms of the contracts that we have with our
clients, those contracts are all linked to very strong and very rigid,
tight service level agreements in most cases, with quite strict
financial penalties I must sa y, really strict especially in the case of
Bonnitas and GEMS.

10

So the decision also around volume is not really driven by the
administrator.

The administrator

can

add

great service and

hopefull you don’t have members who leave for bad service and our
experience is no more than 3% of members to say they are leaving,
is around service.
The majority of members are joining medical schemes, or in most
cases, leaving medical schemes because of affordability and that is
20

why

in

essence,

the

decisions

around

benefi t

design,

the

contributions, many of the strategies, distribution strategies, the
marketing, with all due respect, that is actually ultimately the
responsibility of the scheme.
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We hope they do the right things and ultimately if it grows, it does
work to our benefit, so it is a challenge, this issue around growth is
a bit of a challenge, because as an administrator, we have quite
significant fixed costs and what we also find, is that if members of
the medical schemes leave, we don’t always see a correlation in
terms of a drop in activity and that is one of the challenges that we
have, which is a lot of the schemes have not grown their members.
10

In fact, they have dropped membership, but yet we see that our cost
structure is increasing all the time, so those are some of the
challenges that we face as an administrator. We would love to look
at more innovative or different types of revenue models which are
maybe linked to some form of risk sharing, or reward based on
some levels of performance, but at the momen t, we find that the
Council is not very happy about those, they don’t really support

20

that, so currently we are very much into a rigid per member per
month fee.
It is a wonderful model to have when you have scale and you’re
getting membership growing, becau se you’ve covered your fixed
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cost, it’s a terrible model when you are losing membership, because
you lose the revenue without taking too much of the costs out.
The question of value, it is a good question and probably we use it
like too easily as a buzz wo rd, but I suppose the first area of value
that we have tried to talk about, is the holistic sort of managed care
strategy in terms of how do we add value maybe holistically in
terms
10

of

value

can

be

defined

as

getting

better

outcomes,

addressing the cost of healthcare, maybe trying to keep healthcare
inflation to normal, acceptable levels, value can be in terms of the
rendering of service in terms of the members’ satisfaction, are they
happy with the service that they are getting.
Value could be efficienci es in terms of are we able to create more
automation, are we able to integrate administration and managed
care processes, are we able to take a lot of the, let’s call it the

20

intervention or noise that members sometimes experience out where
we can deal dire ctly with the different providers, so I suppose that
is probably in some respects how we look at value.
Maybe in conclusion, to be a little bit more specific, with most of
our clients, our service level agreements are really measured or
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based around perf ormance operational performance metrics and
maybe that is how in those contracts, value is described.

Value

conversations that we have with our clients, always come up on a
regular basis, but especially when we look at our own fee increases
in terms of have we added value in terms of their expectations and
one of the primary drivers, is what is actually happening to the
scheme from a financial performance perspective.
10

That is typically not contained within our contractual service level
agreements. It is t ypically a conversation as to are they are seeing
value and are we doing enough.

If they are not happy, they

obviously have the right to review the contracts.

I must just say

that with one of our clients which is GEMS, we actually do have
clinical measur es and clinical outcomes and some form of quality
measures in fact linked to some of the HQA measures built into the
20

service level agreements and we are actually held accountable to
improvement with financial penalties if there isn’t improvement in
that regard.
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PROF FONN
to go to next.

So it is around then the managed care that I wanted
I am interested that you present us with a lot of

graphs and an actuary did this and they said that and here is what
the result is, but what I find unconvincing about that , is that one
really wants, is the methods and the assumptions and in my
experience of many years of supervising research students, really
depends, you know you can get any answer you want and certainly
10

when it comes to economic analysis, it all depends on

the

assumptions that you put in the model.
You can go anywhere, you can get anything and so I’m curious to
know where and if any of these, have ever been put into the public
domain, whether methodology has been reviewed by peers, whether
it has been put i nto open access journals.
If not, why not, because it seems to me that it would be a very good
20

marketing strategy in fact and so, I am curious to know that and I
am

also

curious

about

your

behavioural

change

techniques.

