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Tasks
The material provided in this guide is based on the following tasks, as
published in Board Notice 105 of 2008 and amended by Board Notice 60 of
2010:
1

Negotiate a broker/intermediary agreement with a medical scheme.

2

Receive a direct lead.

3

Receive a referred lead.

4

Introduction to the client

5

Conduct a client needs analysis.

6

Conduct a comparative medical scheme analysis.

7

Conduct a comparative medical scheme analysis taking into
consideration the member and medical scheme analysis that was
conducted.

8

Render advice to the consumer.

9

Facilitate a membership application form from a broker perspective.

10

Collect commission from the medical scheme.

11

Collect advisory fee from the consumer.

12

Process the membership application form from a medical scheme
perspective.

13

Resolving medical scheme queries in a broker environment.

14

Resolving medical scheme queries in a medical scheme environment.

15

Processing and payment of claims.

16

Deal with elevated or disputed claims from a broker’s perspective.

17

Describe health care cover in South Africa.

18

Describe the complimentary legislation affecting the health care
environment.

19

Ongoing consumer education after membership – note that this task
must be last because ALL the knowledge applies to this task.

20

Ongoing administrative function - Note that this task must be last
because ALL the knowledge applies to this task.

Please note that any reference to:

•

masculine gender implies also the feminine.

•

singular indicates also the plural, and vice-versa.
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Glossary of Terms
The Act: The Medical Schemes Act No.131 of 1998 and Amendments
Administration costs: the costs incurred for administration services such as

claim processing, billing and overhead costs. Administration costs are usually
expressed as a percentage of premiums.
Ambulatory care: health services that do not require hospitalisation
Benefits: health services covered under a medical scheme contract
Beneficiaries: all the individuals covered by a medical scheme including

principal members and their dependants
BHF: Board of Health care Funders
Capitation: a pre-determined Rand amount per covered person. This usually

refers to a negotiated monthly payment per covered person paid to a medical
care provider.

In return for the capitation payment, the provider assumes

responsibility for the provision of health services for that person for the
agreed time period.
Claims experience: the experience the medical plan or group has for total

Health-related claims for a specific period.
Community rating: the process of developing premium rates based on the

overall community (or plan) claims experience rather than on group-specific
claims data.
Contribution: the consideration paid to a scheme for providing coverage.
Council: the Council for Medical Schemes
Demographics: refers to the demographic mix, primarily referring to age and

sex, of the members within a group/medical scheme.
Drug formulary: listing of prescribed medications covered in medical scheme

benefits.

8
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FAIS Act: the Financial Advisory and Intermediary Services Act, 2002
Fee-for-service: a form of payment to health care providers where the

providers receive payment on a per service basis. This payment form is
generally contrasted with capitation payment.
Fee schedule: a listing of procedure codes for medical services with pre-set

tariff amounts per code.
FSB: Financial Services Board
FSP: licensed financial service provider, intermediary, broker
Generic drug: a chemical equivalent but cheaper version of a brand original

name drug.
General Code: FAIS ACT: General Code of Conduct for Authorised of Conduct

Financial Services Providers and Representatives
Member: the contract holder responsible for paying premiums to the medical

scheme
NHI: National Health Insurance
NHRPL: National Health Reference Price List
Open enrolment: a principle whereby no underwriting is applied to medical

scheme applicants
Outcomes:

the results

of

medical

services

usually measured

as

an

improvement in health status
Out-of-pocket costs: are amounts which members are required to pay for

medical coverage. These could arise as a result of co-payments, deductibles,
benefit limits or exclusions.
Registrar: Registrar of the Council for Medical Schemes
Regulations: Regulations in terms of the Medical Schemes Act, 1998 and

Amendments
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Risk analysis: the process of evaluating the expected medical care costs for a

group and determining what product, benefit level and price to offer in order
to best meet the needs of the group.
Service providers: doctor, pharmacist, dentist, physiotherapist, hospital, etc.
Underwriting: a prospective risk assessment for the purposes of determining

contribution premium level and/or benefit eligibility.
Waiting period: a time period which must elapse following a member’s

enrolment before which they are eligible to submit a claim. This may apply
to non-emergency services only.

10
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Chapter

1
Overview of the South African health care

policy and regulatory environment
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

A brief history of the South African medical scheme evolution since 1998.
(T17)
Provide a general overview of the industry and any issues that are currently
impacting on the medical schemes. (T1,5,6,7,8)
Explain the legislation that impacts on the South African Health care
Industry.
List the pending legislation affecting the SA health care environment. (T17)
Differentiate between insurance cover and medical scheme cover
(advantages and disadvantages). (T17)
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Purpose
This chapter will provide a broad overview of the basics of the health policy of
South Africa. It covers the legislative environment, health care products and
the stakeholders.
The medical scheme industry is covered in the context of current funding
mechanisms of health care in South Africa.
It also provides knowledge of the governance, products and operations of
medical schemes.

1.1

A BRIEF HISTORY OF THE EVOLUTION OF THE MEDICAL
SCHEME INDUSTRY

1.1.1 Introduction

The first medical scheme in South Africa was established by the employees of
the De Beers Consolidated Mines in 1889. Since that time there have been a
proliferation of medical scheme-type entities in various forms.
From 1956, schemes had to register as “friendly societies” under the Minister
of Finance in terms of the Friendly Societies Act 25 of 1956, but there was no
statutory control or coordination of these entities by the Ministry of Health
from a perspective of health policy.
At the time that the “old” Medical Schemes Act, 1967 was approved by
Parliament, there were 256 such schemes, covering 1.87 million of a total
white population of approximately 3.25 million. This Act sought to regulate
and coordinate the functioning of the two most important medical schemetype entities providing financial protection in respect of health services,
namely medical aid schemes and medical benefit schemes.
1.1.2 The 1993 “risk-rated” environment

1993 saw major changes to the Act with a primary focus on deregulation in
the industry. The changes included:
•

12

the abolition of compulsory direct payment to providers of services.
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•

the abolition of the statutory status of RAMS and the scale of
benefits.

•

that schemes could vary benefit levels and structures as they saw fit.

•

that medical schemes were allowed to operate pharmacies, hospitals
and similar health establishments.

The effects of the 1993 deregulation were the following:
•

Benefits for the elderly were diminished with the 1993 deregulation

•

Benefit structures attracted the young and healthy members

•

High-risk individuals and groups were discouraged by loading their
premiums on the basis of risk profile.

1.1.3 The 1998 “New” Medical Schemes Act

The 1998 “new” Medical Schemes Act was legislated and introduced
significant changes regarding benefits, risk management methodologies and
regulatory control. The Act:
•

introduced the Prescribed Minimum Benefits which were compulsory
benefits for all medical scheme options.

•

prohibits discrimination of membership on the basis of age, medical
history and health status.

•

requires that contributions be determined only on the basis of income
and/or number of dependants.

•

enables schemes and public hospitals to have an agreement for the
provision of minimum benefits to its members with payment for
hospitals.

•

forbids schemes from excluding applicants or their dependants for
membership, except on certain prescribed conditions.

•

regulates

and

accredits

contractors

to

medical

schemes,

e.g.

administrators, managed care organisations and brokers.
The new legislation is aligned with national health policy and is concerned
with increased equity of access to medical scheme membership within a
cross-subsidised environment of contributions between the elderly and the
young, the healthy and the sick and between low and high income earners.
While the 1993 changes to the Act allowed detailed and individual-specific
risk rating and many variations in both the level and structuring of benefits,
the 1998 changes brought about community risk rating and more controlled
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levels and structuring of benefits. The focus has shifted to managing risk
within the medical scheme population without risk rating and underwriting.
The 1998 new Act provides for the Council for Medical Schemes to be more
purposeful and consumer-oriented in its functions with a defined focus on the
protection of the interests of medical scheme members.
The Act also introduced the concept of the business of a medical scheme and
that of relevant health services.

1.2

THE SOUTH AFRICAN HEALTH CARE INDUSTRY

The South African health system consists of a combination of two systems
(dual system) to serve the health needs of the country.
•

A large public sector, mainly catering for all people who do not have
access to private sector health care

•

A private sector looking after the health needs of people having
access to private sector health care.

Out of a total population in South Africa at mid-2009 of 49 million, (Statistics
SA, 4), the private sector only provides health care services to approximately
8 million people or 16% of the population.
1.2.1

Funding of health services

The reality of providing access to and the delivery of health care services to
patients entering the health care system, is that it needs to be funded from
somewhere. In South Africa the current system of funding of health care
mirrors the dualistic nature of the current delivery system:
•

The public health care sector is funded from the national budget. The
public sector allocation has probably always been under-reported. In
the 2009/2010 national budget R90 billion was allocated to health
expenditure.

•

The private health care sector access is funded through a funding
vehicle called medical schemes.

Funds are voluntary contributions

from members and employers. The private sector’s contributions to
medical schemes for the 2008 financial year amounted to R74 billion.
(CMS Annual Report 2009,129)

14
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These statistics have always been used as follows in the equity debate:
•

55% of the total expenditure in health care in South Africa is used to
serve 84% of the population who are mainly dependent on the
services provided through the public sector (state).

•

The other 45% of expenditure on health care is spent in the private
sector to serve only 16% of the population.

In other words, the inequitable distribution of financial resources to the
private sector serving only 16% of the population has always been
questioned by policymakers and forms the basis around which health reform
is motivated.
This inequitable distribution of resources favouring the private health care
sector does not only refer to financial resources, but extends to human
resources, including doctors, nurses, pharmacists and technology, which also
includes high-tech diagnostic equipment.
1.2.2

The general funding mechanisms for health care in South Africa

The funding of the public and private sector systems in our country is
completely different:
The public health care system is funded by government through a general tax
allocation. As mentioned, this allocation for the 2009 fiscal year was R90
billion.
User fees are raised by public sector health facilities and hospitals for people
with the financial means to pay but electing not to be a member of a medical
scheme and to use the public health sector. The user fees have a strong costrecovery purpose, but the system of charging user fees is still inefficient.
Private individuals access health care in the private sector mainly through the
medical scheme funding mechanism. This funding through medical schemes
is based on a voluntary membership to a medical scheme.
•

The member pays monthly contributions to the medical scheme.

•

In return, the member is eligible to receive certain benefits to fund
the cost of receiving health care in either the public or private sector
(although medical scheme members usually utilise the private sector
doctors and facilities).

© INSETA– Section 12 10b
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•

The specific benefits a member is entitled to are determined by the
rules of the medical scheme.

•

The monthly contribution carries a capped tax rebate.

•

Members can still have out-of-pocket costs, as benefits often do not
cover the total costs of the health services received or fees charged
by health professionals.

Certain individuals choose not to contribute towards a medical scheme, but
elect to manage their personal financial risk through a health insurance
product. This alternative is to provide for the financial risk associated with an
adverse health situation through purchasing a health insurance product.
These products are very different from medical scheme products. The
benefits of these products cover certain health events, which are clearly
stipulated in the contract. (Please see Section 1.6 of this chapter.)
The reality is that many individuals don’t have any type of medical scheme or
insurance cover for health care and access care in the private sector by
personally carrying the financial burden. This is mainly restricted to out-ofhospital or ambulatory primary care services. This represents a level of selffunding.

1.3

THE LEGISLATIVE ENVIRONMENT IN HEALTH CARE

1.3.1

Introduction

The health care industry is a complex and highly-regulated environment.
There is different important legislation involved:
National Health Act, 2003 (Act 61 of 2003)

The National Health Act, 2003, provides a framework for a single health
system for South Africa. It highlights the rights and responsibilities of health
providers

and

health

care

users,

and

ensures

broader

community

participation in health care delivery from a health facility level up to national
level. It establishes provincial health services and outlines the general
functions of provincial health departments.
The National Health Act provides for the right:
•

16

to emergency medical treatment.
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•

to have full knowledge of one’s health condition.

•

to exercise one’s informed consent.

•

to participate in decisions regarding one’s health.

•

to be informed when one is participating in research.

•

to confidentiality and access to health records.

•

to complain about service.

•

of health workers to be treated with respect.

The National Minister of Health, Dr Aaron Motsoaledi, recently gave notice in
terms of Section 91(1) of the National Health Act, 2003 of his intention to
establish the National Health Insurance Advisory Committee. Attached to this
notice, is the document containing the following: The terms of reference of
the Committee, composition of the Committee and the remuneration of the
Committee members. (See National Health Insurance paragraph 1.4.2.)
The Medical Schemes Act

The Medical Schemes Act was passed in November 1998. The new Act
repeals in full the Medical Schemes Act, 72 of 1967, and all the Amendments
to that Act which followed. The new Act has been in effect since January
2000.
The Medical Schemes Act and Regulations aim to widen access to private
health care, which is consistent with the aims of government policy. At the
moment, only about 16% of South Africans have regular access to health
care in the private sector.
The Act also:
•

aims to improve governance and management of medical schemes.

•

aims to improve and maintain the solvency of medical schemes.

•

prohibits any unfair discrimination, either directly or indirectly,
against any person, based on their age, gender, claims experience, or
past or present state of health. This means that medical schemes
cannot exclude people with any chronic condition or for being HIVpositive.

Medicines and Related Substances Control Act

This act makes provision for the establishment of the Medicines Control
Council (MCC). The MCC is a statutory body with a purpose to oversee the
regulation of medicines in South Africa.

© INSETA– Section 12 10b

It is appointed by the Minister of
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Health and its main purpose is to safeguard and protect the public through
ensuring that all medicines that are sold and used in South Africa are safe,
therapeutically-effective and consistently meet acceptable standards of
quality.
Acts regulating health professions

These different acts make provision for the registration and regulation of
health professionals. To be able to provide “relevant health services” within
the context of the Act, professionals need to be registered with the
appropriate professional board as is legislated for in the different acts.
•

Medical, Dental and Supplementary Health Services Professions Act
(No. 89 of 1997)

•

Pharmacy Act (No. 88 of 1997)

•

Nursing Act (No. 5 of 1995)

1.3.2

The Medical Schemes Act, no. 131 of 1998

This legislation is based on the principles of open access and community
rating. This means that medical schemes have to accept all individuals,
irrespective of their state of health and age, and premium rates have to be
determined on the same basis for everyone.
The main benefits expected to result from the system of community rating
are:
•

expanding access to those currently excluded from medical scheme
cover.

•

protecting the delivery of cost-effective and necessary health care.

•

better cross-subsidisation of the less healthy by the healthy and of
the older by the younger people.

•

curbing schemes from "dumping" members who have used up their
benefits onto public sector hospitals.

The Act’s provisions are mainly about the ways and means of establishing
oversight and regulatory mechanisms and structures to better monitor and
control the activities of medical schemes. Provisions in this respect are
concerned with broadening the capacity, functions and powers of the Council
for Medical Schemes; appointing a Registrar and Deputy Registrar and
providing for stricter terms of reference for auditors and brokers. The Act also
sets out all the mandatory procedures for the registration and operation of

18
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individual medical schemes. The regulations in terms of the Medical Schemes
Act, 1998 deal more specifically with provisions for contribution and benefit
structures of medical schemes.
The purpose of the Medical Schemes Act

The Medical Schemes Act reflects the legislative changes that represent
underlying changes in government policy regarding health reform.
The main focus of the Act is to:
•

create the Council for Medical Schemes as a juristic person
responsible for the regulatory oversight of the medical scheme
business environment.

•

make provision for the registration and control of medical schemes,
and

•

to create an environment that will protect the interest of members of
medical schemes.

It furthermore deals with the regulatory control of:
•

medical schemes.

•

third party administrators.

•

managed care organisations.

•

brokers.

Key organisation of the Act

The Act consists of twelve (12) chapters and two (2) schedules. The main
focus is as follows:
•

To consolidate the laws relating to registered medical schemes

•

To provide for the establishment of the Council for Medical Schemes

•

To provide for the appointment of a Registrar

•

To make provision for the registration and control of medical schemes

•

To protect the interest of members

•

To provide for measures for the co-ordination of medical schemes

•

To provide for incidental matters.

© INSETA– Section 12 10b
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Regulations to the Act

The Regulations in Terms of the Medical Schemes Act (Act No.131 of 1998)
were published on 20 October 1999.
The impact of the provisions in the Regulations will be addressed in the
chapters dealing with the specific subjects covered, i.e. the chapters on
medical schemes, advising clients or brokers.
It addresses the following:
•

Administrative requirements for medical schemes

•

Contributions and benefits

•

Waiting periods and penalties

•

Provision of managed care

•

Administrators of medical schemes

•

Conditions to be complied with by brokers

•

Accumulated funds and assets.

The Annexures to the Regulations deal with the following:
•

A - Prescribed Minimum Benefits

•

B - Limitation on assets to be held in the Republic

•

C - Audit reports for the purposes of Regulation 25

•

D - Management representation letter for the purposes of Regulation
25

1.4

REGULATION

OF

MEDICAL

SCHEMES:

COUNCIL

FOR

MEDICAL SCHEMES

1.4.1

Introduction

The Act makes provision for the establishment of the Council for Medical
Schemes. The alignment with the objectives of the National Health Policy is
clearly evidenced in the functions of the Council for Medical Schemes.
The Council for Medical Schemes is a statutory body established by the
Medical Schemes Act (131 of 1998) to provide regulatory supervision of
private health financing through medical schemes.

20
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1.4.2

Functions of the Council for Medical Schemes

The functions of the Council as stipulated in Section 7 of the Act, clearly gives
a mandate and the power to Council to:
•

protect the interests of medical scheme members at all times.

•

control and co-ordinate the functioning of medical schemes in a
manner that is complementary with the national health policy.

•

make recommendations to the Minister on criteria for:
o

the measurement of quality and outcomes of the relevant
health services provided for by medical schemes.

o

and such other services as the Council may from time to time
determine.

•

investigate complaints and settle disputes in relation to the affairs of
medical schemes as provided for in the Act.

•

collect and disseminate information about medical schemes but also
private health care in general.

•

make rules, not inconsistent with the provisions of the Act, for the
purpose of the performance of its functions and the exercise of the
Council’s powers.

•

advise the Minister on any matter concerning medical schemes.

•

perform any other functions conferred on the Council by the Minister
or by the Act.

