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Introduction

The Technical and Actuarial Consulting
Solutions team of Alexforbes Health is proud
to present this year's Medical Aid Insights.

We are confident that this publication will give you a
comprehensive view of the performance of the South
African medical schemes’ industry as well as some of
the changes and challenges that the industry is facing.

This analysis covers key statistics and trends over

the period 2000 to 2022. These are based on the
consolidated financial results for all registered medical
schemes as disclosed in the annual report released

by the Council for Medical Schemes (CMS). Our focus

is on the 10 largest open and the 10 largest restricted
medical schemes by principal membership.

The number of beneficiaries covered by medical
schemes have remained relatively stagnant in the
past decade. However stagnant, it has surpassed the
nine million mark as at 31 December 2022. The only
significant increase in the environment was with the
introduction of the Government Employees Medical
Scheme (GEMS) in 2006. The number of beneficiaries
on GEMS increased by 5.9% to exceed 2.1 million in
2022. The household names in the medical schemes
industry mainly experienced a slight increase in
membership. A total of seven schemes register a yearly
increase of 5% in new beneficiaries. These schemes are
Bestmed Medical Scheme (10.2%), Thebemed (7.6%),
Medihelp (7.4%), Umvuzo Health Medical Scheme
(71%), Platinum Health (6.6%), Retail Medical Scheme
(5.4%) and GEMS (5.3%).

If you would like to discuss any of the issues addressed
here in more detail, please speak to your Alexforbes
consultant or contact one of the specialists listed at
the end of this publication.

If you would like to discuss any of the issues
addressed here in more detail, please
speak to your Alexforbes Financial Services
consultant or contact one of the specialists
listed at the end of this publication.
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Circular 13 of 2023: Demarcation and low-cost
benefit options (LCBO)

In December 2019, the CMS released a circular
communicating that no products based on
the Demarcation Exemption Framework will
be allowed beyond March 2021. Stakeholders
appealed the decision and discussions were
held in January and February 2020.

CMS has confirmed that, following these
meetings, advisory committees were established
to develop a framework.

In January 2022, the CMS released a circular
communicating that the Demarcation Exemption
Framework will be extended to March 2024. The
extension is conditional on insurers and their
respective financial service providers complying
with defined exemption conditions.

In September 2022, the CMS released Circular
53 requesting public comments on the proposed
LCBO Framework Report and the Draft Risk
Assessment Report. The deadline for comments
was extended to 30 November 2022.

According to Circular 13 of 2023, the CMS is
finalising the LCBO guidelines for consideration
and possible approval by the Minister of Health.
In completing the process, the CMS needs to
ensure all inputs received from stakeholders
and interested parties are accommodated

and considered prior to finalising the LCBO
guidelines, which are at an advanced stage.
Currently, guidelines are in the final stages

of completion and will be considered by the
Minister of Health for approval.

Circular 30 and 45 of 2023: Approved levies for
medical schemes 2023/2024

The CMS has published a general notice in
Government Gazette 49108 on the imposition of
levies for medical schemes for the 2023/2024
financial year. The approved levy to be paid
with effect from 1 April 2023 is R46.40 per
member per year, which will be adjusted once
the new levy for the 2024/2025 financial year
has been approved. As per Circular 45 of 2023,
the proposed levy for the 2024/2025 financial
year is R48.62 per member per year.

®

Circular 9 of 2023: Adjustment on fees payable
to brokers with effect from 1 January 2023

The maximum amount payable to brokers in
terms of Section 65 of the Medical Schemes

Act 131 of 1998 is now R111.18 plus value added
tax (VAT) or 3% plus VAT of the contributions
payable in respect of that member, whichever is
the lesser.

Circular 17 and 33 of 2023: Revision of
prescribed minimum benefit (‘PMB’) definition
guidelines

CMS has commenced the process to revise PMB
definition guidelines in respect of mental health,
ulcerative colitis and Crohn’s disease benefits.
These guidelines allow medical schemes

to interpret the PMB provisions to ensure

that claims are paid in accordance with the
Regulations to the Medical Schemes Act.

Circular 15 of 2023: Update on the review of
the prescribed minimum benefits

The CMS has updated stakeholders on the
updated review of the prescribed minimum
benefits. These are benefits that all medical
scheme beneficiaries are entitled to. They
confirmed that the review currently under way
includes a greater focus on a primary healthcare
service package.
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Health Squared Medical Scheme National Health Insurance (NHI) Bill
Following the scheme’s application for voluntary The NHI Bill is currently under consideration by the
liquidation, the CMS placed Health Squared under National Council of Provinces’ Select Committee on
provisional curatorship on 8 September 2022. This Health and Social Services.
was to examine the actual financial position of the
scheme and to oversee the liquidation. Discovery (Pty) Ltd has made a submission on the Bill

The CMS held unsuccessful meetings with eight highlighting the following:

medical schemes to have Health Squared members

. . The Bill could have adverse effects on service
accepted without underwriting.

delivery and the employees of provincial health

It was revealed that some of the medical schemes, departments

including Health Squared, were approaching
members in efforts to secure Health Squared’s
good risk, despite agreements to desist from
actively seeking to take over the Scheme's
membership outside the CMS's intervention.

Limiting the role of medical schemes may

increase the burden to the state. This will lead to
catastrophic out-of-pocket healthcare expenditure
across the health system, a loss of healthcare
professionals from the country, damage to the
private healthcare sector as well as tarnished
investor confidence.

Health Squared Medical Scheme was liquidated on
17 February 2023.

The National Department of Health (NDoH) proposed
the elimination of tax credits for individuals with
medical aid, with the intention of allocating the
corresponding funds to the NHI Fund. This envisioned
transition will substantially impact individuals’
disposable income monthly, impacting essential
expenses such as food, utilities and debt service
obligations. This change would have the most
pronounced effects on middle class South Africans,
who are already grappling with challenges like high
interest rates, elevated unemployment rates and high
costs of living.

IFRS 17 Accounting Disclosures

With effect from 1 January 2023, the IFRS 17 accounting standard will be implemented for all insurance contract
providers, which includes medical schemes. This will have several implications for medical schemes'’ financial results,
and schemes would need to make decisions on how financial results are disclosed. The additional requirements
include the need to recognise projected losses upfront as an additional liability along with additional risk margins
on some of the liabilities disclosed. Should schemes project losses in an upcoming year, this may result in an increase
in liabilities for those schemes and, as a result, these schemes’ reported accumulated funds and solvency positions
are likely to decline.