Behaviour change is a huge area of research in academia and then
one thing that we know, is that theoretical models, are pretty poor
and that to in fact demonstrate evidence in relation to this, is very,
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very difficult and then attribute any change that one does find to
particular intervent ion, is also very hard and it’s an area where
certainly research funders, are putting a lot of money because
everybody is interested in it, the chronic disease epidemic makes it
something that is interesting.

I don’t know of a technique where anyone has y et stood up and said
10

this works and I know it works and here is that data and it is this
intervention and again, in relation to these behavioural changes,
there is a real question as to how you know your managed care
interventions make a difference.

MR ARON

Thank you that is a very good question and I

will answer one component, but I am going to ask Dr Walters to
20

come in on behavioural change probably because his son has done
in

our

business,

quite

a

lot

of

research

which

has

been

internationally recognis ed in that regard and I think it would be
important because it does talk to the identification of high risk and
emerging risk beneficiaries that we indicate sort of the work and
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the evidence that we’ve done, but there is no doubt that from a
thought leader ship perspective in terms of actually research, I mean
our health policy unit, does a lot of research.

I don’t think they put enough out certainly from an academic
perspective and I think the only reason really has been just we are
chasing so much work wi thin our own business, that it is just not a
10

massive priority for us. The biggest priority for us at the moment,
is to get the operational work done, dealing with providers etcetera.
I suppose as well, we also grapple with the issue around resources
and limitations on resources.

These resources are typically quite

expensive and I suppose we would have to look at to say the ideal
intention is that that area spends more time focusing on research
and publicising some of that research.
20
So it is an area that we probably should be doing more and focusing
more and probably give a lot more credibility to the whole thing,
but maybe I can hand over to Dr Walters who can talk about some
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of the work that we are doing and where we are leading certain
research and publ ications in that regard.

DR WALTERS

Thank you Mr Chair, thank you Kevin, thank

you Professor Fonn, yes the work on the HIV programme has been
internationally published and peer reviewed and many times, there
have been many international conferences that it was presented at
10

and I know that that is not such hard evidence, but still its being
internationally recognised.

The work on the chronic disease management, the methodology is
to identify the risk stratification that is being internationally
acknowledged.

The randomised clinical trial was published, peer

reviewed and then the 6 monthly case matching exercise, is also
20

presented internationally and once again, I understand the level is
not what it should be, but that is being prepared for a publication.
Then there were various minor publications that were peer reviewed
in international journals, but that is not conclusive evidence of
success, but it’s conclusive evidence that this portion is actually
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well studied and well researched and its mostly work do ne in
collaboration with the University of Cape Town.
So that is as to the outcomes.

The behavioural change thing is

something that we’ve not been in for a very long time.

We’re

working again with UCT, with Professor Vicky Lambert and we
have consulted h er, she is a consultant to us and we have
developed, we are also working with somebody else, but she is the
10

main person and we have actually, there are 2 different projects.
The one is for the interactions that are structured to be structured
in such a way that it will identify the barriers to change and
address them then specifically in the best possible way.

It’s the

way you ask the questions, the way you get the answers, the way
you capture the information and then the way which we haven’t yet
done, will evaluate the responses we get in order to prepare that for
20

publication.

There is one publication that is being prepared with her on the
process that we’ve gone through in the last year, but it has not yet
been published.
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PROF FONN

But you agree with m e that in relation to that, that

is formative and process research, but not related to outcomes.

I

just wanted to clarify something when you went on and on about
structured, structured meetings, is that you saying to us these are
not collusion meetings?

Is that what you were saying?

I’m not

accusing you of having collusive meetings, but I am just trying to
get why structured was so important?
10
MR ARON

No it was not me saying they are not collusive

meetings, they are not collusive meetings, what I was tr ying to I
suppose emphasise was that they are meetings that are planned,
they have a purpose, they have an agenda, it is not just a sporadic
kind of engagement that happens when there is some crisis happens.
They have a purpose, for example, I will give you in the Bonnitas
20

meeting, there is a lot of work and planning done around some GP
upskilling initiatives that they do in the Sasol clinical coordination,
there is some pilots that were mentioned, so and there is structure,
there are minutes, there is pu rpose, that is really what it was about.
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PROF FONN

I want to make sure I understood you correctly on

the ARM’s. I understood you correct, that in fact they are not that
effective and you’re not happy with their performance?