The Act provides that the Council for Medical Schemes will have the powers
necessary to carry out its statutory functions and it is clear that the Council
has delivered in terms of its mandate.
1.4.3

Governance of Council

The governance of the Council is vested in a board appointed by the Minister
of Health, consisting of a non-executive Chairman, a Deputy Chairman and
thirteen (13) members. Council members are elected based on their skills
and expertise, which include inter alia disciplines of law, accounting,
medicine, actuarial sciences, economics and consumer affairs.
The names of those appointed are published in the Government Gazette, also
indicating the period of the term of appointment. The Minister also appoints
the Chairperson of the Council. The period of office is stipulated as the
minister deems necessary but will not be for more than three (3) years.
Council members can be re-appointed for a further term.
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The individuals appointed to Council must be fit-and-proper and the
qualifying criteria, as well as the disqualifying factors, to be able to be
appointed as a Council member, as well as what the grounds to vacate the
position will be, are specified in the Act.
1.4.4

Management of Council

The executive head of the Council is the Registrar, also appointed by the
Minister in terms of the Act. The Registrar’s function is the equivalent of a
Chief Executive Officer in any organisation. The Council determines overall
policy,

but the

day-to-day

decisions

and

management of

staff,

the

appointment of the necessary staff to support the operations of the Council
and the control and evaluation of performance, are the responsibilities of the
Registrar and the executive managers.
The Registrar will fulfil his function within the provisions of the Act and policy
guidelines from the Council. The powers of the Registrar include:
•

the registration of medical schemes.

•

inspection of reports and documents of medical schemes.

•

address enquiries to medical schemes with regard its business.

•

investigate the business of any entity not registered as a medical
scheme, to establish whether that entity constitutes the business of a
medical scheme.

•

removal of members of the Board of Trustees from a medical scheme
if there is sufficient reason to suspect that such a person is not fit
and proper.

1.5

CURRENT DEVELOPMENTS

1.5.1

Proposed national health insurance

The ANC, at the 52nd National Conference 2007 in Polokwane, decided to
introduce a National Health Insurance Scheme (NHI) in a phased and
incremental manner.
The initiative focuses on the National Health Insurance as a funding model
and delivery models that seek to achieve the following:

22
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•

To eliminate the impoverishing out-of-pocket payments and copayments of those using the health care system

•

To redistribute the human and material resources in a system that, at
this time, is highly inequitable

•

To improve the quality of health services

•

To enhance access to essential services, and

•

To ultimately improve health outcomes for the majority of the people
in South Africa.

Ministerial Advisory Committee on NHI

In order to translate the policy statements on NHI into reality, the NHI
Ministerial Advisory Committee on NHI was established in terms of Section
91(1) of the National Health Act, 2003. The purpose of this committee is to
prepare the necessary background materials that will form the basis of a plan
for NHI.

The report from the Advisory Committee will be handed to the

Minister of Health upon completion, expected to be about June 2010.
Dr Olive Shisana, currently a director of the Human Sciences Research
Council and previously Director-General of Health, will chair the committee of
twenty-four (24) experts from the health care spectrum.
The role of the committee is to deliver advice regarding the draft proposals
on NHI to the Minister of Health. These proposals will be evidence-based and
will address both the design and the processes of implementing the NHI in
South Africa by the South African Government.
As soon as cabinet approves the policy proposals, a three-month (3-month)
public consultation process will start.
Government has, however, already identified that in order to initiate the NHI,
the urgent rehabilitation of public hospitals will have to be undertaken. It
proposes to do this through Public-Private Partnerships.
The purpose for the NHI is to create a single, centralised funding and
administration system that will create a mechanism to cure the ills of the
health care system in the country namely:
•

an under-funded and overburdened public health care system.

•

a private health system that has become less affordable.

•

that will provide access to a basic benefit package of health services
to all people in the country.
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The NHI must level the playing field and:
•

create equitable distribution of resources resulting in high quality of
health services for all the people.

•

provide universal access to a basic package of services for both the
rich and the poor.

The way forward

The proposed funding of the NHI model will be through a dedicated tax, i.e. a
payroll tax, which will be mandatory for all people meeting the income level
criteria.
The role of medical schemes under the NHI is still uncertain. It seems that it
may continue but as a duplicative insurance or supplementary health
insurance for those that can afford to purchase additional cover.
With such a well-developed private health sector, South Africa needs to
ensure a regulated co-existence of the two sectors (Public and Private) to find
a balance between the two extremities. This must include the increased
funding for the public health sector and regulating the medical scheme
industry to pool the resources available for the whole country and create a
common platform for improving health outcomes.
Will there be a place for private doctors? Dr Shisana responded as follows:
“They will be encouraged to join the NHI and work in group-practice.”
(SAMJ,850). This will mean a fundamental rethink of current practices as well
as how the practice will be paid from the NHI.
Although the principles of the NHI have been accepted by the ruling party,
more detailed work will have to be completed and consultative processes be
embarked upon, before it will be implemented.
Although the timeline as of now is still uncertain, the Advisory Committee’s
objective is to start the process of legislation by June 2010 and implement
the NHI incrementally over the next five (5) years.
1.5.2 Discussion paper on brokers

The Council published a discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”. The
importance of this discussion document is that the outcome will be a revision
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of the regulatory framework for health care financial service providers or
brokers. Although no progress has been made since the publication, it is still
relevant to understand the proposals.
The following statement in the introduction serves as motivation for the
discussion:”Medical schemes spent one billion rands on brokers in 2007.

Given the affordability constraints on medical scheme membership, it is
incumbent on the Council for Medical Schemes (the Council) to assess the
impact of the regulatory framework to ensure that consumers get value for
money in return for this expenditure.”
Of essence for Council is that the remuneration in terms of the regulatory
framework is consistent with consumers receiving best advice and assistance
and with emphasis on that the advice is “not tainted by the possibility of

conflict of interest”.
In this very complex industry, the “key expectation of the consumer in

seeking the services of a health broker is that the broker will provide
unbiased and independent advice and assistance in the interests of the
consumer”.
The document proposes to make a clear distinction in the legislation
between:
•

brokers who act as agents of a medical scheme or “marketing
agents”.

•

brokers who act as independent agents of consumers or “independent
advisers”.

The broker will be accredited with the Council in terms of the Act as one or
the other and not both. Once more, the purpose of this is to eliminate
potential bias and conflict of interest.
In terms of the proposal:
The marketing agents of medical schemes should:

•

be accredited to be the agents of only one medical scheme at a time
and be prohibited from being the agents of any other medical
scheme.
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•

be paid by the medical scheme concerned and not by the
administrator or any other party that may have an interest in
marketing any other scheme.

•

operate in terms of a written contract with that medical scheme,
which contract may provide for various remuneration types (e.g.
salary, commission, etc).

•

not be subject to regulated ceilings on remuneration payable by the
medical scheme.

•

be required by law to clearly state to the consumer verbally and in
writing that he or she is a marketing agent of a medical scheme –
and is not an independent adviser.

Independent advisers

Consumers (individuals or employers) wishing to receive independent advice
and

assistance

vis-à-vis

choice

of

medical

scheme

and/or

ongoing

relationship with their medical schemes, should be able to purchase that
service independently of the medical scheme.
As with any other service provider, if the consumer sees value in the service,
the consumer should be prepared to pay for the service. If the consumer
perceives that she or he is no longer receiving value for the service, he or she
will not continue paying for the service and will terminate the contract. These
independent advisers would therefore operate in terms of a contract
negotiated with the consumer, based upon an agreed tariff.
To be consistent with the principle in the employment context, if the party
appointing and contracting with the independent adviser is an employer, the
employer would pay for the services of the adviser.
If the party appointing and contracting with the independent adviser is an
employee, the employee would pay for the services.
This requirement to pay for the services of an independent adviser, while
consumers not making use of the service are not required to pay for these
services, will ensure that value is provided for money spent on independent
health advisers – and that the flow of funds to advisers terminates if the
advisers stop rendering a satisfactory service or any service at all.
To prevent advice and assistance being tainted by conflict of interest, the
independent adviser would not have any contract with any medical scheme or
administrator and would not be able to receive any form of remuneration or
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incentives for broker service or any other type of service directly or indirectly
from a medical scheme or administrator. There would be no possibility of
schemes or administrators paying extra to bias advice being rendered by
these advisers.
Under these circumstances, there would be no need for a regulatory ceiling to
be placed on the amounts that may be charged by independent advisers for
their services. The market would dictate what is charged, based upon the
quality of the service being rendered. However, there would still need to be
some regulation of how these payments are structured. For example, if one
allowed upfront commission to be charged on admission of a member to a
medical scheme, it would still incentivise brokers to churn members between
medical schemes and would not encourage ongoing services to be provided.
It would therefore be necessary to retain the restriction that no differentiation
should be made between the fees charged for admission of a member and
fees charged for ongoing services.
It is recognised, that while the requirement for independent advisers to
collect fees directly from clients would be easily done in relation to clients
who are employers, it may disincentivise brokers to work within the market
for individual members because of the cost of collection when weighed up
against the relatively small amounts being collected monthly for services
rendered. However, this is no different from other service sectors where
relatively small fees are charged but to a potentially high volume of clients.
Independent advisers would be able to outsource their debt collection
services to debt collection agencies that have the economies of scale to
manage such a service.

1.6

HEALTH INSURANCE PRODUCTS

Health insurance policies are provided by short-term insurers and life offices.
These products are not registered as medical schemes and the provisions of
the demarcation decisions clearly define the benefits paid from these
products.
1.6.1

Difference between medical schemes and health insurance products

The core differences between a medical scheme and health insurance policies
are that:
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•

medical schemes reimburse their members for actual expenditure on
receiving

relevant

health

services

from

registered

health

professionals (indemnity business).
•

health insurance policies may not indemnify policyholders against
actual medical expenses incurred for relevant health services but
must offer a sum assured defined in advance of any health care
provision.

The products operate under different legislation:
•

Health insurance products operate under the Long-term and Shortterm Insurance Act.

•

Medical schemes operate under the Medical Schemes Act.

Regulation differs:
•

Health insurance products are regulated by the Financial Services
Board.

•

Medical schemes are regulated by the Council for Medical Schemes.

A health event is defined as “an event relating to the health of the mind or

body of a person or an unborn”.
A policy benefit is defined as “one or more sums of money, services or other

benefits, including an annuity”.
The following table summarises the main differences:
Health insurance product

Medical scheme

Relevant

Long-term and Short-term

Medical Schemes Act

legislation

Insurance Act

Regulation

Financial Services Board

body
Benefits
Policy benefit

Council for Medical
Schemes

Triggered by a diagnosis of a

Triggered by obtaining a

health condition

relevant health service

“one or more sums of money,

Reimbursement for

services or other benefits

actual expenditure or

including an annuity”

part thereof for health
services obtained
(indemnity business)
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Underwriting

Health insurance product

Medical scheme

Allowed, can risk rate

Not allowed, cannot risk
rate

Product

Based on a health event

Based on services
obtained

Health insurance products may not:
•

pay a benefit and there may not be a link between benefits paid to
the client and actual medical expenses incurred.

•

provide benefits that are linked to lists of procedure codes, i.e.
NHRPL or a list of tariffs associated with the procedure codes.

•

pay benefits directly to a service provider, i.e. a hospital, to cover the
cost of an admission, but instead must be paid to the policyholder.

Health insurance products may:
•

pay out a percentage of the sum for which a policyholder is assured,
depending on the severity of the health event.

•

pay out benefits on a periodic basis.

The insurance industry was reluctant to close the products as the insurance
Acts allowed risk rating and the payment of much higher commissions.
1.6.2 Gap cover

The National Health Reference Price List (NHRPL) is commonly used by
medical schemes as the standard for payment or the medical scheme tariff.
This tariff is the benefit available to members as reimbursement for services
provided by doctors and other service providers. Service providers frequently
charge fees that are substantially higher than the NHRPL or medical scheme
rate. The difference in the case of a specialist’s account during a period of
hospitalisation can be significant.
The so-called “gap cover” products were designed to offer cover for the
difference between the amount actually charged by a health care provider
and the benefit paid by medical schemes.
Guardrisk, a short-term insurer, sold two products, “Admed Gap” and
”Admed Pulse” in the market as gap cover products. Council took Guardrisk
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to court because it was deemed to be doing the “business of a medical
scheme”.
In a High Court judgment in December 2006, these two products sold by
Guardrisk, were found to be doing the “business of a medical scheme”.
This original judgment in favour of the CMS and Registrar of Medical Schemes
is significant as it confirms the view long-held by the Council that these
products were doing ”the business of a medical scheme”.
During 2008, the Supreme Court of Appeal however found that paragraphs
(a), (b) and (c) of the definition of “business of a medical scheme” in the Act
should be read conjunctively [(a) AND (b) AND (c)] instead of disjunctively
[(a) OR (b) OR (c)]. (Harrison, 2008,1). Therefore as it stands, the business
of a medical scheme must include all three aspects as defined. If the wording
included the word “or” after each subsection, it would have made it difficult
for any other business to compete legally.
This means that, in terms of the current version of the Medical Schemes Act,
gap cover products do not fall within the definition of the “business of a
medical scheme”. They are continued to be sold to cover the difference or
gap left between what doctors charge and what the scheme pays as a
benefit.
The Council and Registrar are on record as expressing their concerns
regarding the likely adverse implications of a conjunctive interpretation for
the ongoing protection of a community-rated medical schemes environment.
They have recommended to government that an urgent amendment should
be made to the definition of “business of a medical scheme” in the Medical
Schemes Act.
To date this issue has not been resolved.
The implication of this ruling is that the products are being sold in the market
to help clients to make provision for the shortfall in tariff and benefit payment
by medical schemes.
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1.6.3

Products that are not regarded as doing the business of a medical
scheme

Travel insurance

•

Providing cover for health events occurring outside the border of RSA

Disability insurance that has nothing to do with actual medical costs but

provide other benefits, i.e.:
•

lump-sum payouts for disability.

•

income replacement benefits.

•

paying outstanding debts benefits.

Summary
This chapter explored the current health care system in South Africa, general
funding principles and the new policy direction and principles for a National
Health Insurance.
The health care broker operates in this highly complex and regulated
environment with a reform agenda that is ongoing. The chapter highlighted the
relevant legislation that the broker must be cognisant of as well as proposed
future changes that may impact on his/her business.
Given the importance of the Council, it is advisable for any person dealing with
clients with regard to health care financial products, to understand the
composition of Council, know who the Registrar is and the processes in terms
of the functioning of Council.
Because of the different nature of benefits and the implications it can have on a
client who only has cover through a health insurance product, the client needs
to be informed of the differences and implications.
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Self-Assessment Questions
1.

The private health care sector is funded mainly through medical
schemes. The funds to pay for services are:

2.

3.

4.

5.

a)

contributions from the state fiscus

b)

a combination of state and private contributions.

c)

purely employer contributions.

d)

voluntary contributions from members and their employers.

Medical schemes are regulated through:
a)

the National Health Act

b)

the Financial and Intermediary Services Act

c)

the Health Professions Act

d)

the Medical Schemes Act

The Medical Schemes Act makes provision for the regulation of:
a)

members.

b)

doctors and other health professionals.

c)

brokers and financial service provider intermediaries.

d)

Health insurance products.

The Medical Schemes Act aims to:
a)

improve governance and management of medical schemes.

b)

reform health care in South Africa into a unitary system.

c)

cross-subsidise the poor to create more access to health care.

d)

improve the delivery of health care services.

Health care in public health care facilities:
a)

They are free of charge to all South Africans.

b)

All people must contribute a fee irrespective of their ability to
pay.

6.

c)

Only emergency services are free.

d)

People with the means to pay are levied with a user fee.

In terms of the Council, the term “broker” refers to:
a)

a service provider advising private clients on medical schemes.

b)

a broker that advises clients on how to choose from the many
schemes available.

c)
d)
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an accredited broker with the Council for Medical Schemes.
a fulltime employee of a medical scheme.
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7.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
an independent agent is:
a)

a service provider advising private clients on medical schemes.

b)

a broker that advises clients on how to choose from the many
schemes available.

c)

an accredited broker with the Council for Medical Schemes
giving independent advice to consumers on medical schemes.

d)
8.

a fulltime employee of a medical scheme.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
a marketing agent:
a)

is a service provider advising private clients on medical
schemes.

b)

is a broker that advises clients on how to choose from the
many schemes available.

c)

is an accredited broker with the Council for Medical Schemes
giving independent advice to consumers on medical schemes.

d)
9.

may be paid only by the medical scheme concerned.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
the aim is to:
a)

change the remuneration structure of brokers.

b)

eliminate brokers from the industry.

c)

assess the impact of the regulatory framework to ensure that
consumers get value for money in return for this expenditure.

d)
10.

to assess the conflict of interest from the advice of brokers.

With regard to the proposed National Health Insurance:
a)

The NHI Advisory Committee on NHI needs to make a proposal
to the cabinet.

b)

All the doctors will work for the state.

c)

It will be funded by a combination of individual contributions
and tax.

d)

It will be implemented by the end of 2010.
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Self-Assessment Answers
1.

The private health care sector is funded mainly through medical
schemes. The funds to pay for services are:

2.

3.

4.

5.

a)

contributions from the state fiscus

b)

a combination of state and private contributions.

c)

purely employer contributions.

d)

voluntary contributions from members and their employers.

Medical schemes are regulated through:
a)

the National Health Act.

b)

the Financial and Intermediary Services Act.

c)

the Health Professions Act.

d)

the Medical Schemes Act.

The Medical Schemes Act makes provision for the regulation of:
a)

members.

b)

doctors and other health professionals.

c)

brokers and financial service provider intermediaries.

d)

Health insurance products.

The Medical Schemes Act aims to:
a)

improve governance and management of medical schemes.

b)

reform health care in South Africa into a unitary system.

c)

cross-subsidise the poor to create more access to health care.

d)

improve the delivery of health care services.

Health care in public health care facilities:
a)

They are free of charge to all South Africans.

b)

All people must contribute a fee irrespective of their ability to
pay.

6.

c)

Only emergency services are free.

d)

People with the means to pay are levied with a user fee.

In terms of the Council, the term “broker” refers to:
a)

a service provider advising private clients on medical schemes.

b)

a broker that advises clients on how to choose from the many
schemes available.
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c)

an accredited broker with the Council for Medical Schemes.

d)

a fulltime employee of a medical scheme.
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7.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
an independent agent is:
a)

a service provider advising private clients on medical schemes.

b)

a broker that advises clients on how to choose from the many
schemes available.

c)

an accredited broker with the Council for Medical Schemes
giving independent advice to consumers on medical schemes.

d)
8.

a fulltime employee of a medical scheme.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
a marketing agent:
a)

is a service provider advising private clients on medical
schemes.

b)

is a broker that advises clients on how to choose from the
many schemes available.

c)

is an accredited broker with the Council for Medical Schemes
giving independent advice to consumers on medical schemes.

d)

9.

may be paid only by the medical scheme concerned.

In terms of the discussion paper dated September 2008 and titled
“Remuneration of Health Brokers: Revising the Regulatory Framework”,
the aim is to:
a)

change the remuneration structure of brokers.

b)

eliminate brokers from the industry.

c)

assess the impact of the regulatory framework to ensure that
consumers get value for money in return for this expenditure.

d)
10.

to assess the conflict of interest from the advice of brokers.