As detailed in Circular 29 of 2023, the CMS is currently busy with the development of the 2023 Annual Statutory
Returns and will therefore require engagement with the industry on various reporting matters to ensure consistency
of reporting across medical schemes. In Circular 41 of 2023, the CMS has engaged with the industry on the format of
the accounting disclosures of medical schemes under IFRS 17.
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Performance
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When evaluating the performance
of medical schemes, the key factors
to consider are:

Size and scale

t Larger schemes tend to have a more stable and more
| predictable claims experience. They should also have
' ! greater negotiating power when setting prices.

L N Membership growth

Increasing membership reduces the volatility of a
scheme's claims and improves the profile, as new
members tend to claim less than the average member
in their first year of membership.

Membership profile

> ——— Claims experience will be more favourable for younger
- ——— “"‘;‘:'m populations with lower chronic prevalence.

Financial results

The trend in a scheme’s financial results illustrates the
adequacy of their pricing.

Solvency levels

Although the current statutory solvency level of 25%
of gross contribution income may be inappropriate,
each scheme should have sufficient reserves after
considering each of the previous factors.
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Medical schemes in numbers
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Number of medical scheme options

@ Beneficiaries on open medical schemes @ Beneficiaries on restricted medical schemes
Number of options (open schemes) Number of options (restricted schemes)

At the end of 2022, there were 71 registered medical schemes in South Africa, two fewer than in 2021 because
of a merger and a liquidation. This excludes Health Squared Medical Scheme, as information for 2022 on this
medical scheme was not provided in the annexures to the CMS Annual Report. From the end of 2000 to the
end of 2022, the number of medical schemes reduced from 144 to 71, which represents a 51% decrease in the
number of registered medical schemes over 23 years, mainly because of amalgamations among the smaller,
less sustainable schemes.

The number Of open medical This consolidation appears to be driven in
part by the:
schemes has by
. difficulty in maintaining the sustainability
compared WIth of small schemes in the current
a decrease of environment, particularly for restricted
restricted medical schemes medical schemes
over the 23_yeqr periOd. significant amount of management time

needed to manage an employer-based
restricted scheme
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The following events took place over 2022:

® Nedgroup Medical Aid Scheme amalgamated with The number of principal members covered on medical
Bonitas Medical Fund on 1 January 2022. schemes increased by 1.2% in 2022, while the total

® Health Squared Medical Scheme was placed under number of beneficiaries under cover increased by 1.1%.
provisional curatorship effective 8 September 2022 This was mainly driven by a growth in beneficiaries
and was liquidated on 17 February 2023. covered on restricted medical schemes. A total of

58.0% of principal members participated in open
medical schemes at the end of 2022, with the balance
of 42.0% participating in restricted medical schemes.
This is similar to the membership split seen at the end
of 2021, with an increase of 0.1% in the proportion of
principal members covered on open medical schemes
in 2022.

@ Despite the observed decrease in the number

of medical schemes, the industry has grown
by 1.6 million principal members (62%) and
2.4 million beneficiaries (37%) since 2000.
The 71 medical schemes operating in South
Africa at the end of 2022 had a total of 4.11
million principal members and 9.04 million
beneficiaries.

The graph below shows the change in membership per age group for 2005, 2015 and 2021. The distribution of
membership by age group for 2022 was not made available in the annexures to the 2022/23 CMS Annual Report.
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A definite movement in age groups over the 16 years from 2005 to 2021 can be seen. It is concerning that
there has been a decrease in the proportion of young working members seeking medical scheme coverage.
This is with an exception in growth in the age group 35 to 39 years, which is predominately driven by females
seeking medical protection during childbearing age. As claims increase by age, and with the possible anti-
selection of females during childbearing age, schemes need to take steps to ensure that medical scheme
coverage remains affordable and accessible to younger members.
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The graph below shows the percentage change in medical scheme membership over the last 22 years.

Annual percentage growth in membership
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@ All schemes

Open schemes

Restricted schemes

There is a significant difference between the trends in the annual growth rate of open and restricted
medical schemes between 2006 and 2012. The divergence in the trend began in 2006 with the
registration of the first members on GEMS. Subsequently, a significant increase in restricted scheme
membership occurred in 2006 and 2007, which can be accredited to GEMS. From 2013, there has been a
convergence of the annual growth rate of open and restricted schemes.

In 2022, the principal membership of open
medical schemes grew by 1.2%, while
membership of restricted schemes grew by
1.1%, with a net increase of 47 632 members
across the industry during the year.

The minimum membership requirement set by the
CMS for registering a new medical scheme is 6 000
principal members. At the end of 2022, there were
three open medical schemes and 26 restricted
schemes with fewer than 6 000 principal members.

The open schemes with membership below this
threshold are Cape Medical Plan (3 708 principal
members), Makoti Medical Scheme (5 992 principal
members) and Suremed Health (994 principal
members).

A large membership base allows for lower claims
volatility and helps schemes, or their administrators,
negotiate more competitive reimbursement rates and
fees with the various healthcare service providers.

This ensures that medical scheme members have
lower shortfalls or co-payments when using these
designated service providers.

A small membership base generally results in a more
variable claims experience, which increases the risk

of contributions not being set at an appropriate level
to cover all claims and expenses. This variability is
compounded by the negative impact of high-cost
claims, especially in the current environment where
schemes are required to pay in full for the cost of
prescribed minimum benefits (PMBs), regardless of the
rates charged.
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Despite these risks, a few restricted schemes are still
performing well. Of the 26 restricted schemes referred
to earlier that have fewer than 6 000 members, six
achieved a surplus before investment income in 2022,
down from 14 in 2021, which indicates the risk profile
and claims volatility to which smaller schemes are
exposed.

The graph below ranks the top 10 open schemes and
top 10 restricted schemes according to the number

of principal members as at 31 December 2022. This
represents 91.6% of all principal members participating
on a registered medical scheme, or 98.4% and 82.2%
of open and restricted medical scheme membership,
respectively.

Membership by medical scheme
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Percentage growth from 2020 to 2021

©2022 Principals ©2022Dependants ® Growth in principal members ® Growth in dependants

The top 10 open medical schemes by principal membership and ranking have remained unchanged in 2022.
The top 10 restricted medical schemes in 2022 include CAMAF due to the merger between Nedgroup and

Bonitas Medical Fund in January 2022.

Seven of the open schemes and nine of the restricted
schemes considered here experienced positive growth
in 2022, with the rest experiencing a reduction in
membership. For open medical schemes, Bestmed
experienced the largest increase in principal
membership of 10.6%. Fedhealth experienced the
largest decrease in principal membership of 8.6%.
CompCare experienced an increase of 3.1% in principal
membership and a decrease in dependants of 4.8%.
The net result of this was a growth of 0.1% in total
beneficiaries on this scheme. For closed medical
schemes, Umvuzo experienced the largest increase in
principal membership of 8.8%. Profmed was the only
closed scheme that experienced a decline in principal
membership with a decrease of 1.3%.