MR ARON

Correct Professor Fon n, they have worked in

the area around ethical’s and surgicals and on the surgical side,
there is sort of a profit share arrangement, where as they purchase
10

better, procure better the scheme benefits, but ultimately, the ARM,
well part of the issue is that we also don’t get line item data, they
have refused that for many years. They have come around, or some
of them have come around, but we don’t continuously get this line
item data, it is just difficult to understand some of the underlying
dynamics and im prove it.

20

Then ultimately, the ARM is still a price list in some sense and it
then comes down to the negotiations again in the market power in
that situation, so if you have a perfect ARM, but they just negotiate
a very big increase, then ARM’s aren’t doi ng any different to the
fee for service.
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PROF FONN

So there are things that have worked and so has

there been an instance where in fact there has been cost saving and
then what mechanism is used to pass that cost saving on back to the
scheme members?

MR ARON

Are we still talking the hospital environment,

the cost saving is in the surgical portion which is probably around
10

15% of the hospital bill and typically it is shared 50/50 or 60/40, so
in effect, in a year [interjects]

PROF FONN

MR ARON

Shared by whom?

So the saving achieved by the hospital group,

is shared with the scheme in the form of a lower tariff increase.
20
PROF FONN

MR ARON

Between the administrator and the scheme?

No, sorry we are talking hospital negotiations

between the hospital and the scheme.
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PROF FONN

And the administrator gets nothing out of this?

MR ARON
PROF FONN

No.
So you’ve never been in a situation where you’ve

seen a negotiation which resulted in fact in the scheme members,
you saying a lower price increase, they’ve never act ually had to pay
less in any year?

10

MR ARON

Do you mean literally the contribution going

down from one year to the next, I have never seem that, except if
someone changes an option.

PROF FONN

The only other aspect that I am interested in, is that

you sit on quite a lot of data and you’ve given us some data, the
profiling, the range between doctors, the variability, some of the
20

other stuff that you might have published and that you say that you
really want to share this information and the one opportunity to
share it in a really risk free way, was to include it in your
submissions, yet we don’t see it included in the submissions.
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You’ve done the profiling, you’ve done this work, it’s all sitting
there, you could just pick it up and give it to us, but you di dn’t do
that, so how sure can we be that you really want to share any of
these things, given also that you say that there has to be regulation
in relation to the sharing of data?

MR ARON
10

Professor

Fonn,

I

think

we

did

include

information on the profiling in the submission, certainly not at a
detailed level on how it works and how many metrics there are and
I am happy to share that information.
As I said to the Chair, I don’t think that it is in the format at the
moment that it would be useful necessaril y to the public and I think
it does require some work to put it in that format, particularly to
include metrics that would matter to them and it would need to be

20

done in a responsible way both with our clients and the doctors, but
for us, we do feel that t hat is a component of the sort of
performance based reimbursement that is missing at the moment. It
is really between the doctors and the schemes and we think that if
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members were more empowered, it would add another dimension to
it.
PROF FONN

So this res ponsibleness, should I understand it in

the context of a sentence which someone said, I am sorry I don’t
remember who, it does not suit us to have discord in the industry.
Is that your concern?

10

MR ARON

I don’t think I said that, but look [interjects]

JUDGE NGCOBO

The answer is either yes you agree with that, or

you don’t agree with that?

MR ARON

It makes it more difficult for us to have a

discord in the industry, but I think there are circumstances where I
20

think one would have to and we are not unaccu stomed to that, I
think we were the first company that put profiling out and shared it
with doctors before anyone else and we were very anxious about
that, but it seems to have worked.
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We were the first company that put quality metrics onto that
profiling, so I suppose we have to pick ourselves up and be brave
and be the first company that puts this out in the public domain and
try and manage the discord.

DR NKONKI

Thank you to your team for your presentation, I

know it has been a long day. So my question is around brokers. I
10

heard your responses to Professor Fonn’s question around Bonnitas,
but you do have another open medical scheme that you administer
services for and in your presentation I think on slide 9, you
mentioned that you do broker commission processes and somewhere
where you present your stakeholders, you have brokers as your
stakeholder, but I missed throughout your presentation, how you
interact with brokers and so first that is my question, how do you

20

interact with brokers?