With regard to the proposed National Health Insurance:
a)

The NHI Advisory Committee on NHI needs to make a proposal
to the cabinet.

b)

All the doctors will work for the state.

c)

It will be funded by a combination of individual contributions
and tax.

d)

It will be implemented by the end of 2010.
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Chapter

2
Medical schemes
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Explain the product-specific features and benefits. (T1,13,14,16)
Explain the product-specific rules and limitations. (T1,13,14,16)
Explain the relevant model rules governing Medical schemes.
(T1,13,14,16,17)
Explain the agreements between the medical scheme and any third parties,
including but not limited to administrator, manage care networks, etc. (T1)
Describe the medical scheme structures (T13,14,16)
Explain the cost of the benefits of the medical schemes. (T5,6,8)
Explain the role and function of the different stakeholders in the medical
scheme environment. (T17)
Describe the limitations of the plan options – include exclusions, self-payment
gap, thresholds, etc. (T16)
Explain the importance of member entitlement to benefits of Prescribed
Minimum Benefits. (T16)
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Purpose
Medical schemes operate in a complex environment where risk is undertaken in
return for a contribution from members. It is a highly regulated and competitive
environment.

Members need to understand the nature of the product, their

entitlement to benefits, as well as the processes involved in submitting claims. A
thorough knowledge of this is essential for any financial adviser dealing in health
coverage and advising prospective members with regard to a medical scheme
product.

2.1

WHAT IS A MEDICAL SCHEME?

A medical scheme is a legal entity for the purpose of providing access to
health care services for its members.
Medical schemes are registered in accordance with the provisions made
within the Medical Schemes Act, Act 131 of 1998 as amended. In terms of
Section 26(1) of the Act, the medical scheme, at registration, “becomes a

body corporate capable of suing and being sued and of doing or causing to be
done all such things as may be necessary for or incidental to the exercise of
its powers or the performance of its functions in terms of its rules.”
Regulation 2(3) of the Act provides that the minimum number of members
required for the registration of a medical scheme is 6 000, and this number
must be admitted within a period of three (3) months of registration of the
medical scheme.
A medical scheme operates as a non-profit organisation. This means that it
does not have shareholders, and therefore does not pay dividends or
distribute its profits. Should the claims experience for a given benefit year
result in a surplus and the scheme make a profit, that money must be carried
forward to the following year in its entirety to the benefit of the members of
the medical scheme. It will increase the solvency ratio or reserves of the
medical scheme. The opposite is also true – should a medical scheme make
an operating loss during a benefit year, it will reduce the reserve level of the
scheme.
For a financial adviser, the financial operating results therefore become an
important indicator of scheme performance.
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To put it in perspective, a medical scheme can be seen as a community of
people with different ages, different health needs and different disease
profiles. Therefore, in such a community different individuals have different
health care needs. It could be viewed as a trust fund whose only beneficiaries
are the members within the defined community. The revenue of this comes
from:
•

members’ monthly contributions.

•

investment income.

The expenses are represented by:
•

claims representing cost of care (±85%).

•

cost of managing the medical scheme (±15%).

Thus:
•

any “profit” will be accumulated as a reserve to the benefit of
members.

•

any “loss” will reduce the reserves of the medical scheme and
therefore members’ accumulated reserves.

This means that within the business structure of a medical scheme, there are
no dividends paid out and no one other than members are affected by the
financial performance of a medical scheme.
Of the utmost importance to note is that in Section 20 it states, ”no person

shall carry on the business of a medical scheme unless that person is
registered as a medical scheme under section 24.”
This in essence means that no financial product that offers financial cover for
health needs or events may be positioned as being a medical scheme. (See
Chapter 1, Paragraph 1.6, on Health Insurance).
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2.2

REGISTRATION OF A MEDICAL SCHEME

2.2.1

The registration of a medical scheme process

Any entity that wants to do the business of a medical scheme, needs to be
registered as such through following the proper procedures as stipulated in
the Act and Regulation 2 of the Regulations to the Act.
The following requirements need to be met and information supplied:
•

An application to register a medical scheme must be submitted in
writing to the Registrar for Medical Schemes and signed by the
person wanting to register the scheme

•

The application needs to be accompanied by all documents and
information as required

•

The name of the medical scheme. (A name may not be changed
without prior written consent from the Registrar.)

•

The rules of the proposed medical scheme that will come into effect
at the date of commencement of operations of the proposed medical
scheme.

•

Guarantees and guarantee deposits as required by the Registrar.

•

Full details of the Principal Officer and trustees of the proposed
scheme

•

Details of the person who will administrator the proposed scheme as
well as a copy of the administration agreement

•

A detailed business plan

•

The application must be accompanied by the prescribed registration
fees.

Once the Registrar is satisfied that the person who applied for registration will
be able to comply with the provisions of the Act, the medical scheme will be
registered and a registration certificate will be issued with a copy of the rules
and date of registration. A notification with regards to the registration will be
published in the Government Gazette.
The Registrar can also reject an application for registration. The applicant will
be informed in what respect the proposed medical scheme does not comply
with the provisions of the Act.
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The regulation further stipulates that the minimum number of members
required by the proposed scheme is 6 000 and this number of members must
be admitted within three (3) months of the date of registration of the
scheme.
2.2.2

Effect of registration

After a medical scheme has been registered, it:
•

can assume liability for and guarantee the benefits offered to its
members and their dependants in terms of the rules of that medical
scheme.

•

can open a bank account to receive contributions and other income.

•

needs to have a registered office in the Republic of South Africa.

•

may not carry out any other business other than the business of a
medical scheme.

2.2.3

The business of a medical scheme

The definition of the business of a medical scheme is found in Chapter 1 of
the Medical Schemes Act and reads as follows:
”’Business of a medical scheme’ means the business of undertaking liability in
return for a premium or contribution –
•

To make provision for the obtaining of any relevant health service;

•

To grant assistance in defraying expenditure incurred in connection
with

•

the

rendering

of

any

health

service;

and

Where applicable, to render a relevant health service, either by the
medical scheme itself, or by any supplier or group of suppliers of a
relevant health service or by any person, in association with or in
terms of an agreement with a medical scheme.”

This definition of the business of a medical scheme is important in the
context of protecting an environment of cross-subsidised, community-rated
medical schemes. If the membership is diluted by alternative products that
compete with medical schemes, the broader objectives of the medical
schemes policy will be defeated.
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2.2.4

Relevant health service

It is important that members and prospective members understand the
extent of the benefits available to them from the specific benefit option
recommended and chosen. Also important is for members to understand that
the Act makes provision for the payment of benefits for only “relevant health
services”. These services are rendered by health care professionals registered
under different acts to practice as health care professionals.
Relevant health services are defined in the Act as:
“Any health care treatment of any person by a person registered in terms of
any law, which treatment has as its object –
•

The physical or mental examination of that person;

•

The diagnosis, treatment or prevention of any physical or mental
defect, illness or deficiency;

•

The giving of advice in relation to any such defect, illness or
deficiency;

•

The giving of advice in relation to, or treatment of, any condition
arising out of a pregnancy, including the termination thereof;

•

The prescribing or supplying of any medicine, appliance or apparatus
in relation to any such defect, illness or deficiency or a pregnancy
including the termination thereof;

•

Nursing or midwifery.”

2.3

RULES OF MEDICAL SCHEMES

2.3.1

The significance of rules

Whereas medical schemes in South Africa are governed and managed in
terms of the Act, each scheme is also governed in terms of its rules, which
are also called its constitution and which form the basis of the contract that
members conclude with their medical scheme.
Section 29 of the Act stipulates what should be provided for in the rules. The
list includes:
•

The appointment or election of a Board of Trustees to govern the
scheme;

•
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The appointment of a Principal Officer by the Board of Trustees;
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•

The removal of officers;

•

The manner in which complaints and disputes are to be settled;

•

The terms and conditions applicable to the admission of a person as a
principal member and his/her dependant(s);

•

The scope and level of benefits; and

•

The scale or tariff for the payment of benefits.

Rules of schemes become valid only once they have been registered by the
Office of the Registrar at the Council for Medical Schemes. They must
conform to the provisions of the Act at all times.
2.3.2

Model rules

Subject to the Act and Prescribed Minimum Benefits, scheme rules may
restrict benefits covered and limit amounts payable in respect of particular
benefits.
Please note the importance of this in terms of advising clients. Also note the
reference to the Prescribed Minimum Benefits, which determines the
minimum entitlement of members to benefits in any option of any medical
scheme.
A medical scheme will only be registered if its rules provide for specific
matters that are set out in the Act. The model rules provide this guideline.
Every medical scheme shall provide the member with a detailed summary of
its rules specifying the rights of and obligations to members when that
member joins the medical scheme.
It is of utmost importance that brokers know these rules when they advise
clients and make sure that members understand the rules once joined.
In the event of the amendment of the rules of the medical scheme in
accordance with the provisions of Section 31, members must be given
advanced written notice of any change in contributions and/or benefits or any
other condition affecting their membership. This usually occurs towards the
end of a benefit year where both contributions and benefits are evaluated by
the medical scheme management and approved by the board.
It is again of utmost importance that brokers keep themselves informed
regarding these changes and as part of the ongoing services to their clients,
to make sure that the impact of rule, contribution or any other changes are

© INSETA– Section 12 10b

43

taken into account with regards to clients’ changing health care needs. They
are also to ensure that members understand the changes in rules and their
impact.
The model rules address the following:
The governance and management

The

governance

and

management

of

the

medical

scheme,

i.e.

the

appointment or election of a Board of Trustees, the appointment of a Principal
Officer by the Board of Trustees and other management issues.
Rules regarding membership

The rules must state the terms and conditions for admission to a scheme,
including the cost of premiums. Premium costs are to be determined only on
the grounds of income or number of dependants of the member, or on both
income and number of dependants. Dependants of a member of a scheme
are entitled to participate in the same benefit option as the member.
Members and dependants are only permitted to join one medical scheme, and
can only claim or accept benefits from the medical scheme of which they are
members.
Members must be given advanced written notice of any changes that will
affect their membership. For example, changes in contributions, membership
fees or benefits.
Continuation membership: This is important for restricted membership
schemes only. Members must be informed about rules for continued cover for
themselves

and

their

dependants

after

a

member’s

employment

is

terminated.
Medical schemes must set out the grounds under which they can cancel or
suspend a member’s membership.
The Regulation 4 also determines that a medical scheme that provides more
than one benefit option may not preclude any member from choosing any
benefit option offered by the medical scheme, although a member or a
dependant shall have the right to participate in only one benefit option at a
time.
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A medical scheme may in its rules provide that a member may only change
to any benefit option at the beginning of the month of January each year, and
by giving written notice of at least three (3) months before such a change is
made.
A medical scheme must structure any benefit option in such a manner that it
does not create a preferred dispensation for one or more specific groups of
members or to provide for the creation of ring-fenced net assets by means of
such benefit option or to transfer accumulated pro rata net assets of such
option.
Rules regarding benefits

The minimum benefits available to members and their dependants as is
legislated in terms of the Prescribed Minimum Benefits must be included in a
scheme’s rules.
Personal savings accounts

These are deposits made by individual members, held by a medical scheme
and used by members to pay for medical scheme expenses without risk
pooling.
•

Personal savings accounts ultimately belong to the member.

•

The amount allowed to accumulate in a member’s account has been
capped at 25% of his/her annual contribution.

•

Members who change medical schemes can transfer their savings to
the new scheme.

•

If a member terminates membership and does not join another
scheme, the accumulated savings are payable to the member,
subject to paying a tax on it.

Rules regarding reimbursement for services
Public hospitals

The rules must provide that no limitation shall apply to the reimbursement of
any relevant health service obtained by a member from a public hospital
where this service complies with the general scope and level as contemplated
in the Prescribed Minimum Benefits.
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The rules must provide for a clear benefit for the payment of any services
rendered by service providers according to:

•

a scale, tariff or recommended guide, or

•

specific directives prescribed in the rules of the medical scheme.

Rules regarding the mechanisms to settle complaints or disputes

The medical scheme needs to make provision in its rules for the resolution of
complaints or disputes by members or providers of care.

2.4

PRODUCT-SPECIFIC FEATURES AND BENEFITS

2.4.1

Medical scheme options

Section 33 of the Act allows for a medical scheme to apply to the Registrar
for the approval of additional benefit option/s. This application will only be
approved if:
•

every such contemplated option includes the Prescribed Minimum
Benefits.

•

the option will be self-supporting in terms of membership and
financial performance.

•

every such option is financially sound.

•

the option will not jeopardise the financial soundness of any existing
benefit option within the medical scheme.

Practically, every option within a medical scheme represents a unique product
with a specific range of benefits for a particular segment of the market. Every
option will have a set of benefits and a customised contribution rate for that
particular option.
(See Section 2.4.3.3 for an example of the impact of richness of benefits on
contribution rates.)
The key to sound financial advice to a client is to match the option to the
financial and health needs of the client. It may be too easy just to focus on
cost of contribution and be faced with an unhappy client because the health
needs are not met.
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2.4.2

Product and option design

There are four (4) distinct categories of benefits used in benefit design. It is
important to understand the different categories and the benefits typically
covered. These categories are used to design an option within the medical
scheme. The benefit categories are the following:
Risk benefits

These benefits are covered by the scheme from the common insured risk pool
where cross-subsidisation occurs (younger and healthier members subsidise
older and sicker members). Risk pool benefits include PMB’s and in and outof-hospital benefits.
Unused funds not used by a member are not carried over to the next year.
Personal medical savings account (MSA)

This benefit represents self-funding by members.
MSA funds are used to cover discretionary benefits. Members with a benefit
option that has a savings account may use the available funds to pay for
discretionary benefits for themselves and/or their dependants. At the end of
each financial year, the member’s unused funds are carried over to the next
financial year.
Insured day-to-day benefits

This refers to insured benefits that provide cover for smaller, out-of-hospitalrelated expenses, i.e. GP or dentist visits from an insured risk pool. These
benefits are usually limited with either a financial or quantitative ceiling and
are clearly described in the rules and member communication.
Above threshold benefits (ATB)

This insured benefit covers expenses once benefits or funds in the MSA had
been exhausted. For members to qualify for this insured benefit, the rules
may include a self-payment gap before the ATB benefit is activated.
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2.4.3

Product-specific rules and limitations

Impact of benefit design on contributions

The table of benefits outlines different classes of benefits that could be used
to design a product option. Most important is that each option, however
limited in benefits, will include the Prescribed Minimum Benefits.
The implication of the entitlement of members to the PMB cannot be
emphasised enough and the broker must be able to explain the entitlement
to benefits from PMB to prospective members and members of a medical
scheme.
The design and richness or comprehensiveness of benefits of a specific option
determines the contribution payable by the member of the option chosen.
The contribution of the option will be determined by:
•

how rich the benefits within the option are, in other words, to what
extent the financial limits determined for a service are high or limited
(low). More benefits, higher cost.

•

the freedom or restriction of choice in choosing who your doctor will
be and the hospital you want to go to. More freedom of choice,
higher cost. Limited to network of doctors is usually associated with
lower contributions.

•

the financial benefit of rate at which the medical scheme will
reimburse the service provider accounts. If the benefit related to the
rate of payment, or medical scheme rate (MSR), is equivalent to the
NHRPL, the doctor’s fees may not be fully covered by the medical
scheme and the member will be responsible to the service provider
for the amount not covered. However, for options with an MSR at a
multiple of the NHRPL, for example, two (2) or three (3) times the
NHRPL, the reimbursement may be in full. The contributions for those
options may however be higher.

•

Whether the rules make provision for contribution based on the
member’s income.
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Classes of benefits

Description

Major Medical Expenses

Provides peace of mind that major medical
expenses will be taken care of.

Chronic Cover

Provides cover for the provision of ongoing
medication to treat chronic conditions.

Day-to-day Cover

Provides

cover

for

smaller,

out-of-hospital-

related expenses, i.e. GP or dentist visits.
Savings

The facility for the member to provide for selffunded medical benefits.

Threshold Cover

An

option

with

above-threshold

or

safety

benefits. These insured benefits ensure that if
you exhaust your savings account, you are not
left without essential cover.
Medical savings accounts

The medical savings account (MSA) is exactly what it says; namely a
contribution to a MSA in your medical scheme. The money belongs to the
member and the scheme manages it. The risk for health services funded from
the MSA is transferred to the member.
The Act, in Section 30(1)(e), provides that medical schemes can in their rules
make provision for the allocation to a member of a personal medical savings
account.
The following is prescribed in the Regulations with regard to the MSA:
•

A medical scheme may not allocate an amount that is more than
25% of the total gross contribution per financial year in respect of
each individual member of the medical scheme to a member’s MSA.

•

Funds deposited in a member’s personal medical savings account
shall be available for the exclusive benefit of the member and his or
her dependants.

•

The fund in the MSA may not be used:
o

to offset contributions.

o

to offset debt owed by the member to the medical scheme
following that member’s termination of membership of the
medical scheme.

•

The funds in a member’s medical savings account shall:
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o

only be used to purchase or reimburse those relevant health
services that do not form part of the PMB as defined in
Section 29(1)(0) of the Act.

o

not be used to pay for the costs of a prescribed minimum
benefit.

•

Credit balances in a member’s MSA:
o

If the member transfers to another medical scheme, the
balance in the MSA shall be transferred to another medical
scheme or benefit option with an MSA, when such member
changes medical schemes or benefit options.

o

It must be taken as a cash benefit, subject to applicable
taxation laws, when the member terminates his or her
membership of a medical scheme or benefit option and then:
o

enrols in another benefit option or medical scheme
without a MSA or

o

does not enrol in another medical scheme.

The Council requires from every medical scheme to provide to the Registrar
with regard to members’ MSA, details of deposits into the MSA, debit and
credit balances, amounts paid out to members and a detailed breakdown of
benefits paid from the MSA.
Contributions to medical schemes

When we apply the principles for medical schemes as are supported by the
Act, the only reason why the contributions for membership may vary, will be:
•

the specific option chosen, cover provided for in that option and
benefits received according to the rules of the scheme. Thus, the
richer the benefits within an option and less restriction in terms of
choice of provider, the higher the price.

•

if the rules of the scheme so provide, children may be charged a
reduced contribution.

•

the number of beneficiaries registered as dependants.

•

the income of the principal member.