@ The number of beneficiaries with medical

scheme cover increased by 1.1% in 2022. GEMS
was the major driver, with an increase of
107 146 beneficiaries over the year.

The number of principal and beneficiary lives covered
increased by 1.2% and 1.1%, respectively. This results in
the average family size in the industry remaining at 2.20
in 2022.



The industry’s net increase
of 47 632 members

over the 2022 financial
year was driven by the
increase in Discovery
Health Medical Scheme

and GEMS membership,
which grew by 22 532 and
32 031 principal members,
respectively.

Discovery's total market share, based on the
number of principal members, has increased
from 15.9% in 2001 to 33.5% at the end of
2022, compared with a decrease in market
share for the rest of the open schemes from
53.6% in 2001 to 24.5% in 2022.

This decline in open medical scheme membership
(excluding Discovery) is due to:

many members choosing to move from their current
medical scheme to join Discovery

qualifying public sector employees moving from
open schemes to GEMS since its inception

In 2022, GEMS' total market share was 19.6%
compared with 1.7% in 2006 when the first members
joined. The rapid growth in membership includes:

qualifying government employees transferring from
other open schemes

the amalgamation with Medcor in 2010

the transfer of a group of 16 000 pensioners from
Medihelp to GEMS early in 2012

Continued new member growth, stimulated by an
attractive employer subsidy, has increased the market
share of GEMS in the past. However, the employer
subsidy was not increased for several years from

2011. This may have contributed to the slowdown in
membership growth.

It is likely that the increases in the public sector
subsidy, announced on 1 January 2016, have
contributed towards the growth in members covered
on GEMS during the year. The total market share of
the balance of the restricted schemes has decreased
from 30.5% to 22.4% since 2001, driven by a few
amalgamations of restricted schemes into the open
medical scheme environment.
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Market share by principal membership

Discovery

2021: Quantum
Medical
Aid Society

2018: WitsMed

2014: Altron, Afrox,
PG Bison

2013: Nampak, IBM

2012: Edcon

2010: Afrisaom, Umed

2004: AngloGold

2010: Medcor

2012: Pre-92
Medihelp
pensioners

All restricted medical All open medical schemes
schemes (excl. GEMS) (excl. Discovery)

2022: Health Squared, Nedgroup
2021: Sizwe Hosmed
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One of the most important contributing factors
in a scheme’s performance is the risk profile of its
members, with some of the key statistics being the:

pensioner ratio (defined
as the percentage of o average

beneficiaries over the age of P’R family size
65 years)

average age of
beneficiaries

Let us consider the trends in each of the above factors.

Average age of beneficiaries

Average age of beneficiaries

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
®All schemes ©®Open schemes ® Restricted schemes

Note: The average age and pensioner ratios were
recorded in the CMS's Annual Reports from 2005 only.
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The average age of beneficiaries in the As a scheme gets older, we expect the average
medical schemes industry remained steady claims per member to increase, with a benchmark
from 2005 to 2011. Thereafter, the average average claims increase of 2% for every year of ageing
age of beneficiaries has been consistently experienced. A typical claims curve is shown on the
increasing, with significant increases next page.

experienced in 2012 and 2017.

From 2006 to 2010, the average age of beneficiaries
on restricted schemes reduced consistently each
year. This was due to the rapid growth of GEMS,
with significant numbers of younger members
joining the scheme in the early years. From 2011, the
growth driven by GEMS slowed down and this has
resulted in the average age of restricted scheme
beneficiaries increasing from that point.

Average age of beneficiaries
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A typical claims curve over a member’s lifetime

Retired
or retiring

Middle-aged

Family with
children

Hospital cover Hospital cover

Limited or
no day-to-day
cover

Day-to-day cover
Maternity benefits

Limited chronic
benefits

10 15 20 25 30 35 40

@ |ndividual claims

Hospital cover

Higher day-to-day
cover

Chronic benefits
planning

45 50

e Family claims

Hospital cover

Comprehensive
day-to-day cover

Higher chronic
benefits

Cover for joint
replacements and
other age-related
conditions

60 65
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The following graph considers the average age of each of the schemes included in this year's analysis. It also
includes the change in the average age of each of the schemes from 31 December 2019 to 31 December 2022.

Average age of beneficiaries
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Change in age

®Three-year change ©2022

Although the average age of a
scheme’s membership is important
and indicative of the likely claims
profile, the change in this figure
signals a change in the profile,
which would result in the medical
scheme needing to take corrective
action in the pricing of its benefits,
especially if the age were to
increase.

Of the 20 schemes included in this year's Medical Aid
Insights, CompCare and Profmed have the highest
average age of beneficiaries in the open and restricted
medical scheme industries, respectively. Over the last

3 years, Fedhealth has aged the most (2.5 years) and
KeyHealth has experienced the largest decrease in
average age (2.2 years). As in previous years, POLMED
has the lowest average age out of all the schemes
considered.




19 Alexforbes Medical aid insights

Pensioner ratio

Pensioner ratio

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

® All schemes Open schemes Restricted schemes

The average pensioner ratio across the industry increased from 9.1% to 9.3% in 2022. Open schemes were
the main driver of this, with their pensioner ratio increasing from 11.0% to 11.3% over the year. This trend is
in line with the ageing of the medical scheme population.

Pensioner ratio

12,0%

10,0%

8,0%

6,0%

4,0%

2,0%

0,0%
All schemes Open schemes Restricted schemes Restricted schemes
excluding GEMS




@ Alexforbes Medical aid insights

Average family size

Average family size

®All schemes ©®Open schemes ® Restricted schemes

In 2020, the industry's average family size increased for the first time since 2000. In 2022, the industry’s
average family size decreased marginally but remained at a rounded value of 2.20. Open schemes
experienced a decrease, while restricted schemes experienced an increase in average family size.

Family size

2,06

2,04

. Open schemes

‘ Restricted schemes
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The average family size for

the medical schemes industry
has declined over the last 21
years, except for 2020. This
indicates that, historically,
fewer dependants per principal
member are being registered
on medical schemes over time.

This may be because some members can no
longer afford to provide medical cover for
their entire family. This may become more of
an issue once children no longer qualify for
medical scheme contribution subsidies.

Those beneficiaries who have been removed from
cover may be added back as dependants when they
need medical cover, for example, during pregnancy.
Medical schemes may use waiting periods to try to
control this anti-selective behaviour.