MR ARON

Thanks for the question.

To deal with it on a

number of fronts, from the perspective of the broker commission
processing, the commission is regulated, I mean it is legislated, so
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what we mean by that administration function, is that we have a
commissions depart ment that would manage and ensure that any
contract or anything that is done with the broker and I must just say
that the scheme separately deals with the brokers, so you know you
don’t have a Mescheme broker contract, you will have a Bonnitas
broker contract and a separate Fedhealth broker contract, but that
department almost from a governance perspective, would make sure
10

that there are contracts in place and that the contracts are signed.
They would load the broker on and then they would ensure that on a
monthly basis, the legislated commission is paid to that broker,
taking into account making sure that this is the membership that is
valid, if the members who have signed broker notes, which they are
entitled to do, so that is largely that aspect that we r ender and that
is a central administration function.

20
It is also a support area, so if a broker phones in and he says how
much commission is he getting this month, we would be able to
provide that.

Health Market Inquiry

Page 541

17th May 2016

___________________________________________________________________

On the issue of the actual engagement with brokers, the op en
schemes see that as quite a strategic function and it is a strategic
function, because it can be regarded, I mean the brokers are
actually, it is almost like a distribution channel, so what you
typically find, is that each open scheme in many respects, engages
very heavily and very directly wth brokers in terms of the broker
strategy, the different channel strategy and engagement.
10
What Medscheme would do, so in the case of Fedhealth, we have a
separate Fedhealth business unit, where you have staff that are
dedicated only to the rendering of administration services for
Fedhealth and that would include what we call that broker support,
so you won’t find that anyone in that Fedhealth unit, involved in
that broker support, would for example be dealing with a ny other
20

client.

It is very much dedicated its ringfenced to that and typically, we
find that the interaction is very much between that team and the
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scheme.

The scheme gets very heavily involved, the scheme

executives, the principal officer.

In the case of Bonnitas, say from a Medscheme perspective, we
don’t do that function. We didn’t do that function, it was done by
Bonnitas marketing company, but obviously from an administration
perspective in terms of the business unit and administration, we
10

support that function and what we are looking if I can just say, we
are looking with Bonnitas marketing company, very clearly to say
what are the functions that actually should be sitting in the
administrator and what are the functions actually that shouldn’t and
I can say and it’s with discussion with Bonnitas, is that there are a
number of discussions happening where we are actually looking and
saying

20

there

are

certain

functions

that

better

sit

in

the

administration world, integrated, it’s actually the rende ring of
administration and in fact, those functions, we are looking to bring
back into the administrator, which would then go directly into the
Bonnitas business unit as a separate area.
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MISS TATI

Maybe just to add from an administration

perspective or o perations, we’ve got a call centre that caters for
brokers, so if they’ve got any queries, they can call the call centre
and we will resolve those queries for them, instead of messaging,
where they can chat with us, they can also utilise the website, so
we do have some interactions with the brokers, but purely from a
servicing perspective and from supporting them to be able to
10

deliver the services to the members.

DR NKONKI

Thank you, if I can just follow up on that. So your

competitor has the largest open medical scheme, where you have
the largest closed scheme and you have several other closed
schemes.

How do you compete to get more new business in the

open scheme market? Is that your business strategy, or do you see
20

more yourselves as focusing on close d schemes with some open
schemes that you’ve had long term relationships with?

MR ARON

Thank you, I think the answer probably has a

number of aspects to it, it is probably multi -faceted, so I think from
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a Medscheme perspective, I mean I think we see that the medical
scheme market is consolidating.

We are administrators as said a

few times, of a number of closed schemes and certainly there are
closed schemes that every year or every couple of years, would go
out into the market on tender for governance pu rposes and we
would evaluate that, so when those things come up, it creates an
opportunity for us.
10
We are quite happy to administer closed schemes as closed
schemes.