The table below demonstrates the contribution based on the “richness of
benefits”.
Compare across the options every aspect with regards to limits, choice,
included MSA or not, threshold benefit (ATB), rate of reimbursement and
day-to-day cover.
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Comprehens

Comprehensive

Essential

Save

Standard

Primary

Limits

Unlimited

Unlimited

Unlimited

R600 000

R500 000

MSR

300%

200%

150%

100%

100%

Provider

Any hospital

Any

Any

Any

Network

hospital

hospital

hospital

ive

Chronic

Unlimited 64

Prescribed

Prescribed

R6 500 per

Prescribed

Benefits

conditions

Minimum

Minimum

beneficiary

Minimum

Comprehensive

Benefits

Benefits

R13 000

Benefits only

Formulary

only at

only at

per family

at

Designated

Designated

45

Designated

Service

Service

conditions

Service

Provider

Provider

Comprehen

Provider (26

(26

(26

sive

conditions)

conditions)

conditions)

Formulary

DSP

DSP

Any

Courier

Courier

pharmacy

A savings

There is no

A savings

GP

GP Network

account enables

savings

account

Network

with ensured

with

day-to-day

Restrictive
Formulary
Pharmacy

Any pharmacy

account

Out of

An insured

Hospital

threshold benefit

DSP Courier

ensured

benefits

Dental

day-to-day

Acute

benefits

benefits

medication,

Acute

radiology

medication,

and

radiology

pathology

and

etc.

pathology

Specialist

Specialist

consultations

consultatio

if referred by

ns if

your GP.

referred by
your GP.
Contribution
Principle

R2 499

R979

R1 049

R1 514

R977

Adult

R2 356

R749

R813

R1 310

R765

Child

R508

R287

R316

R442

R311

•

MSR: Medical scheme reimbursement rate to providers as % of
NHRPL

•

Limits: Financial limit per family per year
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2.5

PRESCRIBED MINIMUM BENEFITS

2.5.1

What do these benefits include?

The Prescribed Minimum Benefits (PMB) refers to benefits contemplated in
Section 29(1)(o) of the Act, (the scope and minimum benefits that are to be
available to members and dependants as may be prescribed).
The Council for Medical Schemes introduced the PMB in 2000 to define the
minimum levels of cover. These minimum benefits are a safety net and
ensure that members are not without care for certain major medical
expenses because they cannot afford it or have exhausted their benefits.
Prescribed Minimum Benefits are minimum benefits which, by law, must be
provided to all medical scheme members of all medical scheme options and
include the provision of diagnosis, treatment and care costs.
The Council, in its consumer newsletter CMScript, June 2009, defines PMB as
follows:

“PMB are guaranteed benefits which your medical scheme has to cover,
regardless of the benefit option you have chosen to join. In terms of the
Medical Schemes Act, PMBs cover the costs related to the diagnosis,
treatment, and care of:
•
•
•

any emergency medical condition;
a limited set of ±270 medical conditions (called the Diagnosis and
Treatment Pairs or DTPs, listed in the Act); and
the 25 Chronic Diseases List (CDL) conditions.

Keep in mind that there are chronic diseases that are not part of the CDL but
that fall under the ±270 conditions of the PMBs. The full list of PMB conditions
is available on our website.“
The list of the PMB Diagnosis and Treatment Pairs (DTP) is set out in
Annexure A to the Regulations in what is referred to as the Organ-System
chapter and consists of some 270 conditions and the suggested so-called
treatment algorithms.
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A treatment algorithm refers to step-by-step problem-solving procedures and
guidelines applied to the treatment of a specific disease.
The CDL list follows at the end of the DTP-list.
This list includes some of the most common chronic diseases for example:
•

High blood pressure – Hypertension

•

Diabetes mellitus

•

High cholesterol – Hyperlipidaemia

•

Angina – coronary artery disease

•

Asthma

•

Epilepsy

An emergency medical condition as referred to in the Regulations means the
sudden and, at the time, unexpected onset of a health condition that requires
immediate medical or surgical treatment, where failure to provide medical or
surgical treatment would result in serious impairment to bodily functions or
serious dysfunction of a bodily organ or part, or would place the person’s life
in serious jeopardy.
Schemes are obliged to pay for PMB in full and without co-payments or
deductibles where members obtained such services from a designated service
provider (DSP) or involuntarily from a non-DSP. Co-payments may be levied
where a member voluntarily obtains services for PMBs from a non-DSP.
Schemes need to be careful that the co-payment does not result in an
effective denial of a PMB. They may only apply the co-payment as provided
for in their registered rules.
Section 29(1)(p) of the Act further provides that no limitation shall apply on
the re-imbursement of any relevant health service that a member obtained
from a public hospital where this service complies with PMB.
2.5.2

Implications for medical schemes

The implications of these minimum benefits are that:
•

medical schemes must provide as minimum benefits for the full range
of PMB in every option.

•

no payment for PMB conditions may be paid from the member’s
medical savings account.
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•

medical schemes have to pay the cost associated with services
rendered for PMB conditions from the insured risk pool.

•

the medical scheme may however apply certain risk management
techniques to mitigate the risk of providing these comprehensive
benefits to members, including:
o

the appointment of designated service providers

o

requiring authorisation for patients with PMB conditions with
the medical scheme.

2.5.3

o

the use of treatment algorithms or protocols.

o

the use of medicine formularies.

Designated service providers

As this level of benefits may place the scheme at financial risk, the Act also
provides for the following in terms of PMB:
•

It allows the medical scheme to appoint the designated service
providers (DSP) in an attempt to contain cost of health care.

•

A DSP means a health care provider or group of providers selected by
the medical scheme concerned as the preferred provider or providers
to provide PMB services to members of that medical scheme.

•

The arrangement usually includes

a tariff agreement for

the

management of PMB.
•

The DSP is to provide to its members diagnosis, treatment and care
in respect of one or more conditions.

•

The DSP needs to manage the conditions according to the rules of the
scheme.

But it also ensures that members are able to gain access to care for the PMB
without financial obstacles when treatment is accessed at the DSP.
Should a member voluntarily decide not to use a DSP but a doctor or other
provider of his own choice, the medical scheme can provide in its rules for a
co-payment from the patient towards that service. This co-payment usually
equals 25% of the tariff determined in the agreement between the DSP and
the medical scheme. Remember, no treatment for PMB may be paid from the
medical savings account – not even the co-payments.
The Regulations however make provision for instances where the service was
involuntarily obtained from a provider other than a DSP. In such cases no copayment is payable by a member. Involuntary obtained services refer to:
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•

the service was not available from the DSP or would not be provided
without unreasonable delay.

•

immediate medical or surgical treatment for a PMB condition was
required under circumstances or at locations which reasonably
precluded the beneficiary from obtaining such treatment from a DSP,
or

•

there was no DSP provider within reasonable proximity to the
beneficiary’s ordinary place of business or personal residence.

2.5.4

Medical scheme interventions to manage financial risk associated
with PMB

Medical schemes can employ various methodologies to improve the efficiency
and effectiveness of health care so as to limit the financial impact of PMB on
the financial performance of the scheme. The DSP arrangement is one such
strategy.
Others include:
•

contractual arrangements with public sector facilities to act as DSP
for hospitalisation or for members with chronic diseases.

•

the requirements for pre-authorisation for hospitalisation and highcost diagnostic tests.

•

the registration of members with CDL conditions or other chronic PMB
conditions on the PMB programme for chronic diseases.

•

the use of a medicine formulary (or list of medicines available to treat
chronic diseases) that determines the medicine benefits of the
medical scheme. If a member or beneficiary knowingly declines the
formulary drug and opts to use another drug instead, the scheme
may impose a co-payment on the relevant member.

•

the use of treatment protocols or algorithms.

2.5.6

Note

All financial advisers are encouraged to be familiar with the philosophy behind
the PMB as well as the conditions covered under PMB. This is necessary so as
to be able to advise clients with regards to their entitlement to benefits in the
medical scheme and specific option of which they are a member.
A very high quantity of complaints related to PMB are received by Council.
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2.6

MANAGEMENT OF A MEDICAL SCHEME

2.6.1 Board of trustees

Medical schemes are managed by a Board of Trustees. The Act requires that
50% of board members need to be elected from scheme members. The Act
also provides for people disqualified to be elected, for example, a person who
is a director or an employee of an administrator or managed care company
contracted to the scheme.
The duties of the Board of Trustees are to manage the business of the
scheme in accordance with the applicable laws of the country and the rules of
the scheme.
The Board is also responsible to appoint a Principal Officer who is responsible
for the day-to-day running of the scheme and overseeing that the operational
records of the scheme are kept accurately and that the scheme has proper
systems and controls.
The trustees also need to ensure that adequate and appropriate information is
available and communicated. All members need to understand their rights,
benefits entitlement and contributions, as well as their responsibilities.
2.6.2

The principal officer

The Principal Officer is the executive officer of the scheme and as such shall
ensure that:
•

he acts in the best interest of the members of the scheme at all
times.

•

the decisions and instructions of the Board are executed without
unnecessary delay.

•

where necessary, there is proper and appropriate communication
between the scheme and those parties affected by the decisions and
instructions of the Board.

•

he keeps the Board sufficiently and timeously informed of the affairs
of the scheme concerning any matter relating to the duties of the
Board as stated in Section 57(4) of the Act.
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•

he keeps the Board sufficiently and timeously informed concerning
the affairs of the scheme so as to enable the Board to comply with
the provisions of Section 57(6)of the Act.

•

he does not take any decisions concerning the affairs of the scheme
without prior authorisation by the Board and that he at all times
observes the authority of the Board in its governance of the scheme.

The Principal Officer is the accounting officer of the scheme charged with the
collection of and accounting for all moneys received and payments authorised
by and made on behalf of the scheme and:
•

keeps full and proper records of all moneys received and expenses
incurred by, and of all assets, liabilities and financial transactions of
the scheme.

•

prepares annual financial statements and shall ensure compliance
with all statutory requirements pertaining thereto.

The Principal Officer ensures the carrying out of all of his duties as are
necessary for the proper execution of the business of the scheme including:
•

attendance of all meetings of the Board.

•

attendance of any other duly appointed committee where his
attendance may be required.

•

ensures proper recording of the proceedings of all meetings. The
Principal Officer shall be responsible for the supervision of the staff
employed by the scheme unless the Board decides otherwise.

2.7

AGREEMENTS BETWEEN A MEDICAL SCHEME AND THIRD
PARTIES

The main agreements between medical schemes and third parties are the
following:
•

Administrators of medical schemes – covered in Section 2.7

•

Managed care organisations - covered in Section 2.8

•

Health care brokers - covered in Chapter 3

•

Medical service providers

•

Technology clinical support services
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2.8

ADMINISTRATION OF MEDICAL SCHEMES

The business of a medical scheme is complex and transaction-intensive. It
includes:
•

Managing applications for membership and evaluating applications.

•

registration of membership and tracking growth, resignations and
suspensions.

•

managing

and

collection,

control

and

reconciliation

of

the

contributions received from membership.
•

loading of the rules of the scheme and managing benefits to
members according to those rules.

•

paying claims according to the rules of different benefit options.

•

interacting with members and managing member queries.

•

producing financial, operating and risk reports.

•

interacting with and reporting to the Council.

To be able to manage the business requires a comprehensive technology and
skilled people infrastructure that may not be a feasible investment for a
smaller scheme. Bigger schemes do create the infrastructure to administer
the business themselves (self-administered schemes).
The

Act

makes

provision

for

medical

schemes

to

outsource

their

administration to independent medical scheme administrators, often referred
to as third party administrators. These administrators will perform the
administration functions as per contracted service levels on behalf of schemes
and at a negotiated fee payable usually on a per-member-per-month basis.
The Act requires that an organisation administering medical schemes must
also be accredited by the Council. The accreditation for an administration
company is granted for a period of twenty-four (24) months by Council and a
certificate will be issued to the administration company. The Council has the
power to withdraw the accreditation if the administration company does not
comply with the provisions within the Act.
Unlike medical schemes, the business of medical scheme administration is a
for-profit business.
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Examples of administration companies

The following companies are some of the big players in the third party
administration market:
•

Allcare Medical Scheme Administrators (Pty) Ltd

•

Discovery Health (Pty) Ltd

•

Medscheme Holdings(Pty) Ltd

•

Metropolitan Health(Pty) Ltd

•

Sanlam Health care Management (Pty) Ltd

2.9

MANAGED HEALTH CARE AND MEDICAL SCHEMES

2.9.1

What is managed care?

Regulation 15 defines “Managed Health care” to mean:
Clinical and financial risk assessment and management of health care, with a
view to facilitating appropriateness and cost-effectiveness of relevant health
services within the constraints of what is affordable, through the use of rulesbased and clinical management-based programmes.
The Act describes “Rules-based and clinical management-based programmes”
as a set of formal techniques designed to monitor the use of, and evaluate
the clinical necessity, appropriateness, efficacy, and efficiency of, health care
services, procedures or settings, on the basis of which appropriate managed
health care interventions are made.
2.9.2

Who is responsible for providing managed health care services?

A medical scheme may decide to provide the managed care services
internally. Thus, it will create an infrastructure with people and technology to
self-manage the financial and clinical risk of the membership population.
The alternative would be for the Board to elect to outsource the managed
care services to a managed care organisation.
A “managed health care organisation” (MCO) refers to an organisation that:
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•

has been accredited through the appropriate procedures by the
Council as an MCO and is doing the business of managed care.

•

has been contracted with a medical scheme in terms of Regulation
15A to provide a managed health care service.

Accreditation to an MCO is granted for a period of two (2) years.
A list of all accredited managed care organisations as well as the conditions
attached to the accreditation of the entity, can be viewed on the Council’s
website.
2.9.3

Typical services used and sold by managed care Organisations

The main objective with the implementation of these programmes is to:
•

try and reduce the number of events that is the utilisation of care.

•

reduce the cost of the events.

Hospital Risk Management

This includes the pre-authorisation of any person that needs to be
hospitalised.
This event is then reviewed concurrently and retrospectively.
Level of care is managed through the case management process. This refers
to a process of engaging with the treating doctor to assess whether the
management is, for instance, intensive care in the hospital and whether the
patient could not equally effectively be treated in a general ward without
compromising the outcome of care.
It also refers to managing where the patients are best treated, i.e. at home
with homecare nursing or in a step-down facility.
Disease management programmes

These programmes focus on achieving optimal control of common, high
financial impact, chronic diseases. The disease management protocols use
evidence-based clinical treatment guidelines in the programmes.
“Protocol” is defined in the Regulations to mean a “set of guidelines in
relation to the optimal sequence of diagnostic testing and treatments for
specific conditions and includes, but is not limited to, clinical practice
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guidelines, standard treatment guidelines, disease management guidelines,
treatment algorithms and clinical pathways.”
“Evidence-based medicine” is defined in the Regulations to mean “the
conscientious, explicit and judicious use of current best evidence in making
decisions

about

the

care

of

beneficiaries

whereby

individual

clinical

experience is integrated with the best available external clinical evidence
from systematic research.”
The Act stipulates that if managed health care entails the use of an evidencebased protocol:
•

the medical scheme and the managed health care organisation must
provide such protocol to health care providers, beneficiaries and
members of the public, upon request, and

•

provision must be made for appropriate exceptions where a protocol
has been ineffective or causes or would cause harm to a beneficiary,
without penalty to that beneficiary.

Examples of disease management programmes are the following:
•

Diabetes programmes

•

Asthma programmes

•

HIV and AIDS programmes

•

Oncology programmes

The financial benefit of disease management programmes is demonstrated in
the following example of the financial impact of introducing a disease
management programme for asthma in a scheme and monitoring the
financial impact over a period of six (6) months.
Example:
Claims evaluated

Costs

Hospital claims Jan – June 2005

R2 458 649

Hospital claims Jan – June 2006

R1 384 644

Hospital admission savings

R1 074 005

Cost of medicine - increased cost

R128 782

Total savings

R946 133
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Pharmacy Benefit Management

This process provides for the authorisation of medicine for chronic diseases
within the PMB and rules of the scheme.
•

Medicine pricelists are used to manage the benefits available for
drugs or classes of drugs.

•

Medicine formularies or a medicine list that would be used to
stipulate approved drugs within the benefits for this programme are
used. It usually stipulates the use of generic medicine when
available. Certain drugs may not be available on the formulary. In
those cases the member will have to pay for the drug of choice or
alternatively be willing to accept the formulary drug.

Where a formulary is used, the medical scheme and the managed health care
organisation must:
•

provide such formulary or restricted list to health care providers,
beneficiaries and members of the public, upon request, and

•

provision must be made for appropriate substitution of drugs where a
formulary drug has been ineffective or causes or would cause adverse
reaction in a beneficiary, without penalty to that beneficiary. This
means that where a product on the formulary does not have the
desired effect of the treatment of the patient, the doctor can
motivate to the MCO for a drug that is not on the formulary. If
approved by the MCO, the member cannot be penalised.

Provider relations

This function is mainly responsible for setting up arrangements for the
delivery of care by providers of care as well as tariff negotiations.
The Regulations refers to participating health care provider which means a
health care provider who, by means of a contract directly between that
provider and a medical scheme in terms of Regulation 15A, or pursuant to an
arrangement with a managed health care organisation which has contracted
with a medical scheme in terms of Regulation 15A, undertakes to provide a
relevant health service to the beneficiaries of the medical scheme concerned.
In some instances arrangements are made with provider groups (doctors,
pharmacists or hospitals) to be the preferred providers or network for the
scheme.

62

© INSETA– Section 12 10b

Examples: General Practitioner Group may include:
•

Primecure

•

CareCross

•

EMC

Pharmacy Groups may be:
•

Clicks Pharmacies

•

Alphapharm

•

USAP

Alternative reimbursement methods

In the negotiation of tariffs, the MCO also prefers to agree on an alternative
to the fee-for-service tariff structure. One example is a capitation agreement.
A capitation agreement in the Regulations means “an arrangement entered
into between a medical scheme and a person whereby the medical scheme
pays to such person a pre-negotiated fixed fee in return for the delivery or
arrangement for the delivery of specified benefits to some or all of the
members of the medical scheme.”
Example:

A doctor has 100 patients of a medical scheme in his practice. The average
visits per year are four (4) times per patient. The tariff of the doctor under
fee-for-service is as follows:
100 x 4 x R250 = R100 000.00
The incentive for the doctor using a fee-for-service tariff system is to keep
the members sick so as to ensure frequent visits.
Under a capitation arrangement the doctor gets R100.00 per month per
registered member of the scheme in the doctor’s practice, irrespective of how
frequently the patient sees the doctor. This tariff may include certain other
procedures that could be charged additionally under fee-for-service.
100 patients x R100 x 12 = R120 000.00
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The incentive for the doctor under capitation is to keep the members healthy
to avoid unnecessary visits. In the tariffs he is also incentivised to use only
what is necessary.
For hospitals in South Africa the per diem system is being used. This refers to
a single rate per day for a specific level of care in a hospital. It usually
includes consumables and therefore encourages the hospital to apply costefficiency in care of patients in the hospital setting.