In addition, as members' dependent children become
self-supporting adults, they no longer qualify for
membership as dependants on their parents’ medical
scheme. In turn, the children end up becoming
principal members themselves.

This has a direct impact on the average family size in
two ways:

® dependants who are removed from a medical
scheme reduce the average family size

® people joining a medical scheme as single members
will also reduce the average family size

&




Medical schemes are priced based on Claims: the expected medical expenses of the

the concept of risk pooling, where the entire membership group

risk contributions charged to members Non-healthcare expenses: the expected costs
depend on a combination of these associated with any administration of claims and
factors: day-to-day operations

Investment income: the interest or returns
expected from the scheme’s assets

In simple terms, the financial operations of a medical scheme can be described by four main
factors, shown in this equation:

contributions + investment income = claims + expenses

Allocation of contribution income in 2022
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Where the scheme’s claims

and expenses exceed the
contributions, investment
income is required to subsidise
this shortfall. Any remaining
investment income is then
added to the reserves of the
scheme and is used to maintain
or improve its solvency levels.

However, where investment income is not
sufficient to cover this shortfall, the scheme

is forced to use its existing reserves, which
results in decreasing solvency levels. A scheme
may decide to use investment income to cover
claims or expenses for a number of reasons,
including increasing claims costs, an adverse
claims experience and cross-subsidisation
between benefit options.

Some schemes may intentionally set contributions

to use part of the investment income to subsidise
claims and expenses, particularly schemes that

have significant reserves that exceed the statutory
requirements. However, this would not be sustainable
in the long term as, over time, the scheme would
become under-priced and ultimately need to adjust
its pricing with larger contribution increases in the
future. In addition, this would result in a deterioration
in the scheme’s solvency over time.

Since medical schemes are not profit entities, any
surpluses which arise are added to the reserves

of the scheme to protect the scheme from claims
volatility. As a result of the way that solvency is
defined for medical schemes, when contributions are
increased, reserves need to increase by the same
proportion to maintain a solvency level.

@ Contribution increases need to align with
the increases in the underlying costs that
the scheme needs to cover. If claims on a
medical scheme are at a specific level, then the
contributions will be set to cover those claims
in the next financial year.

A lower contribution increase should only be
considered where there is a significant change to
the claims base and when it is expected that, in
future years, the claims would be fewer (for example
restructuring of an option, change in hospital base
tariffs). If a lower contribution increase is granted

in a year where the base claims have not changed
permanently, then there is a good chance that the
increase will need to be put through in the future. This
is a unique situation for medical schemes. It means
that in a year where claims are low due to external
factors (for example, a lockdown) but are expected
to return to normal levels in the future, a lower
contribution increase could result in higher increases
in future, unless there is a permanent shift in the
claims behaviour.

However, a trend that has recently been observed is
where schemes have put through lower contribution
increases, or increases in later parts of the year to
give back some reserves that a scheme may recently
have built up. Contribution holidays have also been
implemented for this purpose. Members' affordability
constraints, particularly in the restricted medical
scheme industry, can play a significant role in the
level of contribution increases put through.
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The graph above considers the top 10 open
schemes and top 10 restricted schemes,
together with the totals for open and
restricted schemes, and the industry. Where
the contribution to reserves sits below

the 0% line, schemes have used part or all
their investment income to fund claims and
expenses. In some cases, where investment
income has not been sufficient, schemes have
had to use their existing reserves, placing
pressure on solvency levels.

In 2022, 16 of the 20 schemes considered did not
have sufficient contribution income to cover both
their claims and non-healthcare expenses in full

and therefore, used investment income and, in some
cases, their reserves to subsidise the cost incurred. Of
these 16 schemes, 12 schemes did not have sufficient
investment income and, as a result, experienced a
negative net result for the year.

Each component of the medical scheme pricing
equation is considered in more detail in the sections
that follow, but first: we will look at some inflationary
trends that we have seen in the industry over the past
22 years.




The illustration below compares medical scheme
contribution inflation, along with medical care and
healthcare expense inflation trends, to consumer price
index (CPI) inflation in the past decade, where:

CPl inflation is the weighted average price inflation
in different sectors and indicates the general level
of price increases published by Statistics South
Africa. Viewed in isolation, it does not necessarily
give a true reflection of cost pressures in a
particular sector. Individual sectors may experience
cost increases that differ from CPI inflation, as is
the case in the healthcare sector.

Medical care and health expense inflation is
measured by Statistics South Africa and is based
on that component of CPI which relates to doctors’
fees, nurses’ fees, hospital fees, nursing home
fees, medical and pharmaceutical products and
therapeutic appliances.

Medical scheme contribution inflation is
calculated for all medical schemes that submit
annual financial returns to the Registrar of Medical
Schemes. Percentage increases are based on

the average contribution per principal member
per month and allow for normal medical scheme
contribution increases, as well as buy-ups and
buy-downs to other benefit options. Changes

in contributions because of family size or family
composition are also taken into account.

Average inflation over 22 years

Rebased CPI Inflation

Medical care & health
expenses inflation

Registered medical scheme
contribution inflation
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The general observation in the industry is that medical
inflation (medical care and health expenses inflation)
will be 2% to 3% higher than CPI inflation over the
long term. However, increases in a particular year may
be significantly higher because of an adverse claims
experience. The deviation from CPl is due to:

high increases in healthcare service provider fees
a rising burden of disease

increasing hospital admission rates

higher use of benefits

new medical technologies

the requirement to maintain reserves of at least
25% of gross contribution income

certain benefit enhancements

® fraud, waste and abuse

Over the last 22 years, CPI
inflation has averaged 5.5%,
while medical care and
health expenses inflation
has averaged 6.7% per year,
resulting in a gap of 1.2% per
year. Over the same period,
average medical scheme
contribution inflation was
7.2% per year, resulting in
actual increases in medical
scheme contributions per
principal member exceeding
CPl inflation by at least 1.7%
per year.

Average annualised
contribution
increases from




@ The gap between medical scheme contribution
inflation and CPI inflation has reduced in

recent years, most likely because of efforts
by medical schemes in managing the costs
charged by providers. While this would have a
direct impact on medical scheme contribution
increases, the further reduction in the gap
between average medical scheme contribution
inflation and CPI inflation indicates the
extent of member buy-downs to lower cost
benefit options, new entrants joining low-
income options, and changes to family size,
possibly when dependants are removed due to
affordability constraints.

The illustration on the previous page summarises the
average headline contribution increases announced
by medical schemes since 2007 and compares them to
average CPIl. Note that we have taken an arithmetic
average for illustrative purposes and have only
included the medical schemes where this information
is available. Also note that these increases are based
on the headline increases announced by individual
schemes and the method of calculation may vary.