We think that there is a level, I don’t believe that into

the future, we would really be too interested for example, to tender
for a closed scheme that is maybe two or three thousand principal
members, but certainly where there are closed schemes that we
think are viable, we would tender and we would administer them as
20

separate closed schemes .

We have a separate closed scheme business unit that deals with
closed schemes, so that obviously creates some potential for growth
for us in our market.
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From an open scheme perspective, the open schemes are very
focused themselves around their strategie s in terms of how they
grow the membership. Our role predominantly is the administrator
is to render administration services in that regard and a lot of the
aspects

that

we

have

spoken

about

today,

such

as

the

competitiveness of the contributions, the com petitiveness of the
benefit design, the way the scheme markets itself, the service
10

delivery that gets created in the market in terms of whether good
service is being rendered, I mean those are all factors that play a
role and then you know the brokers are just one distribution or one
channel

that

open

medical

schemes,

because

closed

schemes

typically don’t have brokers, that open medical schemes would
engage with independent brokers to try and promote to them, the
benefits and the value for money that their schemes are offering to
20

try and encourage those brokers to consider their schemes and their
options.

DR NKONKI

My final set of questions is around the PMB’s that

you discussed at length.

You were present when Bankmed was
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presenting that they have a PMB only option. I would like to know
if in your experience, one of the medical schemes that you
administer, have a PMB only option and if yes, what have been the
challenges administration wise with administering that type of
option?

MR ARON
10

We don’t have a PMB option in our clients and

the main reason is I think it’s not ideal, the PMB package in itself,
is not a complete package. It is a little bit vague in its description
as we have alluded to and it doesn’t cover some things that are
more easy to explai n in terms of a package, because it is clinically
defined as opposed to a clear benefit package or a financial limit
package, or something like we will cover in hospital benefits, that
is a simple description, but to cover come kind of portion of in

20

hospital benefits, subject to all of these issues that we’ve said
around PMB’s is not an ideal package in our view.

DR NKONKI

So you think it’s not a useful innovation for the

industry to have a PMb option only?
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MR ARON

I

think

it

should

first

be

simplified

a nd

redesigned into an essential package to be honest.

DR NKONKI

Thank you.

DR VAN GENT
10

3

subjects

quickly,

you

said

selective

contracting, HPCSA runs in the way doesn’t it, in some way, they
have a rule, or they have, there is no prohibition I think in t he
HPCSA’s rules to enter into selective contracts by doctors, but in
some way, they make it difficult. Can you explain?
MR ARON

Dr van Gent if you look at the legislation

around contracting, it is quite surprising for something that is so
important, tha t there is fairly little guidance on it and so if I can
20

give you some examples, if you look in the Medical Schemes Act,
there are actually 3 references to contracting.
One is a reference in Rule 7 for DSP’s in which they defront DSP’s
for prescribed mini mum benefits, where they mention you can
actually select someone, you don’t need to contract and you don’t
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even need to negotiate, you just say you you and you and that
seems to be within the context of PMB’s.

Then there is a section that refers to prefer red practitioners which
is actually defined as a kind of preferred practitioner, but then they
reference that to Section 15 (a) which is almost a contract, looks
like a contract between a medical scheme administrator and in that
10

section, the person has to be registered as a managed care provider,
but yet it refers to a kind of preferred practitioner and then there’s
15 (e) which says that you can contract anyone, you can actually
reduce the numbers and you can have fair and reasonable criteria.
The challeng e is that it doesn’t clarify in where it’s reasonable to
reduce the numbers and reduce the access and also, what are the
criteria that are reasonable and fair, so that results in lack of

20

consensus, but then one has to look at the ethical rules and there
was a media release in 2004 that you may be aware of, where it
gave very clear guidance to the doctors.
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It basically said look, you can contract but it must be open to
anyone that is willing and it almost implied that it needs to be sort
of anybody that mee ts the criteria, can contract and then they also
indicated that you as a healthcare professional, don’t ensure that
the people around you have also been given the opportunity to
participate in the contract, you are guilty of an offence.
So I think it makes the environment more challenging to contract
10

where there would be times where I think you would agree that for
certain interventions, you might want 3 or 4 centres in the country,
but it just challenges that specific process.