2.10

PREREQUISITES

FOR

MANAGED

HEALTH

CARE

ARRANGEMENTS

If any managed health care is undertaken by the medical scheme itself or by
a managed health care organisation, the medical scheme must ensure inter

alia the following:
•

The services and methodologies must be in writing and must describe
all utilisation review activities and infrastructures including datasources used in detail;

•

For an appeals process to be in place to provide a mechanism for
doctors and patients to appeal against any decision by the MCO that
may adversely affect the entitlements of a beneficiary in terms of the
rules of the medical scheme concerned;

•

Provisions for ensuring confidentiality of clinical and proprietary
information;

•

The use of documented clinical review criteria that are based upon
evidence-based medicine, taking into account considerations of costeffectiveness and affordability, and are evaluated periodically to
ensure relevance for funding decisions;

•

The managed health care programmes use transparent and verifiable
criteria for any other decision-making factor affecting funding
decisions and are evaluated periodically to ensure relevance for
funding decisions;

•

A participating health care provider may not be forbidden in any
manner from informing patients of the care they require, including
various treatment options, and whether in the health care provider’s
view, such care is consistent with medical necessity and medical
appropriateness.
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Summary
A medical scheme represents a product with benefit features and depending on
the richness of these benefits and in return for access to these benefits, a
monthly contribution is paid.
As a medical scheme can provide in its rules for more than one benefit option,
it is important to understand that each of these benefit options is a unique
product that is linked to specific benefits in that option. Each option should be
assessed in terms of the needs of clients including both health needs and
affordability.
It is also important to understand the relationship between the medical
scheme, third party administrators and managed care organisations. These
relationships have an impact on members’ experience.

Self-Assessment Questions
1.

A medical scheme is a legal entity that:
a)

operates for profit and provides for access to health services
for its members in the private health sector.

b)

pays dividends from profits to shareholders.

c)

Both (a) and (b) are correct

d)

can only come about and operate once registered with the
Council for Medical Schemes.

2.

A medical savings account (MSA)
a)

These are deposits made by individual members to a medical
scheme and used to pay for medical expenses including PMB.

b)

A personal medical savings account ultimately belongs to the
member.

c)

The amount allowed to accumulate in a member’s account
has been capped at 20% of his/her annual contribution.

d)

Members who change medical schemes cannot transfer their
savings to the new scheme.
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3.

In terms of members of a Board of Trustees of a medical scheme, the
following is true in respect of who can be elected or disqualified:
a)

60% of the board members must represent members of the
scheme.

b)

Directors of a third party administrator qualify to be elected.

c)

Brokers cannot be elected even with special permission.

d)

Because they manage health care, employees of managed
care organisations qualify to be elected.

4.

Peter C, a 54-year-old who is single and healthy applies for
membership of a medical scheme. No late-joiner penalty applies. The
membership fee for individuals is R1 000 per month. The scheme’s
counteroffer for his application informs him that the premium is:
a)

R1 250 because he is over the age of 35 years of age and the
premium is therefore loaded by 25%.

b)

R950 because of a discount of 5% because he is healthy.

c)

R1 000.

d)

R1 050 made up of the R1 000 plus the broker commission of
R50 per month.

5.

John X developed hypertension, a PMB condition.
a)

He is entitled to a benefit of up to R5 000 per year.

b)

The scheme can expect him to register his condition and be
treated according to a treatment plan.

c)

Both (b) and (d) are correct.

d)

Because it is a PMB, he is entitled to any medication
prescribed by the doctor.

6.

If any managed health care is undertaken by the medical scheme
itself or by a managed health care organisation, the medical scheme
must ensure the following:
a)

The services and methodologies can be verbally explained
when requested.

b)

The final decision is that of the managed care organisation
and the doctor or patient needs to abide by the decision.

c)

The managed care organisation decides on the entitlements
to benefits for beneficiaries.

d)

The provisions for ensuring confidentiality of clinical and
proprietary information.
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7.

The medical scheme rules make provision for the use of a DSP for
PMB. Regulations however make provision for instances where the
service was involuntarily obtained from a provider other than a DSP.
Such involuntary obtained services refer to the following:
a)

The service was not available from the DSP.

b)

Immediate medical or surgical treatment for a PMB condition
was required.

c)

There was no DSP provider within reasonable proximity to
the beneficiary’s ordinary place of business or personal
residence.

d)
8.

All three above will apply.

The main kind of agreements between medical schemes and third
parties include:

9.

a)

contracts to provide printing services.

b)

agreements with physiotherapists.

c)

unaccredited administrators.

d)

Health care brokers.

Medical schemes, in terms of different options:
a)

They may not preclude any member from choosing any
benefit option offered by the medical scheme.

b)

A member or a dependant shall have the right to participate
in more than one benefit option at a time.

c)

A member may change to any benefit option any time of the
year.

d)

An option may create a preferred dispensation for one or
more specific groups of members.

10.

A relevant health service as defined in the Act means:
a)

Any treatment by an alternative health professional

b)

The treatment by an African Traditional Healer

c)

Both (a) and (b)

d)

Any health care treatment of any person by a person
registered in terms of the appropriate professional law.
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Self-Assessment Answers
1.

A medical scheme is a legal entity that:
a)

operates for profit and provides for access to health services
for its members in the private health sector.

b)

pays dividends from profits to shareholders.

c)

Both (a) and (b) are correct

d)

can only come about and operate once registered with the
Council for Medical Schemes.

2.

For medical savings account (MSA)
a)

These are deposits made by individual members to a medical
scheme and used to pay for medical expenses including PMB.

b)

A personal medical savings account ultimately belongs to the
member.

c)

The amount allowed to accumulate in a member’s account
has been capped at 20% of his/her annual contribution.

d)

Members who change medical schemes cannot transfer their
savings to the new scheme.

3.

In terms of members of a Board of Trustees of a medical scheme, the
following is true in respect of who can be elected or disqualified:
a)

60% of the board members must represent members of the
scheme.

b)

Directors of a third party administrator qualify to be elected.

c)

Brokers cannot be elected even with special permission.

d)

Because they manage health care, employees of managed
care organisations qualify to be elected.

4.

Peter C, a 54-year-old who is single and healthy applies for
membership of a medical scheme. No late-joiner penalty applies. The
membership fee for individuals is R1 000 per month. The scheme’s
counteroffer for his application informs him that the premium is:
a)

R1 250 because he is over the age of 35 years of age and the
premium is therefore loaded by 25%.

b)

R950 because of a discount of 5% because he is healthy.

c)

R1 000.

d)

R1 050 made up of the R1 000 plus the broker commission of
R50 per month.
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5.

John X developed hypertension, a PMB condition.
a)

He is entitled to a benefit of up to R5 000 per year.

b)

The scheme can expect him to register his condition and be
treated according to a treatment plan.

c)

Both (b) and (d) are correct.

d)

Because it is a PMB, he is entitled to any medication
prescribed by the doctor.

6.

If any managed health care is undertaken by the medical scheme
itself or by a managed health care organisation, the medical scheme
must ensure the following:
a)

The services and methodologies can be verbally explained
when requested.

b)

The final decision is that of the managed care organisation
and the doctor or patient needs to abide by the decision.

c)

The managed care organisation decides on the entitlements
to benefits for beneficiaries.

d)

The provisions for ensuring confidentiality of clinical and
proprietary information.

7.

The medical scheme rules make provision for the use of a DSP for
PMB. Regulations however make provision for instances where the
service was involuntarily obtained from a provider other than a DSP.
Such involuntary obtained services refer to the following:
a)

The service was not available from the DSP.

b)

Immediate medical or surgical treatment for a PMB condition
was required.

c)

There was no DSP provider within reasonable proximity to
the beneficiary’s ordinary place of business or personal
residence.

d)

8.

All three above will apply.

The main kind of agreements between medical schemes and third
parties include:
a)

contracts to provide printing services.

b)

agreements with physiotherapists.

c)

unaccredited administrators.

d)

Health care brokers.
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9.

Medical schemes, in terms of different options:
a)

They may not preclude any member from choosing any
benefit option offered by the medical scheme.

b)

A member or a dependant shall have the right to participate
in more than one benefit option at a time.

c)

A member may change to any benefit option any time of the
year.

d)

An option may create a preferred dispensation for one or
more specific groups of members.

10.

A relevant health service as defined in the Act means:
a)

Any treatment by an alternative health professional

b)

The treatment by an African Traditional Healer

c)

Both (a) and (b)

d)

Any health care treatment of any person by a person
registered in terms of the appropriate professional law.
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Chapter

3
Brokers
Negotiating a broker contract
Remuneration of brokers
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Explain the roles and responsibilities of the broker and the medical scheme
principal officer and trustees, including the broker agreement with the
scheme. (T1)
Identify what information must be included (clauses) in the agreement to
support the roles and responsibilities of the parties involved. (T1)
Explain the consequences for the broker if there is no formal agreement with
the medical scheme(s). (T1)
FAIS Act (Fit and Proper Requirements). (T17)
Explain the requirements that should be met by the broker in order to collect
commission. (T10)
Describe the process to collect the broker commission from the medical
scheme. (T10)
Explain the tax implications for the broker when receiving commission in
accordance with the relevant tax laws (T10)
Explain the importance of the broker code allocated by the medical scheme
for collection of commission purposes. (T10)
Explain the confidentiality of the consumer details linked to the broker code.
(T10)
Explain the broker commission structure in accordance with the Medical
Schemes Act. (T10)
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Purpose
The relationship between a medical scheme and a broker is regulated through
the Council for Medical Schemes as determined in the Act. This chapter will focus
on the requirements to be accredited as well as the contractual relationship
between the medical scheme and a broker. It will also focus on reimbursement
of brokers by medical schemes.

3.1

THE BROKER AND MEDICAL SCHEMES

Very generally, a broker is someone who advises clients regarding their
financial services needs. Brokers can provide clients with a number of quotes
from different financial services companies for comparison, and match
potential clients up with companies that can meet their client’s unique needs,
and in the process ensure that the client receives the best deal possible.
An independent broker works for himself or herself, as opposed to working
exclusively with one company.
3.1.1

The definition of broker

The Act defines a broker as a person whose business or part thereof entails
providing broker services but does not include –
i.

an employer or employer representative who provides service or
advice exclusively to the employees of that employer;

ii.

a trade union or trade union representative who provides service or
advice exclusively to members of that trade union;

iii.

a person who provides service or advice exclusively for the purposes
of performing his or her normal functions as a trustee, principal
officer, employee or administrator of a medical scheme,

unless a person referred to in subparagraph (i). (ii) or (iii) elects to be
accredited as a broker, or actively markets or canvasses for membership of a
medical scheme.
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The definition of "broker" in the Act:
•

includes the ongoing provision of advice and services beyond
introduction or admission of members to a medical scheme.

•

furthermore excludes parties who may otherwise fall within the
definition, but who are not doing broker business.

Brokers advising clients on health care products are regulated by both the
Medical Schemes Act and the Financial Advisory and Intermediary Services
Act (FAIS).
Compensation of brokers, however, is regulated by only the Medical Schemes
Act.
3.1.2

Legal requirements for acting as a broker

In order to do the business as a broker, a broker must comply with the
provisions of the Act that require for a broker to be accredited, and thereby
establish the single "gateway" to accreditation of health brokers. (See
Regulation 28B.)
Medical scheme brokers are regulated by both the Medical Schemes Act and
the Financial Advisory and Intermediary Services Act (FAIS). Section 7(1) of
the FAIS Act provides that no person may act as a financial service provider
unless the Registrar of Financial Services has licensed that person to do so.
The conduct of business by medical scheme brokers is therefore jointly
regulated by the Council for Medical Schemes and the Financial Services
Board.
3.1.3

Requirement to do the business of a health care broker

To be accredited as a health care broker, a person must:
•

submit an application for accreditation to the Council for Medical
Schemes (CMS)

•

have the recognised educational qualifications and experience.

•

submit such information as may be prescribed.

•

pay the prescribed registration fees.
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The prerequisite under the existing legislation for brokers to comply with
minimum experience and educational requirements for accreditation means
that medical scheme brokers are significantly more knowledgeable than
ordinary members of the public.
Accreditation is granted for a period of twenty-four (24) months after which
time the accreditation needs to be renewed. It needs to be noted that an
application for renewal must be submitted to the CMS at least three (3)
months prior to the expiry date of the accreditation.
3.1.4 Fit and Proper Requirements: FAIS and Medical Schemes Acts

To be able to be accredited as a broker with the Council for Medical Schemes,
Section 28B(4) of the Regulations to the Act provides for the following:

“(4) In the case of a natural person, an application for accreditation as a
broker or an apprentice broker must also be accompanied by information to
satisfy the Council that the applicant complies with—
(a) any requirements for fit and proper brokers which may be determined by
the Council, by notice in the Gazette; and
(b) any relevant requirements for fit and proper financial services providers
or categories of providers which may be determined by the Registrar of
Financial Service Providers in terms of section 8 (1) of the Financial Advisory
and Intermediary Services Act, 2002.”
In terms of Section 7(1) of the FAIS Act “the Fit and Proper Requirements” -a

person may not act or offer to act as a financial services provider unless such
person has been issued with a licence under section 8.”
The determination of fit and proper requirements for brokers deals with the
following aspects:
•

Honesty and integrity

•

Competence

•

Operational ability

•

Financial soundness

•

Determination of qualifications for financial services providers
o

Qualifications and the Criteria for Regulatory Exams

o

Competence:

Specifically

qualifications

and

regulatory

examinations
o
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3.2

BROKING AGREEMENT WITH MEDICAL SCHEMES

Brokers become eligible to be compensated only when the broker has a

written agreement with a medical scheme or more than one scheme.
All agreements concluded between brokers and medical schemes must be in
strict accordance with the Medical Schemes Act No. 131 of 1998, as
amended, with the Regulations.
3.2.1

Medical scheme and broker agreement

These agreements between medical schemes with individual brokers or
brokers from brokerages representing that broker, typically make provision
for the following:
Commencement date

Specifies the date of commencement and continuation clause.
Appointment

The terms of appointment either to act as an independent intermediary in
terms of the Medical Schemes Act or as a brokerage. It usually covers the
following:
•

The undertaking by the broker or brokerage to ensure that all
introducing brokers act in good faith towards the scheme

•

In the case of a brokerage, the brokerage will deliver to the scheme a
list of introducing brokers and maintain that list

•

The requirements with regard to the scheme's marketing and
administration standards as determined from time to time.

•

The terms referring to the appointment on an exclusive or on a nonexclusive basis

•

The right granted to the broker to market the scheme for the purpose
of procuring prospective members to join the scheme.

Scope of authority

Focus on the broker acting as an independent contractor and not deemed as
representatives, employees or agents of the scheme;
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•

The Brokerage/broker shall not be entitled to contract on behalf of or
bind the scheme or incur any liability or debt on its behalf.

•

The Brokerage shall not be authorised to publish or cause to be
published

any

advertisements,

marketing

material

or

other

information relating to the scheme or its business without the prior
written approval of the scheme.
Collection and remittance of monies

Neither the brokerage nor its introducing brokers are authorised to collect
any monies or issue any receipts in either the name of or on behalf of the
medical scheme.
Undertakings by the brokerage

The agreement places the following onus on the Broker:
•

Ensure that the intermediary/broker is duly accredited by the Council
for Medical Schemes.

•

To ensure that all brokers who market the scheme undertake to
successfully complete all initial and ongoing training which shall be
provided by the scheme or through its administrator or any other
authorised person.

•

Ensure that all individuals and entities that are utilised by the
intermediary/broker in compliance with the terms of the agreement,
have all the required skills and accreditations required by the Act and
are fit and proper as required by the FAIS Act.

•

To

immediately

inform

the

scheme

in

the

event

of

the

intermediary/broker’s accreditation by Council being suspended or
withdrawn or in terms of the FAIS Act being suspended or withdrawn
or lapsing.
•

Compensate any other individuals or entities employed by them to
fulfil the obligations arising in terms of this agreement and shall
ensure that such individuals or entities comply with the provisions of
this agreement.

•

Not use any marketing material or information regarding the scheme
with the intention of granting a competitive advantage to any health
care competitor of the scheme.

•

Defend, indemnify and hold harmless against any and all claims,
liabilities, damages, judgments, including legal fees asserted against,
imposed upon and/or incurred by the scheme that arise out of the
acts
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introducing consultants or any other persons under the brokerage’s
control, in the discharge of the brokerage's or the introducing
consultants' responsibilities in terms of this agreement.
•

Effect and maintain professional indemnity insurance and other such
insurance.

Services

The agreement provides for the brokerage and its introducing brokers, to,
during the existence of the agreement, at their sole expense, solicit and enrol
prospective members for the scheme and this will include:
•

the submission of proposals to prospective members in a form and
only upon terms accepted in advance by the scheme, it being agreed
that such proposals, including the amount of premiums payable, shall
not be altered without the prior written approval of the scheme.

•

the accurate and complete recording of information required by the
scheme for the enrolment of prospective members in terms of the
contract, and

•

absolute compliance with the policies and procedures of the scheme
as per the agreement.

•

the delivery and explanation of initial administrative forms and
contract documentation to prospective members.

•

the maintenance of accurate and complete records in respect of the
enrolment of members to which the scheme shall be allowed access
upon reasonable notice.

Confidentiality

The scheme will allow the brokerage and its introducing consultants access to
certain information and data relating to members in respect of whom the
brokerage is responsible for servicing in terms of the agreement. The data
and information shall only be used for the purposes of meeting the servicing
requirements of that member.

The scheme may in its sole and absolute

discretion and at any time, withdraw access to any such data and information
during the period of this agreement.
This agreement, therefore, makes provision for both parties to the agreement
to undertake not to disclose any information, whether verbal or written,
which has or could have, either now or in the future, the effect of prejudicing
the rights, whether in terms of this agreement or not, of the other party
other than information which is disclosed in the ordinary course of each
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party's business and necessary for the purposes of fulfilling the terms and
conditions of the agreement.
Remuneration

This section deals with the compensation for the introduction of members to
the scheme, including any disbursements and charges incurred.
The terms specify commission to be paid on premiums received by the
scheme during the currency of the Agreement.
•

It makes provision that commission can be changed at any time due
to changes in statute or regulation or increases in premiums arising
out of changes in plan types and benefit options.

•

Any change of plan type or benefit option or premium under or in
respect of a contract shall entitle the scheme to adjust any
commission in respect of such contract accordingly.