It does, however, provide some useful information
regarding real contribution increases faced by
members.

The average contribution increases for the top 10 open
medical schemes, excluding CompCare, since 2007
have far exceeded average CPI. The margin between
the level of CPIl and the industry’s contribution rate
was highest from 2008 to 2011.

Since 2012, the contribution
increases have tended to

be closer to CPI. Increases
announced for 2020 were
higher than prior years in
part due to the higher claims
ratio experienced in 2019.

While KeyHealth's average contribution increase
over the period has been the lowest over the period
considered, this average allows for 0% contribution
increases up to 2015, with an average contribution
increase of 7.6% thereafter.

The 2024 contribution increases for the 10 open
schemes considered ranged from 6.9% to 16.0%.
These contribution increases have been relatively
high compared to the increases announced between
2021 and 2023, which is likely to be a result of claims
returning to pre-Covid 19 levels.
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Healthcare
expenditure

One of the main components influencing The risk claims ratio for q"

the performance of a medical scheme is its . .

healthcare expenditure or claims experience. medical schemes increased

In this section, the claims ratio as well as o

the actual level of claims that are paid by from In 2021 to

medical schemes are considered. in 2022. For the 2022 benefit
Healthcare expenditure includes all payments made yedr, open medical schemes
for claims incurred by members. The risk claims . . .
ratio is defined as the ratio of risk claims to risk hqd an Overq" ”Sk ClqlmS ratio
contributions (the proportion of contributions that Of com pared With
are used to fund claims, excluding any allowance for . .
medical savings accounts). experlenced by reStrICted

medical schemes.

Many restricted schemes do not incur certain non-
healthcare expenditure items such as distribution
costs, marketing expenses and broker fees. As a result,
they can often afford to use a higher percentage

of risk contributions towards risk claims than open
medical schemes. This trend is illustrated in the graph
below for most of the period until 2018 where the
claims ratios were very similar. In 2020, the claims ratio
was the lowest it has been over the past 16 years,

this is largely attributed to the impact of the Covid-19
pandemic.
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Trend in claims ratios

Managed care fees were included with
healthcare expenditure from 2015

Risk claims as a % of risk contributions

@ All medical schemes ® Open medical schemes Restricted medical schemes

This graph also shows a cyclical trend. This is most
likely caused by the lag effect of annual pricing

exercises by medical schemes. Where a scheme has
experienced adverse claims during the year, it would
usually only correct that experience through higher
contributions or benefit reductions (and therefore
lower relative claims) in the next financial year, and
this corrective action often takes place over more than
one year.

The noticeable increase in the claims ratio from 2014
to 2015 was in part due to the inclusion of managed
care fees in healthcare expenditure from 2015. In
2021, claims ratios were relatively similar to what
was experienced in 2019. A significant increase in risk
claims ratios was experienced in between 2021 and
2022.




Claims and contributions by scheme
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® Average contributions PBPM

Note: PBPM refers to per beneficiary per month.

Medical schemes usually finalise their benefit

and contribution reviews in September each

year, without the full membership and claims
experience of that year. Where experience has
been worse than expected in the first part of the
year and is therefore included in the data used for
the purposes of pricing, allowances can be made
for this experience in the next financial year.

However, where the adverse experience occurs in the
second half of the year, it cannot be allowed for in the
pricing of benefits in the next year, and so this adverse
experience must be made up in the following year. In
addition, the adverse experience in the second half

of the year has a direct impact on the reserves and
solvency levels of the scheme going into the next year.

In general, medical schemes with a risk claims ratio
of above 85% face the challenge of achieving an
operating surplus (contributions less claims and
expenses) while:

® containing non-healthcare expenses below the
CMS’ generally accepted guideline of 10% of
contributions

® building and maintaining reserves at a sustainable
level
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® Average claims PBPM

Risk claims ratio
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® 2022 Claims ratio

Although 85% is the benchmark for the claims ratio,
the ideal ratio for a particular scheme will depend on
its current circumstances, such as the:

® current adequacy of contributions
® |evel of non-healthcare expenses
® need for reserve building

® scheme's long-term strategy

The graph above specifies the average claims paid per
beneficiary per month (PBPM) as well as the risk claims
ratio in 2022 for the 20 schemes included in Medical
Aid Insights this year. These claims ratios all include
any managed care fees incurred by the schemes.

While the claims ratios show the adequacy of
contribution levels, the actual average claims paid per
beneficiary indicate the level of benefits provided by a
scheme. The graph above shows that Sasolmed paid
the highest amount in claims per beneficiary in 2022,
while KeyHealth had the highest contribution income
per beneficiary during the year. Sasolmed experienced
the highest claims ratio of these schemes, with a
claims ratio of 105.2% for 2022. Umvuzo had a claims
ratio of 83.3% for 2022, the lowest claims ratio of the
20 schemes considered.
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@ The actual healthcare costs funded by
medical schemes are driven largely by
service usage by medical scheme members,
as well as the actual cost of claims. The use
of services is influenced by:

demographic factors (age profile and pensioner
ratio)

the incidence and distribution of disease (often
called ‘disease burden’)

advances in diagnostic technology and biological
drugs

The increase in the actual cost
of claims can be managed by
the negotiating power of a
particular medical scheme or
its administrator.

The level of the average claims and
contributions per beneficiary for a particular
scheme depends on the:

richness of benefits offered

split of members between high-cover and low-cover
options

demographic profile of the scheme in terms of
average age and chronic prevalence

The relationship between contributions and claims for
a particular medical scheme depends on the pricing
philosophy followed by that scheme.

A scheme with a significant level of reserves might
intentionally price for an operating deficit to use some
of those reserves, while a scheme which does not meet
the statutory solvency requirements may have higher
contributions than their demographic and claims
profile would require to build reserves.
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Non-healthcare expenditure (NHE) includes administration fees, broker commission, distribution costs,

bad debt and reinsurance costs.

Up to 2014, managed care fees were reported as
part of NHE. However, managed care fees have
been recognised as part of healthcare expenditure
since 2015. This means that the proportion of gross
contribution income spent on NHE has reduced
significantly from 2014 to 2015.

Total NHE, as a proportion of gross contribution
income (GCl), increased marginally in 2022 for the
medical schemes industry. Restricted medical schemes
increased the proportion of GCl spent on NHE
marginally from 5.36% to 5.37%, while open medical
schemes increased this proportion from 9.61% to 9.73%.