DR VAN GENT

The second subj ect is on managed care

and I am not sure whether it is Dr Walters who will answer my
question, you mentioned in the passing and you were talking about
20

fifteen hundred people, but they seem to be more integrated
nowadays, so the MCO functions and the admini strative functions.
What precisely am I to understand by increasing the integrated?
Do you mean that in an organisational way, the organisations are
starting to get integrated? Is it IT? Is it customer base, what is it?

Health Market Inquiry

17th May 2016

Page 550

___________________________________________________________________

MR ARON

I think from the perspec tive of our company

and maybe typically even the way the contracts are structured, if
you look even currently, the Medical Schemes Act requires a
separate administration, separate managed care contract, but our
business is very much built around separate p rocesses, so there is
health administration, you register a member to come on the
medical aid, you get a claim, you process a claim, you pay the
10

claim.

If there is a query, there are call centres that deal with it

and then you’ve got a separate environmen t where you are dealing
with

hospital

authorisations,

case

management,

chronic

authorisation, now disease management, etcetera.

I think when we say integrated, is that from a patient perspective,
these processes are all inter -linked, because at the end of the day, it
20

is one patient, it is one patient on a medical scheme that has to go
have a procedure, they require authorisation and then ultimately
there is an issue about the claim and from their perspective, it
creates from a patient satisfaction or from a patient experience
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perspective, from an operational perspective, it is not ideal when
these things are very separate.

What we also find, is that if the two parts of the business are
almost operating in silos, one is administration, one is managed
care, often the left hand doesn’t always know what the right hand is
doing and from a strategy perspective, where we have been very
10

clear that one of the key objective that we have, is to ensure that
the business understands the individual strategies of all of o ur
clients and that we can implement those, when you are running two
operational processes or two separate businesses, you often find
that that strategy is not always integrated and well understood.
So what I mean through the integration is that it is a ke y part of our
strategy that we start to look at it in terms of how do we ensure that

20

the two components fit closer together.

We looked at it from a

structural perspective, so in its very basic form, we’ve actually
used, if I use Bonnitas as an example, wh ere we have a managed
care Bonnitas unit, we’ve now structurally made them part of the
holistic administration business unit as well.
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They are still in two separate locations in our world, one in Cape
Town, one in Roodepoort, but from a management perspect ive,
from an integratory perspective, we want them to see that they are
rendering service to one client.

In terms of specific processes, we have also started to look now and
say there are certain functions that we believe can be done typically
10

within a he alth administration environment, so as an example, if a
member phones in and wants a query on a claim, why didn’t this
claim pay on a particular benefit, but at the same time, they want
the hospital pre-authorisation, we actually find that we can utilise
what we call non -clinical agents that can be trained up, because of
the rules that are built into our system and the protocols, that they
are able to, on many occasions, be able to say, we can give that

20

authorisation, because it is not necessarily complex.

It doesn’t always have to be referred to a clinical person that is
maybe sitting in the managed care environment so those are the
dynamics when I talk about where we try to look at integration.
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Obviously from a system perspective, the same thing, how do we
ensure that the system integrates and looks at it from one
perspective, so I hope that sort of gives some clarity.

DR VAN GENT

I think that is clear for me now. Are there

economies of scale involved in both processes that sort of also
almost force you to offer both services from the same organisation?
10

Or maybe put the other way around is it feasible that you would
have an MCO organisation stand -alone from an administrative
organisation?

MR ARON

It’s a good question and I think you could say

that the GEMS model is a perfect example where you actually have,
I think it is now in the region of thirteen different service
20

providers.

Even the administration contract, they have actually

broken that admin contract up into different formats.
Metropolitan does the major part of the administration.

We do a

very small piece which is around contribution collection and debt
management and then managed care is equally broken up.

We do
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probably the bulk of the managed care work, but not all of it and I
suppose the challenges in that model, is very often around the IT
interface and also accountability in terms of from a patient
perspective, even from the client perspective, you have different
service providers that don’t always take accountability that point
fingers at each other in terms of you made the decision, we paid the
claim, it was based on your rule.
10
I think that doesn’t take away the fact that it can’t work and there
are some benefits and merits and the medical scheme may actually
say almost on a best degr ee basis, we will go out and pick and
choose individual.