The agreement could make provision that should a new membership issued
pursuant to a proposal submitted by the brokerage be terminated due to
non-payment of contributions by the member and not be reinstated within
three (3) months from the date of termination, no commission shall be paid
to

the

brokerage

after

reinstatement

of

the

contract,

unless

such

reinstatement was the result of the sole efforts of the brokerage or its
introducing consultant.

Broking for Employer groups: Once the brokerage is no longer recognised by
the participating employer as the servicing consultant and such fact has been
notified to the scheme in writing by the participating employer, the brokerage
shall refund to the scheme any excess commission

and any other

remuneration which it may have received for the period during which it was
not recognised.
If a contract is terminated for any reason whatsoever (other than the death
of the member) prior to the payment of a minimum of two (2) months
premiums, no commission shall be paid, and if such commission has been
received by the brokerage it shall immediately repay it to the scheme.
If the scheme decides to repay any premium received by it in respect of a
contract introduced by the brokerage (which the scheme shall be entitled to
do for any reason which it, in its sole discretion, deems fit), then the
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brokerage shall not be entitled to any commission on such premium and shall
refund to the scheme on demand any commission already paid thereon.
A statement issued by the scheme shall be conclusive evidence of the state of
the account between the scheme and the brokerage, unless an error in such
statement is reported in writing within thirty (30) days of receipt of the
statement.
How the scheme will deal with payment of continuing commission should the
introducing broker die or terminate his affiliation with the brokerage.
Termination

Terms of termination of the agreement may include:
•

the process of termination, i.e. in writing.

•

the

return

of

any

scheme-specific

records,

information

and

documentation issued by the scheme.
•

a clause specifying an automatic termination in the event that the
intermediary/broker ceases to be accredited by Council for whatever
reason.

•

a

clause

specifying

automatic

termination

upon

suspension,

withdrawal or lapsing of the license as an FSP in terms of the FAIS
Act.
Important issues related to compensation

The following relates to the compensation and therefore this clause in the
contract:
•

A medical scheme is prohibited from compensating a broker in any
way, directly or indirectly, other than as prescribed in the Act and the
clause needs to take this into account.

•

A medical scheme may not differentiate compensation based on
anticipated claims experience that could be influenced by the
prospective member’s age or health status. In other words, no
medical scheme may compensate a broker more to introduce healthy,
young members and create a disincentive to introduce older people
with chronic diseases.

•

However, it can determine the compensation based on the size of
group introduced by the broker to the medical scheme, i.e. a sliding
scale based on the size of the membership.
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•

A medical scheme cannot prevent a member for applying for
membership without a broker.

•

A medical scheme may not compensate more than one (1) broker at
a time for a specific member.

•

This issue relates to the ethical business conduct of the broker.
Should the conduct of the broker in any way constitute an unlawful
act or material misrepresentation, the compensation could be claimed
to be refunded in full by the person who paid the compensation.

The following issues are directly related to compensation of brokers and are
stipulated in Regulation 28 of the Act and should therefore be noted:
•

The agreement with the medical scheme does not have to fix
compensation at the maximum amount as allowed by the Act, in
other words, the agreed fee for the introduction of a new member
can be less than determined in the Act from time to time.

•

This is usually specified as 3% of contributions plus VAT to a
maximum as determined from time-to-time by the Minister and
published in the Government Gazette.

•

Compensation can be on an ongoing basis.

•

Compensation

is

discontinued

if

the member

of

the

medical

scheme/employer notifies the medical scheme that it no longer
requires services from the broker.
•

All expenses incurred by the intermediary/broker in the fulfilment of
his/her obligations in terms of the agreement shall be borne by the
intermediary/broker.

•

No additional compensation other than and over-and-above the
compensation specified in the clause on compensation to the
agreement,

shall

be

payable

by

the

scheme

to

the

intermediary/broker.
Payment terms

•

A specification that broker fees are payable only on a monthly basis
upon receipt of the monthly contributions from relevant members

•

If VAT is payable on the intermediary/broker’s remuneration, the
intermediary/broker is required to submit a VAT invoice against which
payment will be made by the scheme

•

A provision that all payments will be made by the scheme by direct
deposit into the intermediary/broker’s bank account
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Debts to the scheme

The agreement may provide for amounts advanced to the brokerage at any
time and for any other purpose whatsoever and the manner in which such
constituted debts owed by the brokerage to the scheme will be dealt with.
Scope of authority

This clause specifies that the broker acts as an independent contractor and
neither the broker nor any of its agents, employees or representatives shall
at any time act as representatives of the scheme for any purpose.

3.3

COMPENSATION OF BROKERS BY MEDICAL SCHEMES

3.3.1

Broker commission

While brokers are regulated by both the Medical Schemes Act and the
Financial Advisory and Intermediary Services Act (FAIS), compensation of
brokers is regulated by only the Medical Schemes Act.
Brokers become eligible to be compensated only when the broker has a

written agreement with the scheme.
The compensation to brokers is determined by the Minister of Health in terms
of Section 65 of the Act and amended from time-to-time. The amendments
are published in the Government Gazette and registered health brokers are
informed by Council of such amendments.
The compensation to brokers is detailed in Regulation 28(2) of the Act. The
defined compensation is for:
•

the introduction of a new member to a medical scheme.

•

the ongoing service and advice to that member.

The current fees as published in the Government Gazette of 3 December,
2009 with effect from 1 January, 2010 are as follows:
The lesser amount of:
•

R65.65 plus value added tax per month, or

•

3% plus value added tax of member’s contribution.
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3.3.2

The claiming of commission process

The medical scheme must appropriately manage the payment of broker
commissions in full compliance with the Act. A robust and transparent
process that calculates and makes broker payments in full compliance with
the Act needs to be in place.
The process is as follows:
•

The process will ensure that every broker to receive commission is
duly accredited in terms of the Act, from the first time of calculating
the commission and

•

A unique broker code is allocated by the medical scheme to a specific
broker for collection of commission purposes on conclusion of the
broker agreement of the medical scheme. The broker code links all
the broker’s members to him. This allocation on the administrative
system will calculate the commission.

•

Ensure full details including bank details of the broker are on the
system, and

•

Ensure that the payment of commission is only made to brokers who
have concluded a prior written agreement with the medical scheme.

•

A broker code is allocated to each such registered broker.

•

However, also ensure that broker remuneration is calculated and paid
for member-appointed brokers only, i.e. broker notes or appointment
letters are in place.

•

The process is to ensure payment to brokers from the monthly
contributions that members make to their scheme.

•

The process is to terminate payment upon notice given by the client
or employer, that further broker services will no longer be required.

•

Broker payment reports are available per individual broker.

•

The process ensures delivery against all customer services as
stipulated in the Agreement.

•

A fully detailed report of all broker commissions paid that confirms
correct payment in terms of the Act, must be produced.

If

VAT

is

payable

on

the

intermediary/broker’s

remuneration,

the

intermediary/broker is required to submit a VAT invoice against which
payment will be made by the scheme.
A provision must exist that all payments will be made by the scheme by
direct deposit into the intermediary/broker’s bank account. This is a monthly
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process and includes all the relevant steps in assuring that payment is made
in compliance with the Act.
Brokers only have access to the information of members that are linked to
their broker code for information purposes. All the provisions in terms of
confidentiality of the consumer details linked to the broker code apply, in
terms of the broker, the medical scheme and the administrator.
3.3.3

No other compensation

Just to reiterate:
Section 28 (5)(b) of the Regulations states that a broker may not receive any
other direct or indirect compensation in respect of broker services from any
source other

than the consumer, for

example, the medical scheme

administrator or managed care organisation.
The practical implication of this is that a broker is not allowed to receive any
form of compensation from an administrator or managed care organisation
that stands to benefit from an increase in membership.
3.3.4

The tax implications for the broker when receiving commission

The 4th Schedule of the Income tax Act, 1962, prescribes that the independent
contractor’s income will be deemed to be remuneration and will therefore be
subject to employees' tax, if:
•

An independent contractor is controlled and supervised as to the
manner in which his duties are performed or to be performed or as to
his hours of work, or

•

An independent contractor is paid at regular daily, weekly, monthly or
other intervals.

Note 17 of the Income Tax Act dated 31.3.2001 explains the statutory tests
and the common law tests to assist SARS officials and employers to classify a
worker efficiently and effectively. It provides clarity on the definition of the
typical independent contractor who is free to seek out business opportunities,
is entrepreneurial (seeks out new business opportunities or sources of
income) and has a multiple and concurrent client base, etc.
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A decision in favour of either independent contractor or employee status
impacts on an employer’s liability to deduct employees’ tax and on the
employees’ tax collected by the South African Revenue Service (SARS).

Summary
No broker can perform the function as an FSP in health care if not accredited
by Council or licensed in terms of the FAIS Act.
To be compensated by a medical scheme, the broker needs to have a written
agreement with such scheme or schemes. If not or if the agreement is
terminated for whatever reason, the broker will not be remunerated for his
work.
The terms of the agreement have been broadly discussed in this chapter.
The chapter also deals with commissions earned and claimed from medical
schemes as well as the tax treatment thereof.

Self-Assessment Questions
1.

The Act defines a broker as a person whose business or part thereof
entails providing broker services but:
a)

does include an employer or employer representative who
provides service or advice exclusively to the employees of
that employer.

b)

does include a trade union or trade union representative who
provides service or advice exclusively to members of that
trade union.

c)

does include a person who provides service or advice
exclusively for the purposes of performing his normal
functions

as

a

trustee,

principal

officer,

employee

or

administrator of a medical scheme.
d)

is accredited as a broker, or actively markets or canvasses
for membership of a medical scheme.
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2.

In the agreement between a broker and a medical scheme, the
agreement

may

be

automatically

terminated

in

the

following

circumstances:
a)

The intermediary/broker ceases to be accredited by Council
for whatever reason.

b)

The broker continuously introduces members to the scheme
outside of the agreed age profile.

c)

A clause specifying automatic termination upon suspension,
withdrawal or lapsing of the licence as an FSP in terms of the
FAIS Act.

d)
3.

Both (a) and (c).

Any broker introducing a new member to a medical scheme, is
authorised to:
a)

collect the monthly contributions from the member.

b)

provide details of the new member to third parties.

c)

market the scheme for the purpose of procuring prospective
members to join the scheme.

d)
4.

act as an agent on behalf of the scheme.

The term of payment for a broker does not include that:
a)

broker fees are payable only on a monthly basis upon receipt
of the monthly contributions from relevant members.

b)

payment will be ongoing.

c)

all payments will be made by the scheme by direct deposit
into the intermediary/broker’s bank account.

d)
5.

a scheme can arrange with the broker to an annual upfront fee.

In terms of compensation of brokers:
a)

the

agreement

with

the

medical

scheme

has

to

fix

compensation at the maximum amount as allowed by the
Act.
b)

the compensation is specified as 3% of contributions plus VAT
to a maximum as determined from time-to-time by the
Minister and published in the Government Gazette.

c)

that compensation cannot be on an ongoing basis.

d)

brokers are reimbursed for all expenses incurred by the
intermediary/broker in the fulfilment of his obligations in
terms of the agreement.

© INSETA– Section 12 10b

85

6.

In terms of compensation by a medical scheme to brokers, a medical
scheme:
a)

may differentiate compensation based on anticipated claims
experience of prospected members.

b)

can determine the compensation based on the size of group.

c)

can prevent a member for applying for membership without a
broker.

d)

may compensate more than one broker at a time for a
specific member.

7.

In terms of the scope and authority of a broker contracted to a
medical scheme, the broker:
a)

will act as an independent contractor and will not be deemed
as a representative, employee or agent of the scheme.

b)

shall be entitled to contract on behalf of or bind the scheme
or incur any liability or debt on its behalf.

c)

shall be authorised to publish or have cause to publish, any
advertisements, marketing material or other information
relating to the scheme.

d)
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Self-Assessment Answers
1.

The Act defines a broker as a person whose business or part thereof
entails providing broker services but:
a)

does include an employer or employer representative who
provides service or advice exclusively to the employees of
that employer.

b)

does include a trade union or trade union representative who
provides service or advice exclusively to members of that
trade union.

c)

does include a person who provides service or advice
exclusively for the purposes of performing his normal
functions

as

a

trustee,

principal

officer,

employee

or

administrator of a medical scheme.
d)

is accredited as a broker, or actively markets or canvasses
for membership of a medical scheme.

2.

In the agreement between a broker and a medical scheme, the
agreement

may

be

automatically

terminated

in

the

following

circumstances:
a)

The intermediary/broker ceases to be accredited by Council
for whatever reason.

b)

The broker continuously introduces members to the scheme
outside of the agreed age profile.

c)

A clause specifying automatic termination upon suspension,
withdrawal or lapsing of the licence as an FSP in terms of the
FAIS Act.

d)

3.

Both a) and c).

Any broker introducing a new member to a medical scheme, is
authorised to:
a)

collect the monthly contributions from the member.

b)

provide details of the new member to third parties.

c)

market the scheme for the purpose of procuring prospective
members to join the scheme.

d)

act as an agent on behalf of the scheme.
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4.

The term of payment for a broker does not include that:
a)

broker fees are payable only on a monthly basis upon receipt
of the monthly contributions from relevant members.

b)

payment will be ongoing.

c)

all payments will be made by the scheme by direct deposit
into the intermediary/broker’s bank account.

d)

a scheme can arrange with the broker to an annual upfront
fee.

5.

In terms of compensation of brokers:
a)

the

agreement

with

the

medical

scheme

has

to

fix

compensation at the maximum amount as allowed by the
Act.
b)

the compensation is specified as 3% of contributions plus
VAT to a maximum as determined from time-to-time by the
Minister and published in the Government Gazette.

c)

that compensation cannot be on an ongoing basis.

d)

brokers are reimbursed for all expenses incurred by the
intermediary/broker in the fulfilment of his obligations in
terms of the agreement.

6.

In terms of compensation by a medical scheme to brokers, a medical
scheme:
a)

may differentiate compensation based on anticipated claims
experience of prospected members.

b)

can determine the compensation based on the size of group.

c)

can prevent a member for applying for membership without a
broker.

d)

may compensate more than one broker at a time for a
specific member.

7.

In terms of the scope and authority of a broker contracted to a
medical scheme, the broker:
a)

will act as an independent contractor and will not be deemed
as a representative, employee or agent of the scheme.

b)

shall be entitled to contract on behalf of or bind the scheme
or incur any liability or debt on its behalf.

c)

shall be authorised to publish or have cause to publish, any
advertisements, marketing material or other information
relating to the scheme.

d)
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Chapter

4
Introduction to the client
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Describe what general information is required from the consumer to ensure
that it is a legitimate lead. (T2&3)
Explain what consumer information is required for internal administrative
processes. (T2&3)
Explain what consumer information is required for the internal database.
(T2&3)
Explain the reason why information must be obtained from the consumer
regarding how the lead was generated. (T2&3)
Explain the disclosure requirements as per the FAIS General Code of Conduct.
(T2,3&4)
Explain what the consumer’s rights are in terms of the Consumer Protection
Bill. (T3)
Explain the importance of checking the pre-emptive block register (to see if
the consumer may be contacted in terms of marketing). (T3)
Explain the importance of disclosing the Council of Medical Schemes
accreditation and FSP license. (T4)
Explain why consent must be obtained from the consumer/employer group to
act on their behalf. (T4)
Explain the importance of record-keeping as it relates to disclosure
requirements. (T4)
Explain the importance of complying with the broker code of conduct. (T4)
Explain the disclosure requirements as they relate to additional advisory fees
that might be recovered from the consumer. (T11)
Explain the payment options available to the consumer in order to recover
the advisory fee. (T11)
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Explain that no interest may be charged unless the broker is registered with
the NCR. (T11)
Explain the importance of obtaining an agreement in writing from the
consumer that an advisory fee will be collected. (T11)

Purpose
The broker engages with a client in need of information regarding health care
products that is complex and where the client finds it difficult to make a
decision. The engagement of a client needs to be built on a foundation of
mutual trust. It therefore becomes extremely important to manage the
process from introduction to long-term engagement within the provision of the
guidelines in the Medical Schemes Act, FAIS Act, the FAIS General Code of
Conduct, as well as other legislation. This chapter serves as a guide to this
crucial introductory phase of the relationship.

4.1

GENERAL CONSUMER INFORMATION REQUIREMENTS

4.1.1

Introduction

Like many other professional services, new clients are obtained in a broker’s
business principally by referrals or recommendations from an existing client
or by personal initiation or networking.
The broker is generally concerned with ensuring that certain issues in terms
of starting a business relationship with the potential new client are in place
but also that requirements in the regulatory environment are addressed.
The essence in satisfying both criteria is to follow a process with the view to
developing a process that will eventually lead to a relationship of trust
between the broker and the client. In the medical scheme environment it is
important to develop a relationship that will span over time because of the
nature of ongoing services rendered by the broker to the client.
The Protection of Personal Information Bill is of special importance and sets
out requirements for dealing with and protecting client information.
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Independent brokers are generally regarded as responsible parties in terms
of the Bill when rendering financial services to clients in their capacity as
brokers/FSP’s.
“Responsible party” is defined as: “the public or private body or any other

entity which, alone or in conjunction with others, determines the purpose of
and means for processing personal information”.
4.1.2 Consent

Section 3 (1)(b) of the FAIS General Code of Conduct deals with the issue of
confidential information.
It specifically states that “a provider may not disclose any confidential
information acquired or obtained from a client or, subject to section 4(1), a
product supplier in regard to such client or supplier, unless the written
consent of the client or product supplier, as the case may be, has been
obtained beforehand or disclosure of the information is required in the public
interest or under any law”.
“’Consent’ is defined in the Protection of Personal Information Bill as to mean
“any freely-given, specific and informed expression of will whereby data
subjects (clients) agree to the use of personal information relating to them.”
The only time that consent is not required is where the processing or use of
the client’s information is necessary for the broker to:
•

comply with a legal requirement.