Trend in non-healthcare expenditure
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® All medical schemes

®Open medical schemes

Restricted medical schemes ® 10% line

The higher level of NHE within open schemes is driven primarily by Momentum, Fedhealth and Sizwe
Hosmed, whose NHE was 14.7%, 12.7% and 11.9% respectively, of GCl in 2022.

Restricted schemes are expected to have lower non-
healthcare costs, primarily because they have lower

or no distribution expenses or broker fees, and certain
operating expenses may be subsidised by their
participating employers. However, some restricted
schemes, for example Profmed; Umvuzo and LA Health,
compete with the open market to a certain extent and,
as a result, will budget for marketing expenses and
broker fees.

As we assume that NHE increases with CPI, while
contributions increase with medical inflation, which is
usually 2 to 3% more than CPl on average each year, we
would expect that the proportion paid to NHE would
decrease over time, irrespective of whether additional
cost control measures are introduced.
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In addition, broker fees paid each year do not The graph below illustrates the components of NHE
increase at the same rate as contributions. for the top 10 open and top 10 restricted schemes for
This is due to the commission cap in place, 2022, as well as for open and restricted schemes, and
which does not increase at CPI and contributes the medical schemes industry.

to the decreased NHE percentage. As a

result, a more suitable measure of NHE is the The marked difference between non-healthcare
absolute cost per member per month. expenses of open and restricted medical schemes is

evident from the graph above.

Non-healthcare expenditure by scheme
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@ Administration expenses @ Broker & marketing fees
@ Bad debts / Other Operating Expenses NHE as a % of GCl

Brea kdown of non_heqlthcq re Even after excluding broker fees, the pure
. administration costs of open and restricted
eXPendltU re medical schemes are significantly different.

This may be due to the sponsoring employers
of the restricted schemes taking on some of
1 % the expenses incurred in the running of the
1 5% medical scheme through the corporate entity
and so reducing the costs borne by the medical
scheme itself.

Administration

expenses There is no fixed definition for the expenses that
can be included as administration fees and which
Broker fees contribute to varied levels of administration fees

(& marketing) charged across the market. Some administrators may

include services other than pure administration, for
Bad debts example actuarial services, which will affect the overall
profile of administration expenses.

The illustration on the left shows the breakdown of
o NHE expenditure into its different components across
84 /o the industry in 2022.
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one Of the key chtors that !t shows th.e surplus or deficit bgfore investment
income. Drivers of strong financial performance by

are Used to measure tl:'e medical schemes include:

performance of a medical

scheme iS the SCheme'S ® appropriate benefit pricing
operating rESUIt ® adequate risk management and claims control

® favourable age and risk profile of the membership
A scheme’s operating result is an indication of base

its financial soundness after claims and NHE are

°
deducted from the contribution income. low NHE

Trend in operating results

Operating result (R million)

Open medical schemes ® Restricted medical schemes ® All medical schemes

The industry ended 2014 with an operating deficit of R0.47 billion, which grew to R1.22
billion at the end of 2015. It further deteriorated to 2016 as the industry ended the year
with an operating deficit of R2.39 billion.

The industry experienced an operating deficit of to keep rising as members utilise more health services
R&.155 billion in 2022, the largest deficit the industry following limited access to screening facilities and
has seen in the last 23 years. This is because claims elective procedures due to the lockdowns in 2020 and

are increasing to pre-Covid 19 levels and are expected 2021.
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The trend Of deteriorqting of R5.33 billion, driven by the large operating deficit of
R3.28 billion generated by Discovery. All the top 10 open
flnq nCIG| rESU|tS that we schemes experienced operational deficits in 2022.

Observed In the IndUStry since The longer-term trend in operating results since 2000
2014 improved in 201 7. has been driven in large part by the current regulations.

Medical schemes were priced to target significant
surpluses in the years prior to 2004 to meet the regulatory

It continued to improve into 2018 and 2019, with the )
solvency requirements by 2004.

industry generating an operating surplus of R1.22
billion and R1.03 billion respectively. ) )
During the years following 2004, many schemes had

In 2020, the operating surplus was far higher met the solvency requirements and so no longer had to
@ than cm'ything experienced over the time price for larger surpluses. However, they faced significant

. .. . incr in claims in the followin rs from a chan
considered. This is largely driven by the . ¢ ecn§es C‘? > ero 9 gyea S. om achange
. . . in service provider charges with the requirement to pay
favourable claims experience, which stems

from the reduction in healthcare usage PMBs at cost.

associated with Covid-19. ) ' o
Schemes that incur operating deficits must rely on

investment income to achieve a net breakeven result.

In 2022, with the addition of investment and other
income, the industry achieved a net result of R2.57 billion
compared with the overall net surplus of R12.18 billion
achieved in 2021. Open schemes achieved an overall net
deficit of R1.79 billion (2021: R4.06 billion surplus) while
restricted schemes achieved an overall net surplus of
R4.37 billion (2021: R8.12 billion).

In 2022, restricted schemes incurred an operating
deficit of R821 million, driven by the operating deficit
of R798 million generated by GEMS. An operating
deficit of R23.0 million arises, considering the
restricted schemes, excluding GEMS. Only four of the
top 10 restricted schemes made an operational surplus
in 2022. Open schemes incurred an operating deficit

Trend in net results
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Net result (R million)

Open medical schemes ®Restricted medical schemes ®AIl medical schemes

In 2022, 7 of 16 open schemes and 35 of 55 restricted schemes achieved a net surplus, compared with
11 of 17 open schemes and 53 of 57 restricted schemes achieving a net surplus in 2021. The 57 restricted
schemes referred to for 2021 include Quantum Medical Aid Society, which amalgamated with Discovery
Health Medical Scheme on 1 August 2021.
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Schemes' financial performance for 2022
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Operating result ® Net result

The graph above shows the financial performance of the top 10 open schemes and top 10 restricted
schemes in 2022.

Of the 20 schemes considered in this year's Medical schemes made operating deficits. The schemes
Aid Insights, only four restricted schemes attained an that attained an operating deficit had to rely on
operating surplus in 2022. The rest of the remaining investment income to subsidise claims and NHE.

Asset allocation as at 31 December 2022

Asset allocation
Solvency

Cash & Money Market @Bonds Property @Equities Debentures @Other ®Solvency
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@ Where medical schemes do not achieve
operating surpluses, they rely on the

investment returns earned over the year to
fund part of their claims and NHE. In 2022, 51
of 71 medical schemes failed to achieve an
operating surplus and therefore had to draw
on their investment returns, placing additional
pressure on solvency levels.

This strategy is not sustainable unless investment
returns keep pace with, and preferably exceed, claims
inflation. At present, however, most medical schemes
follow highly conservative investment strategies as
shown in the graph above. The graph shows the asset
allocation for the 20 schemes under consideration in
this publication.