Within our world around managed care and

administration, I am not convinced that there are economies of
scale that you get from the whole, I mean from a pure commercial
20

perspective being an accounta nt, funny enough, the managed care
business is not a nice business to be in.
You are employing expensive people, I mean the starting salary of
a nurse in the pre -authorisation area, is typically around R30 000 a
month, you are employing very expensive doct ors, actuaries,
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statisticians and you know activity is high, there is a lot of pressure
from clients in terms of that is where the focus is, find more
solutions, give us more reports, what more can be done.

Often the process interactions are also, it is m ore complex,
members don’t always understand the reasons why we are doing
things and then on the revenue side, the way the industry seems to
10

have evolved, is that the managed care fee is almost the wrong way
around.

The manage care fee is significantly le ss than the

administration fee, so you often find tha the managed care fee
round about R65/R70 per member per month maybe for a full
basket and when you price this out, you actually find that the
managed care business is often almost unprofitable.

20

The administration business is actually a very nice business to be
in. You are employing resources typically that you started at about
R14 000/R15 000 per member per month, it is not as complex.
Certainly you get massive economies of scale with volume and you
can make good money, but at the end of the day from our
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perspective, we see that it is about solutions, so we don’t see that
we would walk away from managed care.
Without

managed

care,

there

is

no

sustainability.

The

administration business would never sur vive and in fact, that is
why I always say that Medscheme is not an administration business
anymore, it has moved way off from that, because that is not a
sustainable business to be in.
10
DR VAN GENT

Thank

you,

the

last

question

is

on

performance elements in the contract that you have with GEMS.
Maybe you will remember I asked Bankmed before they have a new
contract, a new administrator, do you have performance elements in
your contract and I think the CEO didn’t like to answer me, but I
was under the impr ession that there were not very important
20

performance elements in his performance contracts with Discovery.
You have performance elements with GEMS. Can you tell us a bit
about these?

If it is not confidential, can you give us one or two

examples of this and do you have them with your smaller schemes
as well? I am obviously intrested in the alignment of the schemes
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interest and the administrator’s interest and referring to the first
presenter

Dr

Raff

this

morning who

said

the problem

with

administrators, is that it is a short term business and he called it a
problem within the industry.

MR ARON

So I think typically and I am sure that with the

focus that it is getting, it will probably change in the industry, but I
10

think typically if we have looked in th e past, most of our contracts
from a service level agreement perspective, have been focused
around operational service performance.

That is typically how it

has been and I would say that it has been like that across all of our
clients.
We haven’t had cont racts prior to this thing about GEMS which I
will talk about, where there were those sort of performance
20

measures that were contractually put in place around scheme
performance, you know bank for your buck.
Notwithstanding that however, it has always been a key component
in our own fee discussions with clients every year in terms of what
value have we added, how has the scheme performed, has the
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membership grown, has the risk profile improved and in some
respects, we can say that where schemes haven’t been happy with
performance

and

it

has

mainly

been

a

more

discretionary

conversation, there have been instances where they have said look
we are either going to give you no increase, or we are going to give
you a lower than CPI increase, but I think typically t hey have
understood that it has not been solely on the role of Medscheme in
10

terms of that performance and they have sort of bought into and
said look we need to ensure that you guys are doing more and we
will monitor you more, as opposed to measuring it in to contracts.
GEMS specifically on the HQA and certainly in terms of the quality
outcomes with regards to the disease management programmes and
the measures and some of them Dr Marshall referred to, I’m not a
clinician, but I saw the contract, have put tha t specifically into

20

their latest contracts which we had to sign and one of the reasons is
that GEMS from a strategic perspective, are very interested in
terms of things like clinical and quality outcomes especially in
terms of compliance.
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They feel very st rongly that as a service provider, we need to be
aligned and we need to be measured. The fact that we may be not
always going to be able to control stuff, is something that we are
not too particularly concerned about, but I suppose it does put the
pressure on us to ensure that those outcomes are achieved.
I think almost in conclusion to say that we do have ongoing
discussions with clients, we have managed care forums, we do
10

present

certain

clinical

measures

and

clinical

outcomes

and

obviously utilisation a nd cost and there are ongoing conversations
and I would imagine that those things will now be, the schemes are
going to think more and more about holding managed care
organisations accountable to that and putting it actually into the
contracts.