•

protect a legitimate interest of the client, or

•

where the use of the client’s information is necessary for the
performance

of

a

contract

or

agreement

in

relation

to

the

broker/client relationship.
The Council, in Circular 36 of 2007 addressed the fair treatment of beneficiaries
specifically on the issue of confidentiality of personal and health information. In
terms of application forms for membership of a medical scheme, it states that
“it is imperative that the form provides for a confidentiality declaration by the
scheme and for signed consent by the applicant for the transfer of personal and
health information from a health care professional to the scheme. Such
information will, needless to say, at all times be treated as confidential.”
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This means that brokers can generally only use their clients’ information in
line with the consent and purpose for which the client initially gave them the
information.
It is imperative that the FSP/broker makes sure that the client signs that
declaration at the outset of the broker/client relationship. (Broker/Client
Agreement in Section 4.2)
The implications for brokers can inter alia be that broker notes and other
client-facing documentation most likely need to be updated to include
appropriately worded consent clauses.
4.1.3

Contacting a client

In all cases where a broker contacts a client, whether based on a request
from a client or employer or directly based on a referred lead, that broker
must act within the provisions in Section 6 of the FAIS General Code of
Conduct, which states that:
“A provider must–

(a) in making contact arrangements, and in all communications and
dealings with a client, act honourably, professionally and with due
regard to the convenience of the client; and
(b) at the commencement of any contact, visit or call initiated by the
provider, explain the purpose thereof and at the earliest
opportunity, provide the information referred to in section 5.”
Section 5 of the General Code of Conduct refers to information that the FSP
needs to disclose to a client at the earliest reasonable opportunity. If that
information is provided orally, it must be confirmed within thirty (30) days in
writing. It includes:
•

full business and trade names, registration number (if any), postal
and physical addresses, telephone and, where applicable, cellular
phone number, and Internet and email addresses, in respect of the
relevant business carried on, as well as the names and contact details
of appropriate contact persons or offices.

•

concise details of the legal and contractual status of the provider.

•

names and contact details of the relevant compliance department.

•

details of the financial services which the provider is authorised to
provide.

•

whether

the

provider

holds

professional

indemnity

or

fidelity

insurance cover or not.
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Right upfront it is important to establish what type of service the client is
looking for:
•

What are the requirements from the new client?

•

And whether the broker has the expertise to provide the advice to
satisfy the need of the client.

Any business relationship can only be successful and sustainable if the fit
between the client’s needs and professional broker expertise to satisfy that
client’s needs are aligned.
Receiving a direct lead

Existing broker processes and procedures dealing with leads sharing,
prospecting and referrals need to be updated where necessary, to ensure that
these activities are done in line with the consent provided by the client. This
again is essential in terms of the provisions in the Protection of Personal
Information Bill.
At first contact it may be useful to establish the following:
•

How were the details of the broker obtained by the client?

•

Has the client been referred to the broker by another client? And by
whom?

•

If the member changed from another FSP, what are the reasons of
relationship breakdown with the previous broker?

Receive a referred lead

A referred lead in this context applies to the engagement of a prospective
client directly by the broker, based on a list of names provided to the broker
by other brokers, other clients or from a list of names in the public domain.
This, in essence, refers to a direct marketing practice.
The Consumer Protection Act in Section 1 refers to and defines ‘‘direct
marketing’’ to mean: “to approach a person, either in person or by mail or
electronic communication, for the direct or indirect purpose of promoting or
offering to supply, in the ordinary course of business, any goods or services
to the person”.
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The Consumer Protection Act provides certain safeguards for the public
against unsolicited electronic information and automated decision-making.
Generally speaking, the act curtails invitations to make use of direct
marketing advances if a person does not specifically accept the invitation.
This act entrenches the right of consumers to:
•

refuse any approach or communication from a direct marketer.

•

require

"another

person

to

discontinue"

the

approach

or

communication.
•

"pre-emptively block" the approach or communication concerned.

The Consumer Protection Act makes provision for the establishment of a
registry in which any person may register a pre-emptive block, either
generally or for specific purposes, against any communication that is
primarily for the purpose of direct marketing.
For the broker directly contacting the consumer, it is therefore recommended
that the pre-emptive block register be consulted to determine if the
consumer may be contacted in terms of marketing.
The Protection of Personal Information Bill provides that brokers need to
ensure that the client is told on first contact, where the broker received
his/her information about the client.
4.1.4

Personal information

The Protection of Personal Information Bill sets out a framework of
information protection principles, which will enable the lawful processing of
personal information. Some of the prominent principles include the following:
•

The obligation to obtain the consent of the "owner" of personal
information before personal information is processed

•

The need to collect personal information directly from the client to
ensure its accuracy

•

The right of people to know the purpose of processing their personal
information and the use to which that information will be put

•

The right of the person to object, on reasonable grounds, to the
processing of personal information.

Once the legitimacy of the contact has been established, the broker will need
to get, confirm and record the personal information of the client.

94

© INSETA– Section 12 10b

This will include the following:
•

Full name

•

Marital status

•

Nationality

•

Names of spouse/partner and dependants

•

Date of birth of client and dependants

•

Address

•

Identification numbers

•

Employer, or if self employed, detail of business

•

Language preference

This general basic information of the client is required to ensure

that the

lead is legitimate.
The information is also required for the internal client database in the
broker’s administrative process.

4.2

CONCLUDE WRITTEN AGREEMENT WITH CLIENT

At this stage, once the above criteria and issues have been addressed, the
decision is made regarding the continuity of the relationship with the
prospective client.
In essence, FAIS recognises the significance of the contractual relationship
between

the

FSP/intermediary

and

the

client.

The

law

of

contract

fundamentally underlies all instances of the rendering of financial services
under FAIS. This underlying agreement comes into existence through offer
and acceptance, irrespective of whether the offer emanates from the client or
FSP/intermediary. It is essential to embrace the significance of this
contractual relationship between the FSP and his client as a tool to establish a
sound professional relationship.
The broker is required in terms of the FAIS Act and Code of Conduct to
provide the client with appropriate and applicable advice.
The written broker/client agreement therefore needs to provide information
and declare inter alia in terms of a health care broker, the following:
•

Full administrative details from the client

•

Full details of the broker including:
o

license and accreditation numbers.
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•

o

to which medical schemes he is contracted.

o

details of commission agreed to with medical schemes.

o

details of professional indemnity insurance.

The rights to the services the client can expect:
o

Entitlement to a needs analysis and risk assessment

o

To be supplied by a copy of the advice record

o

Entitlement

to

full

disclosure

of

the

details

of

the

intermediary, the product supplier, fees and commissions
payable
o

Entitlement to details of the medical scheme or product
recommended.

•

The services provided by the broker:
o

Assessment of the client’s risk profile

o

Analysis of the client’s financial situation and ability to sustain
contributions

o

Provision of advice on appropriate methods and products to
satisfy the health care needs of the client

o

Providing

the

client

with

sufficient

cover

through

an

appropriate medical scheme option or product to address the
client’s health situation.
•

Ongoing services
o

Once the member has joined a scheme, the member may
wish to retain the services of the broker to provide ongoing
service and advice in respect of that member’s continuing
relationship with the medical scheme. These services should
be listed.

•

Declaration of confidentiality
o

This states that personal information will be kept confidential
by

the

intermediary,

the

product

provider

and

the

administrator.
•

Consent by the client to the use of personal information relating to
him as discussed in paragraph 4.1.2.

The client must acknowledge that he has read and understands the document
and has been fully apprised of his rights by signing the document.
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4.3

DISCLOSE ACCREDITATION AND LICENCING STATUS

4.3.1

Introduction and definition of broker

The Financial Advisory and Intermediaries Services Act (Act no. 37 of 2002)
stipulates in Section 7 that a person may not act or offer to act as a financial
service provider (FSP) unless such a person has been issued with a licence
under Section 8 of the FAIS Act.
A financial service provider in terms of the FAIS Act refers to a person, other
than a representative, who as a regular feature of the business of such a
person:
•

furnishes advice or

•

furnishes advice and renders an intermediary service or

•

renders an intermediary service

Intermediary Service means any act, other than the furnishing of advice,
performed by a person for or on behalf of a client or product supplier:
•

the result of which is that a client may enter into, offers to enter into or
enters into any transaction in respect of a financial product with a
product supplier or

•

with a view to o

buying,

selling

administering,

or

keeping

otherwise
in

safe

dealing

in,

managing,

custody,

maintaining

or

servicing a financial product purchased by a client from a
product supplier or in which the client has invested.
Financial product means inter alia a health service benefit provided by a
medical scheme as defined in Section 1(l) of the Medical Schemes Act. (Please
refer to paragraphs 3.1.1 “Definition of Broker” and 3.1.2 “Legal Requirements
for Acting as a Broker” in Chapter 3.
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4.3.2

Disclose licensing and accreditation status

It is therefore essential that to act as an FSP and specialising in medical
scheme products, the broker needs to display for the client to ascertain that
the broker is indeed a registered FSP:
•

the current licence issued by the FSB.

•

the accreditation certificate of the Council for Medical Schemes.

The FAIS Act in Section 8 (8) also stipulates the following with regards to the
display of the license issues under this act to do the business of an FSP:

“A licensee must –
a)
display a certified copy of the licence in a prominent and durable
manner within every business premise of the licensee;
b)
ensure that a reference to the fact that such a licence is held is

c)

contained in all business documentation, advertisements and other
promotional material;
ensure that the licence is at all times immediately or within a
reasonable time available for production to any person requesting
proof of licensed status under authority of a law or for the purpose of
entering into a business relationship with the licensee.”

The Council advises members as follows: “If you do employ the services of an
agent, broker (intermediary), ensure that he has been accredited by the
Council for Medical Schemes and that your selection of scheme is based on
informed consent. To ascertain whether a broker has been accredited,
prospective members should insist that brokers produce proof of accreditation
with Council and/or verify the broker accreditation status.”

4.4

THE GENERAL DUTY OF THE PROVIDER AS PER THE FAIS
GENERAL CODE OF CONDUCT

The FAIS Act, in the General Code of Conduct, stipulates that an FSP must at
all times render financial services:
•

honestly

•

fairly

•

with due skill, care and diligence

•

in the interests of clients

•

with the integrity of the financial services industry.
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In the Council discussion document of September 2008, (CMS, 2008) the key
expectation of the consumer in seeking the services of a health broker to
assist in choosing a medical scheme is discussed.
Council’s view is that in terms of medical schemes, it is very difficult for
consumers to find out for themselves what is on offer, to compare value-formoney, and ascertain which schemes and benefit options best suit their
health needs and which they can afford. The consumer therefore frequently
seeks professional assistance from a broker in making these choices.
The expectation is that the FSP/broker provides these clients with:
•

the best advice in terms of the most appropriate medical scheme and
benefit option to meet their needs.

•

unbiased and independent advice and assistance in the interests of
the consumer.

Section 7 of the FAIS General Code of Conduct provides that an FSP must
provide a reasonable and appropriate general explanation of the nature and
material in terms of the relevant contract or transaction to a client and
whenever reasonable and appropriate, provide to the client any material
contractual information in the possession of the provider. The FSP must also
provide appropriate information regarding the nature and extent of the
benefits to be provided, any exclusion of liability and restrictions or
circumstances in which benefits will not be provided.
Section 8(1) (a) and (b) of the FAIS General Code of Conduct stipulates that
an FSP other than a direct marketer must, prior to providing a client with
advice, take reasonable steps to seek from the client appropriate and
available information regarding the client’s financial situation, financial
product experience and objectives to enable the provider to provide the client
with appropriate advice. This means that the broker needs to conduct an
analysis, for purposes of advice, based on the information obtained from the
client.
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4.5

DISCLOSURE REQUIREMENT AS PER THE FAIS GENERAL
CODE OF CONDUCT

4.5.1 Conflict of interest

Section 3 (1)(b) the FAIS General Code of Conduct deals with the disclosure of
any real or potential conflict of interest.

“The provider must disclose to the client the existence of any personal
interest in the relevant service, or of any circumstance which gives rise to an
actual or potential conflict of interest in relation to such service, and take all
reasonable steps to ensure fair treatment of the client;”
In the amendment to the General Code of Conduct (Notice 58, 2010), “conflict
of interest” is described as follows:

“It means any situation in which a provider or a representative has an actual or
potential interest that may, in rendering a financial service to a client 1.
Influence the objective performance of his/her or his/her obligations to
that client; or
2.
Prevent a provider or representative from rendering an unbiased and
fair financial service to that client, or from acting in the interest of that
client, including, but not limited to i.
A financial interest
ii.
An ownership interest
iii.

Any relationship with a third party”

Any non-cash incentives offered and/or other indirect consideration payable
by another provider, a product supplier or any other person to the provider
could be viewed as a potential conflict of interest.
This potential conflict of interest is of significant concern to Council. Because
of the mentioned complexity of the medical scheme environment and the
dependence of consumers on the advice and assistance of brokers in respect
of the choice of medical schemes and the entitlement to and utilisation of
scheme benefits, medical schemes and their commercial administrators have
an interest in incentivising brokers to provide biased advice in their favour.
This means that medical schemes and their administrators would have an
interest in incentivising brokers to encourage young and healthy people to
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join their medical schemes, while discouraging older and less healthy people
from joining or advising such members to remain members of their current
medical schemes.
The advice of a broker purporting to provide independent advice to a
consumer, while being influenced by financial or other incentives to favour
the interests of one or more medical schemes, is tainted by conflict of
interest. (CMS, September 2008)
4.5.2

Disclosure of fees

The FAIS General Code of Conduct prescribes the manner in which fees are
disclosed.
In terms of the FSP, and obviously applying the principles in health care, the
following fees and charges must be disclosed separately to enable the client
to make an informed decision:
•

The amount and frequency of the fee

•

The identity of the recipient

•

The service for which the fee or charge is levied

The above information must be disclosed before entering into an agreement
so that the client is in a position to make an informed decision.
Please refer to Chapter 3 Section 3.4.1 in terms of the broker commission
that needs to be disclosed.
The Medical Schemes Act also determines that the broker must disclose to
the client with which medical scheme he/she has entered into an agreement.
It is important for the client to understand that the statutory fee that the
broker receives for introducing a client as member to a medical scheme:
•

is ongoing for as long as the client requires.

•

includes ongoing broker services. (See Chapter 10)

•

can be discontinued upon the request from the client to the medical
scheme.
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4.6

PROVIDE ADVICE IN SIMPLE LANGUAGE

Section 22 of the Consumer Protection Act makes provision that any producer
of a notice, a document or a visual representation, must ensure that the
communication is in plain language, so that any consumer with average
literacy skills and minimal experience as a consumer of these financial
products or services, could be expected to understand the content,
significance and importance of the notice, document or visual representation.
This requirement is also dealt with in the FAIS General Code of Conduct,
Section 3 (1)(a)(I) that states “representations made and information
provided to a client by the provider must be provided in plain language, avoid
uncertainty or confusion and not be misleading”.
But from a business perspective, easily understood language without
technical jargon will assist the FSP to produce clear, effective business
communications, from letters to contracts and from reports to websites.
These communications are easy for customers to understand and will prevent
a misunderstanding between the FSP and the client. It will also be more
economical, save time and money, and contribute towards building customer
loyalty.

4.7

RECORD-KEEPING

4.7.1

Introduction

Section 9 of the FAIS General Code of Conduct stipulates that an FSP must
maintain a record of advice that must reflect the basis on which the advice
was given.

“A provider must, subject to and in addition to the duties imposed by section
18 of the Act and section 3(2) of this Code, maintain a record of the advice
furnished to a client as contemplated in section 8, which record must reflect
the basis on which the advice was given, and in particulara)
a brief summary of the information and material on which the
advice was based;
b)
the financial products which were considered; and
c)
the financial product or products recommended with an
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explanation of why the product or products selected, is or are
likely to satisfy the client’s identified needs and objectives.”
It is also provided for that such record of advice is only required to be
maintained where, to the knowledge of the provider, a transaction or contract
in respect of a financial product is concluded by or on behalf of the client as a
result of the advice furnished to the client.
It is recommended that the broker must provide a client with a written copy
of the record of the advice provided as discussed.
4.7.2

Administrative record-keeping process

In order to demonstrate compliance with the above, an FSP is required in
terms of Section 3(2)(a)(i) of the FAIS General Code of Conduct to have
appropriate procedures and systems in place to record such verbal and
written communications relating to a financial service rendered to a client.
Section 18 requires of an FSP to maintain records for a minimum period of five
(5) years, save to the extent exempted by the Registrar.
What has to be recorded are the following:
•

known premature cancellations of transactions or financial products by
clients of the provider

•

complaints received together with an indication whether or not any
such complaint has been resolved

•

the continued compliance with the requirements referred to in Section
8 (see Chapter 6 Section 6.2.1)

•

cases of non-compliance with the Act, and the reason for such non-c

•

compliance

•

the continued compliance by representatives with the requirements
referred to in Sections 13(1) and (2).

Therefore, the FSP must have processes and systems in place to:
•

ensure that the documents can be stored and retrieved.

•

keep the documents safe from destruction.
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All transactions and other documents relating to the client need to be stored
for a period of five (5) years after the termination of the transaction and
ensuring that:
•

written communications relating to the financial service rendered to a
client are recorded.

•

all verbal instructions given by the client must be reduced to a
written format.

•

the documents can be made available for inspection within seven (7)
days of the Registrar’s request.

Records can be kept in any appropriate electronic or recorded format, which
is easily assessable and readily reproducible to a written or printed form.
In terms of a contractual relationship between the FSP/intermediary and the
client (see Section 4.2) and given such a professional approach, the recording
of verbal and written communication relating to the financial advice is
necessary to ensure compliance. These records include:
•

the records relating to the client’s instructions.

•

any reasonable requests from the client.

•

the records of advice given to the client.

In the event of the FSP being challenged by the client, there must be
sufficient evidence that the client was provided with enough information to
make a well-informed decision. In the event where the client expresses a
dissatisfaction with the service and subsequent experience of the medical
scheme product or option, and complains to Council, the party that is in a
position to supply the Council with appropriate recorded evidence will be in
the strongest position under both FAIS and the Medical Schemes Act.

4.8

COLLECTING THE ADVISORY FEE FROM THE CONSUMER

Other than the compensation received from medical schemes as discussed in
Section 3.4, a broker may, in addition to the broker commission paid by a
medical scheme as determined by the Act, also receive compensation from:
•

a member or a prospective member

•

or the employer of such member

•

or a broker employing such a broker.
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To be able to claim such compensation from a member or an employer, the
FSP must have a direct signed contract with a member or such an employer
in which the terms of the services and the contemplated compensation for
these contracted services are specified. (See Section 4.2.)
It is important to have such a contemplated agreement in place with your
client as it fulfils both the requirements of the Code of Conduct and the
requirement for transparency with your client. Such an agreement also
makes provision for the process in the event that the client wants to cancel
his agreement with you. It can also stipulate that outstanding invoices will
attract interest.
4.8.1

Payment options available to the consumer

The broker must issue to the client an invoice in terms of the agreement as
per contracted services.
The arrangement can make provision for the payment of the contracted
service fees at stipulated times like monthly or quarterly. Payment can be
made by direct electronic deposit into the broker’s bank account, cash,
cheque or debit order.
In the event that a client does not pay the agreed amount of the service fee
on or before a determined date, the overdue amount can be seen as a credit
agreement. According to the National Credit Act, 2005, the intention in this
instance is not to extend credit to the client and therefore technically is not
seen as a credit agreement. The National Credit Act refers to such
outstanding overdue amounts as Incidental Credit. The charging of an
interest on those outstanding amounts constitutes an Incidental Credit
Agreement.
The maximum interest under this definition that could be charged is 2% per
month on the outstanding amount. No initiation or service fee may be
charged over and above the interest provided for.
In terms of the National Credit Act, the broker doesn’t need to be registered
with the National Credit Regulator when such an arrangement is in place.
It is again important to note that a medical scheme may not deduct such
contracted service fees, which result from a direct contract with a client or an
employer, on behalf of the broker.
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Summary
This chapter discussed the engagement and agreement to serve as broker/FSP
to a client. Not only does the broker need to deal with various legislative issues
but he also needs to consider how to engage in a long-term business
relationship with a client. Of essence is that a broker needs to establish a
written agreement with the client in which the contract is formalised. Such an
agreement also implies that the broker will record all relevant information and
store for record-keeping purposes such documentation appropriately. It also
provides for a written recommendation to the client. This agreement can
specify a services fee directly from the client to the broker over and above the
commission as is prescribed in the Act.