In 2022, open schemes held
26.7% of assets in equities,
with 41.3% in bonds and 25.8%
in cash or cash equivalents. In
contrast, restricted schemes
held 19.7% of assets in equities,
34.5% in bonds and 40.8%

in cash or cash equivalents.
The balance is mainly held in
property, with some exposure
to debentures and insurance
policies.

Asset class limits are placed on medical schemes in
Annexure B of the Regulations to the Medical Schemes
Act. However, most schemes are operating well inside
the limits for riskier asset classes. The limit on equities
is 40%, while the limit on property is 10%.

This implies that schemes could have up to 50% of
their investments in these higher-risk asset classes,
whose returns are expected to exceed CPI inflation.
There are no limits on exposure in conservative asset
classes such as cash, money market instruments and
bonds. The only restrictions on these asset classes
are on the exposure to specific issuers, to ensure
diversification.
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@ Medical schemes'’ preference for cash appears
to be driven by a preference for liquid assets.
This is because medical scheme liabilities
are short term and there are concerns about
risks related directly to the investments (the
possibility of making negative returns or losing
scheme assets).

However, for the long-term sustainability of the
scheme, average returns below medical inflation may
pose a greater risk. This is especially true for schemes
that rely on investment returns when they fail to
achieve an operating surplus.

In particular, the claims expenditure tends to grow
faster than CPI. To maintain solvency year on year,
the accumulated funds need to increase in line with
the increase in contributions. If investment returns
cannot keep pace with the increase in claims inflation
and accumulated funds increase at a rate less than
contributions, then solvency levels will decrease.

This results in a need to either increase contributions
further (which would exacerbate this issue) or reduce
benefits.

As a result, for schemes failing to meet the solvency
requirement, low investment returns from conservative
asset allocations may in fact be increasing risk

for the scheme. For schemes meeting the solvency
threshold, this can be eroded over time if returns

are below claims’ inflation and they may be missing
an opportunity to maintain affordable contribution
increases in the future.

Where a scheme already has sufficient reserves,
there is a strong argument to invest at least some of
the reserves in more risky asset classes allowed by
Annexure B of the regulations. Conversely, schemes
that are not adequately funded can increase their
expected return by investing in riskier assets, which
could increase the reserves held and thereby the
solvency ratio. This also depends on the absolute
value of the asset base.



@ The solvency ratio is the level of reserves
(accumulated funds) that a medical scheme
needs to hold as a percentage of gross
annualised contributions. Regulation 29
promulgated in terms of the Medical Schemes
Act prescribes that medical schemes maintain

a minimum solvency ratio of 25%.

The graph below shows the solvency levels of open
and restricted schemes against the statutory level over
the past 23 years. The increase in industry solvency
levels from 2000 to 2004 is primarily attributable to
the calculated efforts of medical schemes to try build
reserves to the prescribed minimum solvency level that
was required by 31 December 2004.

On average, restricted schemes have maintained
higher solvency levels compared with open schemes.
From 2006, the solvency level for all restricted schemes
declined because of rapid membership growth

in GEMS. The average solvency of open schemes
remained relatively stable between 2006 and 2019.

In 2020, the average solvency for all schemes
increased significantly because of the large surpluses
due to Covid-19. Average solvency has increased

for the medical scheme industry thereafter. In 2022,
the average solvency for all schemes increased to
47.2% from 46.7% in 2021. The solvency level for open
schemes decreased from 39.6% in 2021 to 38.0% in
2022. The overall solvency level for restricted schemes
increased from 56.2% in 2021 to 59.5% in 2022.

Trend in solvency levels

Solvency

Y ¥ & & &
&P S
R R
Prescribed minimum solvency
® All open medical schemes

® Restricted medical schemes (excl. GEMS)

® All medical schemes
® All restricted medical schemes

The solvency level for open schemes decreased from 39.6% in 2021 to 38.0% in 2022. The
overall solvency level for restricted schemes increased from 56.2% in 2021 to 59.5% in 2022.
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Medical schemes that do not meet the
statutory minimum solvency level of 25%
need to submit a business plan to the CMS
outlining their plans to achieve this level. This
may include benefit reductions or additional
contribution increases. In 2022, all the top 10
open and restricted schemes achieved the
statutory minimum solvency level of 25%.

The graph below illustrates the solvency levels for the
20 schemes considered at the end of 2022.

The suitability of the current solvency framework,
requiring schemes to allocate a minimum of 25%

of gross contributions to reserves, has long been
debated. Reasons that support the need to review the
current framework include:

Appropriateness of a ‘one-size-fits-all’' approach

Medical scheme claims experience is likely to be
more stable for larger schemes, so the solvency
requirements should be less difficult, while solvency
requirements for smaller schemes should be higher.

Nature of the solvency calculation formula

On the one hand, schemes showing membership
growth are penalised from a solvency perspective.
On the other hand, the solvency calculation
formula rewards schemes losing members.
Therefore, schemes that are growing are less
competitive because of the need to build and
maintain solvency levels.

The CMS released Circular 68 on 25 November 2015,
which discusses a review of the current solvency
framework and outlines a proposed alternative risk-
based solvency framework. In 2016, the industry was
invited to comment on:

the proposed move to a risk-based solvency
framework

their proposed calculation

how the transition from the existing solvency
calculation should be managed

According to the CMS Annual Report 2022/2023,
the risk-based capital (RBC) framework was

halted after it was found it would lead to varying
capital requirements for medical schemes - lower
contributions and benefit enhancements - yet, for
under-capitalised schemes, it could potentially lead
to member attrition and difficulty attracting new
members. As such, the CMS will not directly pursue
the RBC approach but will use it as an early warning
tool and initiate a shadow process for evaluation and
adjustment.

Workshops were held with various stakeholders. In
2019, the CMS published an update on the review
of the solvency framework. The review included
comments from industry stakeholders on the merits
and drawbacks of the proposed framework.

Solvency levels by scheme
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Our Medical
Schemes
Sustainability
Index
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With the continued consolidation of medical The index has been calculated from a

schemes in the industry as well as rising base year of 2012 and considers the

claims costs, the sustainability of medical following factors:

schemes and the assessment thereof has

become increasingly important for all industry ® The size of the scheme relative to the average

stakeholders. scheme size in the industry. A larger membership

base would reduce volatility in the claims

Throughout this publication, we have analysed key experience and benefit from economies of scale.
statistics of medical schemes, but it is difficult to ® Membership growth over time indicates that
assess how these statistics work together to affect the benefits are attractive. In addition, an increase in
sustainability of a medical scheme. size serves to reduce the volatility of the scheme's

claims experience.
Our Medical Schemes Sustainability Index attempts

to do this by combining certain key factors and
considering their impact on a medical scheme in future
years.