20

DR VAN GENT

JUDGE NGCOBO

Thank you very much.

When you say managed care, did you say it is

not a good business to be in?
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MR ARON

If

you

are

the

financial

director

of

our

company [interjects]
JUDGE NGCOBO

That managed care business is not a good

business to be in , yes or no?

MR ARON

Chair I did say that, correct, but I think there

is context to it.
10
JUDGE NGCOBO

Your colleague Dr Walters took us through 7

slides, concluding with the slide describing the value of managed
care. Why do you say it is not a good bus iness?

MR ARON

With respect, so maybe I need to clarify, is that

I made the point that if you don’t adopt managed care principles, if
20

you are not a managed care organisation, if you look at from a
Mescheme perspective, the driver of our business is the m anaged
care, the more strategic function, the more important function for
sustainability is around the managed care, so I made the point that
said it is the most critical part of the business, but purely from a
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perspective of if you look at the commercial, if you look at purely
our managed care business in terms of what revenue do we get and
what does it cost us in that business, it’s a business that doesn’t
make a lot of money.

In fact, very little money, notwithstanding

that however, we could never do aw ay with our managed care
business, because there is no in my opinion, future for a business
that is purely an administration business, because anybody can be
10

an administrator, so the challenge is actually around the managed
care and that is where the strat egic interest is.
When you look at what the industry, what medical schemes pay for
managed

care

services

relative

to

the

cost

structures

of

implementing the resources for that, it is a bit of a mis -match
relative to the administration business, so I think what you could
say, is that you could look at it differently and say well put it all
20

into one pot and that is what we do in our business.
We don’t segment and make these economic decisions because the
one business is more profitable than the other. We ult imately look
at it on a holistic and say that that is what is required to deliver the
solution.
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JUDGE NGCOBO

What is the answer?

MR ARON

The

answer

is

that

although

the

Medical

Schemes Act requires separate contracts, there is a blurring of the
lines, so from an organisational perspective, I don’t believe anyone
can say that they can purely be an administrator in the future and
be convinced that they can be sustainable.
10

The answer is that the two get grouped together. The managed care
is there to drive h opefully which will be better solutions in terms
of healthcare sustainability and the administration component backs
it up in terms of administrating the scheme.

JUDGE NGCOBO

You have to find some other business in order

to sustain the business of managed care business?
20
MR ARON

I think if Medscheme was purely a managed

care business, whether we are sustainable, would be debateable.
The point really is, is that in terms of the services we render to our
clients, it is on both fronts and that actually make s it viable.
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JUDGE NGCOBO

Is

that

the

reason

why

perhaps

you

are

involved in some other exercises such as the, do you have a
pharmacy is that right?

MR ARON

Medscheme

doesn’t

have

a

pharmacy.

Afrocentric has purchased a company called Pharmacy Direct wh ich
is a courier pharmacy which distributes medicine door to door so to
10

speak to patients with chronic medicine.

I don’t believe it’s

because the managed care business per say, is not as profitable as
the shareholders would want.
I believe that on the o ne side, Pharmacy Direct as an example is
commercially a viable business.

It’s a business that can sustain

itself and add value and importantly, to medical schemes and to the
patients, it can render value and it does render value and it has
20

quite a wide base of clients and patients that it renders services to.

JUDGE NGCOBO

Is there anything else that you want to add to

what you have said this evening?
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MR ARON

No Chair we have nothing further to add.

JUDGE NGCOBO

How about your colleagues?

Walters

you

don’t

want

to

put

in

context,

Even you Dr
managed

care

organisation?

MR WALTERS

Mr Chairman I don’t think I need to defend my

slide, it speaks for itself thank you very much.
10
JUDGE NGCOBO

Well thank you for your perseverance and

thank you for coming to s hare with us your perspective and in
particular, thank you so much for your willingness to be with us
until 10.15 in the evening.

To your colleagues, thank you very

much and for the information that you’ve provided to us and for
your presentation and than k you so much again for your generosity
20

thank you.

[END OF RECORDING]