® The change in the average age of beneficiaries
over time. An increasing average age indicates
a worsening profile and higher expected claims.
This would require a medical scheme to adjust
its base pricing for benefits through either
contribution increases or benefit reductions.

® The operating result of the scheme relative to
the industry each year, as this would indicate
the medical scheme's performance relative to its
peers.

® The change in the operating result per
beneficiary each year. The operating result
should give an indication of the suitability of
current contribution levels and whether higher or
lower contribution increases can be expected in
the next year.

® The change in the accumulated funds per
beneficiary held at the end of each year.
Accumulated funds act as a buffer against an
adverse claims experience, and an increase in the
accumulated funds per beneficiary would improve
this buffer.

® The scheme’s actual solvency relative to the
statutory requirement. Although the suitability
of the current statutory requirement is debated,
schemes whose solvency are below 25% are
required to have business plans in place with
the CMS and their contribution increases would
include an element of additional reserve building
in future. Higher-than-average contribution
increases would serve to reduce the scheme's
marketability. If the 25% solvency requirement is
replaced with a RBC requirement, this component
of the index would be replaced with actual
solvency relative to the risk-based requirement.

® The trend in the scheme’s solvency. Increasing
solvency levels over time would also support the
sustainability of a medical scheme.
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@ Using a base year of 2012, these factors are The sustainability index th
considered for each of the 10 years from 2013
to 2022, with the final index score reflecting been rebased to 2012 SUCh thqt
the cumulative impact over this period. the last 10 years Of results are
The medical schemes are ranked from highest to ConSidered, as opposed to Prior

lowest to show their relative sustainability. The index Medicql Aid InSightS reports in

aims to provide a comparative assessment between

schemes. For this reason, the relative positioning is WhICh a base year Of 2006 was
more important than the absolute score. Note that used. This ensures that the index
small differences in the scores (between 10 to 20

points) are not significant. reflects Up'tO'date and more

relevant information.
The graph on the next page shows the 2021 and 2022

index scores for each of the top 10 open and top 10
restricted medical schemes, using a base year of 2012.

Medical Schemes Index: 2021 and 2022 (Base Year: 2012)
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Change from 2021 to 2022

92021 ©2022 ©2022 Change

The biggest increases in the index for 2022 were observed for POLMED, who improved their 2022 score by
30.3%, followed by Umvuzo with an increase of 18.6%. The open schemes trailed by a small margin, with
Bonitas improving their score by 18.2% followed by Medshield with 14.1%.

POLMED's solvency increased by 30.12% since 2021, LA Health and GEMS are the top-performing restricted
while Umvuzo's increased by 8.46%. Both schemes schemes over the 10-year period, while Discovery and
experienced a lower than anticipated increase in Bestmed are the top-performing open schemes over
beneficiary age, increases in principal membership the 10-year period.

and positive operating and net results.



Open schemes index trends

Index Score

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

@ Discovery Bonitas ® Momentum @ Bestmed

® Medihelp ® Medshield Fedhealth Compcare
Sizwe Hosmed @ KeyHealth

Restricted scheme index trends

Index Score

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

® GEMS ® POLMED Bankmed LA-Health
©® SAMWUMED ® Umvuzo ® Profmed ® Sasolmed
Platinum Health ® CAMAF
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Conclusion
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We can make the following key
observations from the analysis:

The number of medical schemes decreased by

two from 73 to 71 from 2021 to 2022 due to the
amalgamation of Nedgroup Medical Aid Scheme and
the liquidation of Health Squared Medical Scheme.
The number of principal members increased

marginally by 1.2% from 2021 to 2022, compared
with increase of 0.9% from 2020 to 2021. Principal

members at the end of 2022 totalled 4 107 229 (2020:

4 059 597).

The average age of beneficiaries increased to 33.9
years at the end of 2022 (2021: 33.7 years), with the
pensioner ratio increasing to 9.3% (2021: 9.1%).

The average family size remained the same between
2021 and 2022 at 2.2.

The risk claims ratio for all schemes increased from
90.9% in 2021 to 94.0% in 2022. This is a direct
consequence of the reduced Covid-19 measures
imposed on elective procedures and access to health
providers.

Total NHE as a percentage of GCl increased
marginally from 7.9% in 2021 to 8.1% in 2022.

A total of 20 of the 71 schemes (28%) achieved an
operating surplus in 2022.

In 2022, most scheme assets were held as cash,
either in bank accounts or through money market
instruments.

The average solvency of all schemes increased from

46.8% on 31 December 2021 to 47.2% on 31 December

2022, with a decrease in average solvency observed
among open schemes and an increase in average
solvency observed among restricted schemes.

Overall, the profile of the industry remained stable,
and the financial position is sound. However,
operating losses were incurred for most schemes,
which is largely a result of significant increases

in claims ratios. Should the claims and financial
performance of schemes continue to worsen, this
could result in contribution increases significantly
above CPI in future, which may negatively impact
membership growth and the overall sustainability
of the medical scheme industry.
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A division of Alexander Forbes Financial Services (Pty) Ltd

Technical and Actuarial Consulting Solutions (TACS) is a professional independent actuarial and consulting team
within Alexander Forbes Financial Services (Pty) Ltd. The Alexander Forbes Health team has been delivering
innovative and customised healthcare solutions to corporate clients, medical schemes and individuals since 1991.

For more information please contact:

Paresh Prema Ruanne de Wit
Head: Technical and Actuarial  Actuarial Specialist
premap@alexforbes.com witr@alexforbes.com

We would like to thank the following
members of the TACS team for

their contribution to this year's
publication:

Busisiwe Sibiya

Karla Broedrich

Sources: CMS Annual Reports (2000 to 2022)
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Contact details

Phone the Alexforbes Client Contact Centre on While care has been taken to present correct
information, Alexforbes and its directors, officers
0860 100 333 and employees take no responsibility for any actions
Monday to Friday taken based on this information, all of which require
between 08:30 and 17:30 financial advice. Please speak to your financial adviser

for tailored advice based on your individual financial

Send an email to: needs. You can also contact:

My Money Matters Centre

Call 0860 000 381 or
email

Visit

Alexander Forbes Financial Services (Pty) Ltd is an authorised financial services provider (FSP 1177 and registration number 1969/018487/07), an approved
retirement fund administrator (24/472) and an accredited Council for Medical Schemes organisation (ORG468)

The information in this document belongs to Alexforbes. You may not copy, distribute or modify any part of this document without our express written permission.
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