Self-Assessment Questions
1.

The Protection Of Personal Information Bill is of special importance
and sets out:
a)

requirements for dealing with and protecting client finances.

b)

requirements of dealing with independent brokers who are
generally regarded as irresponsible parties.

c)

requirements for dealing with and protecting client personal
information.

d)

requirements for dealing with and protecting client health
policies.

2.

The only time that consent is not required is where the processing or
use of the client’s information is necessary for the broker:
a)

to comply with a legal requirement.

b)

to protect a legitimate interest of the broker.

c)

to use the client’s information ifor referral purposes.

d)

for performance of a contract or agreement in relation to the
supplier relationship.
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3.

The FAIS Act in the General Code of Conduct stipulates that an FSP
must at all times render financial services:

4.

a)

as fast as possible.

b)

with consideration to the product supplier

c)

with due skill, care and diligence.

d)

in the interests of the broker.

To act as a financial services provider and specialising in medical
scheme products, the broker needs to:

5.

a)

be fit and proper.

b)

pass the prescribed examinations.

c)

have a current licence issued by the FSB.

d)

be accredited by the Council and licensed by the FSB.

A potential conflict of interest of brokers is of concern to Council
because:
a)

of the complexity of the medical scheme environment.

b)

it is easy for consumers to choose a medical scheme.

c)

medical schemes and their commercial administrators have
no interest in incentivising brokers to provide biased advice in
their favour.

d)

of the dependence of consumers on the advice and assistance
of brokers in respect of the choice of medical schemes.

6.

It is important for the client to understand that the statuary fee that
the broker receives for introducing a client as member to a medical
scheme:
a)

is only a once-off.

b)

includes no ongoing broker services.

c)

cannot be discontinued.

d)

is a monthly ongoing fee determined by an agreement with
the scheme.

7.

In terms of advice provided to a client by the provider, it:
a)

must be provided orally.

b)

must at least provide the broad context.

c)

must be provided in plain language.

d)

does not really have an impact on outcome.
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8.

9.

Records that need to be stored, must:
a)

reflect the basis on which the advice was given.

b)

be stored for ten (10) years.

c)

always be in hard copy and in files.

d)

reflect all the visits from the client to the broker.

When the broker contacts a client, based on a direct lead, the broker
needs to:
a)

ensure that these activities are done in line with the consent
provided by the client.

b)

ensure that this is essential in terms of the provisions in the
Medical Schemes Act.

10.

c)

consult the pre-emptive block register.

d)

consult the client with regards to the client’s financial needs.

A broker can in an agreement with a client, make provision for a
service fee paid directly to the broker:
a)

to be collected monthly by the medical scheme and deposited
in the broker’s account.

b)

and on which an interest rate of 3% per month can be
charged if overdue.

c)

that can only be paid by the client directly to the broker as
per written agreement.

d)

but to receive interest on outstanding amounts the broker
needs to be registered with the National Credit regulator.

108

© INSETA– Section 12 10b

Self-Assessment Answers
1.

The Protection Of Personal Information Bill is of special importance
and sets out:
a)

requirements for dealing with and protecting client finances.

b)

requirements of dealing with independent brokers who are
generally regarded as irresponsible parties.

c)

requirements for dealing with and protecting client personal
information.

d)

requirements for dealing with and protecting client health
policies.

2.

The only time that consent is not required is where the processing or
use of the client’s information is necessary for the broker:
a)

to comply with a legal requirement.

b)

to protect a legitimate interest of the broker.

c)

to use the client’s information ifor referral purposes.

d)

for performance of a contract or agreement in relation to the
supplier relationship.

3.

The FAIS Act in the General Code of Conduct stipulates that an FSP
must at all times render financial services:

4.

a)

as fast as possible.

b)

with consideration to the product supplier

c)

with due skill, care and diligence.

d)

in the interests of the broker.

To act as a financial services provider and specialising in medical
scheme products, the broker needs to:
a)

be fit and proper.

b)

Pass the prescribed examinations.

c)

have a current licence issued by the FSB.

d)

be accredited by the Council and licensed by the FSB.
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5.

A potential conflict of interest of brokers is of concern to Council
because:
a)

of the complexity of the medical scheme environment.

b)

it is easy for consumers to choose a medical scheme.

c)

medical schemes and their commercial administrators have
no interest in incentivising brokers to provide biased advice in
their favour.

d)

of the dependence of consumers on the advice and assistance
of brokers in respect of the choice of medical schemes.

6.

It is important for the client to understand that the statuary fee that
the broker receives for introducing a client as member to a medical
scheme:
a)

is only a once-off.

b)

includes no ongoing broker services.

c)

cannot be discontinued.

d)

is a monthly ongoing fee determined by an agreement with
the scheme.

7.

8.

9.

In terms of advice provided to a client by the provider, it:
a)

must be provided orally.

b)

must at least provide the broad context.

c)

must be provided in plain language.

d)

does not really have an impact on outcome.

Records that need to be stored, must:
a)

reflect the basis on which the advice was given.

b)

be stored for ten (10) years.

c)

always be in hard copy and in files.

d)

reflect all the visits from the client to the broker.

When the broker contacts a client, based on a direct lead, the broker
needs to:
a)

ensure that these activities are done in line with the consent
provided by the client.

b)

ensure that this is essential in terms of the provisions in the
Medical Schemes Act.
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c)

consult the pre-emptive block register.

d)

consult the client with regards to the client’s financial needs.
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10.

A broker can in an agreement with a client, make provision for a
service fee paid directly to the broker:
a)

to be collected monthly by the medical scheme and deposited
in the broker’s account.

b)

and on which an interest rate of 3% per month can be
charged if overdue.

c)

that can only be paid by the client directly to the broker as
per written agreement.

d)

but to receive interest on outstanding amounts the broker
needs to be registered with the National Credit regulator.
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Chapter

5
Comparative medical scheme analysis
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Identify the factors in the Medical Scheme Act and Regulations that medical
schemes have to adhere to, to be compliant. (T6)
Describe

the

Medical

schemes

Act/regulation/amendments/circulars

and

scheme rules that should be taken into consideration when identifying a
medical scheme/benefit option for the consumer. (T6)
Describe

the

importance

of

considering

all

demographic

and

financial

information on medical schemes, including but not limited to solvency ratio,
average age, pensioners ratio, size of the schemes, GEMS profile, etc.
(T5,6,7&8)
Identify what relevant legislation should be taken into consideration when
providing advice to the consumer.
(Complimentary legislation, i.e. Tax, FICA, etc.) (T6)
Explain the importance of the global credit rating of medical schemes. (T6&7)
Explain the cost of the benefits of the medical schemes. (T6)
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Purpose
To advise clients on an appropriate medical scheme to suit their needs and
is also within what the client can afford, means that the financial adviser needs
to understand the

benefits, clinical risk within the scheme, the financial

performance and service levels of the medical scheme.
Your clients would want the reassurance of long-term sustainability of the
medical schemes recommended to them.
This chapter will guide you through the main indicators so as to enable you to
develop a system for evaluating medical schemes.

5.1

INTRODUCTION

In order for a broker to advise a client, a continuous process of evaluation of
medical schemes needs to be undertaken. Medical schemes usually may
adapt the rules and contributions for a new benefit year. This may impact on
the suitability to the needs or affordability of the client.
All these changes to the rules and contributions need to be approved by the
Registrar of Medical Schemes.
Such an ongoing analysis of medical schemes should include:
•

membership size and demographics of the scheme.

•

benefit options.

•

financial status and stability.

•

annual and interim contribution increases.

•

credit rating.

5.2

MEDICAL SCHEME ANALYSIS

The aim of the analysis of a medical scheme is to select a portfolio of medical
schemes and options that the broker feels are sustainable, as well as provide
good benefits and value.
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The analysis furthermore will provide an understanding of the benefits and
restrictions within every option of the various medical schemes. Every option
represents a unique product.
The information can be collected from the following sources:
•

The Annual Report of the Council for Medical Schemes

•

The latest financial statements and annual report of the schemes

•

The Council for Medical Schemes website

•

Trade publications

•

Medical Scheme websites

•

Rating agencies

5.2.1

Membership

Membership size and trends

Although size per se does not represent a good medical scheme, the number
of beneficiaries is however important in terms of the ability of the medical
scheme to manage the risk within its insured population.
It is also important to consider the requirement in the Act that the minimum
size of any scheme and option should be 6 000.
But it is not only the number of beneficiaries that is important but also to
monitor trends and changes in membership size over time, as it will provide
the following information:
•

Growth is good for clinical risk in the membership but may negatively
impact on solvency levels

•

Decline of membership may be an indication of poor service or
benefits that are not attractive

•

A decline in membership may indicate a consumer perception of poor
value.

A medical scheme with a larger membership base may have greater
bargaining power with health care service providers like hospitals or doctor
groups and should be able to provide more competitive benefits.
A bigger medical scheme should also be able to negotiate competitive
administration and managed care contracts.
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A medical scheme with a small membership may be:
•

new and growing, or

•

member numbers are falling to the extent that it may need to
consider merging with another scheme or it could face liquidation.

Average age of beneficiaries

The average age of ±32 of all beneficiaries in the open medical scheme
market (Council for Medical Scheme Report 2008:98) serves as a useful
benchmark. Each increase of the average age by one (1) year above that
benchmark increases the reality that the burden of disease within the scheme
population may escalate. The burden of disease is represented by the
increase in chronic conditions like HIV, high blood pressure and diabetes as
well as a higher incidence of cancer.
This burden of disease is associated with higher claims and the probability of
higher contribution increases.
The pensioner ratio refers to the number of members in a medical scheme
above the age of 65 years. The reported average is ±6% of membership.
Every percentage point above the average may also represent an aging
population.
5.2.2

Benefits and options

(Please also refer to Chapter 2 Section 2.4 of this study guide.)
A good understanding of the options and benefits offered within those options
are essential. Similar options and benefits need to be compared between
different schemes in terms of the contribution rate.
Some of the important factors that need consideration:
•

The overall and sub-limits relevant to an option

•

Any exclusions of benefits

•

Does the product include a medical savings account?

•

Does the product include an above threshold benefit?

•

The rate of reimbursement to providers

•

The use of networks of providers that may limit choice of doctor,
dentists or pharmacy

•

Any restrictions on medicines via a formulary

•

Are there any co-payments or deductibles for services required?
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•

How the benefits deal with severe diseases like cancer or kidney
failure requiring dialysis

•

The requirements with regards to PMB, i.e. DSP-arrangements.

It is important for a financial adviser to track changes to annual benefits and
options with regard to benefit changes, limits and sub-limits and new
exclusions, at the time of benefit reviews for a new benefit year. It is
essential to assist and guide clients at the time that benefit changes are
made.
5.2.3

Financial status/stability

Solvency levels

The solvency of the scheme represents the reserve levels as required in the
Medical Schemes Act. The prescribed minimum reserves requirement seeks
to ensure that schemes have enough reserves to withstand unexpected high
claims experiences, for example, at the time of an influenza-epidemic. A good
example was the swine flu epidemic of 2009 resulting in a high volume of
claims for doctor visits, pathology tests and hospitalisation. The reserves
absorb the shocks until corrective action can be taken. This in turn ensures
that scheme members continue to have sufficient confidence that their claims
will be met.
All schemes must maintain a level of 25% of their gross contribution income.
To be able to inform yourself on this, use the examples from the Annual
report of Council 2008/2009:
Medical scheme

Gross contribution

Solvency

Solvency

income

position

ratio

Bonitas

R5 143 355

R2 433 440

47,3%

Medihelp

R2 850 915

R1 021 816

35,8%

When assessing a scheme’s performance, it is necessary to take into account
the growth in membership of the scheme. If it is growing, it may dilute the
reserves, if membership declines, the reserves may increase. If a scheme
loses members and the solvency drops, it spells disaster.
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If a scheme had not reached its required solvency ratio, the contribution may
be increased more than the actual anticipated claims to bring the solvency to
the required level.
Contribution per beneficiary per month

This is a valuable indicator to compare contributions for a similar set of
benefits with competing medical schemes.
Net health care result

The scheme’s expenses are classified either as an underwriting profit or an
underwriting deficit or loss.
The net health care result refers to the risk contribution income minus (health
care expenditure + non-health care expenditure). Therefore, it excludes
medical savings account contributions and refers to the risk position of the
scheme.
This is expressed as the net health care result.
When the scheme makes a loss (the net health care result is negative) it
means that claims plus other non-health care expenses exceed the
contributions income.
Medical

Risk

Net Health care

Non-health

Net

Scheme

Contribution

Expenditure

care

care

Expenditure

result

R720 575

(R218 274)

Income

Bonitas

R5 086 928

R4 584 627

Health

Claims experience

This refers to the health care expenditure as a percentage of the Risk
Contribution Income. The average claims experience for 2008 across all
medical schemes was reported at ±84%.
In the example above for Bonitas it will be 90%.
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Non-health care costs

These costs are represented by the following:
•

Administration fees

•

Managed care fees

•

Broker commissions

•

Bad debt

Currently these costs represent nearly 16% of gross contribution income,
while the Council has set a target of 10%.
The combination of these health care and non-health care expenditures
represents the total cost and determines either a profit or loss if subtracted
from gross contribution income.
5.2.4

Annual and interim increases

The Council for Medical Schemes for 2009 reported a 9.9% average increase
in contributions for open schemes. Anything above the average should be
carefully evaluated.
Any interim increase that is motivated for and of which members may be
informed during the benefit year may indicate that the medical scheme is in
trouble.
5.2.5

Credit ratings

Global Credit Rating (GCR) is an independent company that rates the claims
paying ability of medical schemes over a 12 to 18-month period. In other
words, it rates the medical scheme’s capacity to service their claims.
The following factors are taken into account in the rating-process:
•

How quickly the scheme's investments can be realised to pay claims

•

The number of months' claims that a scheme can pay from its cash
reserves

•

The scheme's balance sheet

•

The number of months' claims a scheme can pay from its overall
reserves

•

The size and profile of a scheme's membership base and

•

The scheme's solvency ratio.
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A rating of AA+ is regarded as the highest rating and BBB- the lowest.
Schemes with BBB+, BBB or BBB- ratings have adequate claims-paying
ability and adequate protection.
Rating

Description

AA +

Very high claims paying ability.

AA

Protection factors are strong.

AA -

Risk is modest, but may vary slightly over time due to economic
and/or underwriting conditions.

A+

High claims paying ability.

A

Protection factors are above average although there is an

A-

expectation of variability in risk over time due to economic
and/or underwriting conditions.

BBB +

Adequate claims paying ability.

BBB

Protection factors are considered adequate for the present, but

BBB -

there is considerable variability in risk over time due to
economic and/or underwriting conditions.

In view of the industry risk characteristics associated with the South African
Medical Schemes operating environment, an industry risk ceiling of AA
(Double A) for medical schemes has been applied.
The table below shows an example of 2008 open medical scheme ratings.
Medical Scheme

Rating

Discovery Health

AA

Bonitas

AA-

Fedhealth

AA-

Spectramed

A+

ProSano

A+

Sizwe

A+

5.2.6

Service levels

This refers to the scheme's administration - specifically, how quickly claims
are paid. Service levels can be difficult to determine, but you can:
•

ask the scheme how quickly claims were paid over the past eighteen
(18) months, on average.

•

ask members of the medical scheme about their experience of service
levels.
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•

ask health care service providers, such as doctors, pharmacists and
hospitals, what they think of the scheme's service levels and

•

ask the scheme's Principal Officer or Chairman of the Board of
Trustees questions about the administrator's service levels. (Du
Preez, 2009)

If a scheme has poor service levels, health care service providers may ask
members to pay in cash and to claim back from the scheme. This could leave
members out of pocket for some time and result in their being dissatisfied
with the scheme.
Service levels of the managed care function of a medical scheme need also to
be considered. Of importance is:
•

how long does it take for authorisation for chronic diseases and for
new medicines to be registered on the system before a prescription
can be filled?

•

how easy or difficult is it to get authorisation for hospitalisation?

•

how difficult is it to get authorisation for diagnostic tests like MRI’s?

Summary
In this chapter we discussed issues to be considered when an accredited
broker advises a client in terms of membership to a medical scheme. It
presents a framework to be used and refined as a guiding tool. The
evaluation process needs to be ongoing and updated as information becomes
available.
The consequence of good of bad advice to the client could be vast and the
importance of being informed on all aspects of a medical scheme or schemes
before advising the client must always be paramount.
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Self-Assessment Questions
1.

An acceptable medical scheme’s solvency ratio:
a)

needs to be 20% of income.

b)

represents accumulated funds equal to at least 30% of gross
annual contributions.

c)

represents accumulated funds equal to at least 25% of gross
annual contributions.

d)

is a recommended guideline and not a requirement of the
Medical Schemes Act.

2.

In evaluating medical schemes, the membership numbers are
important because/and:
a)

growth is an indication of a good marketing strategy.

b)

growth

in

the membership may negatively

impact on

solvency levels.
c)

decline of membership may be an indication of the economic
turndown.

d)
3.

they do not indicate the consumer’s perception of value.

When analysing medical schemes, the different options:
a)

don’t need special consideration, as the consolidated view is
enough.

b)

represent unique products that needs to be self-sufficient.

c)

must include all the different classes of benefits.

d)

need to be evaluated regarding whether they provide for
PMB.

4.

Which aspect of the important factors that need consideration when
evaluating options is correct:
a)

The overall and sub-limits are not relevant.

b)

Any exclusions of benefits apply only to the main body of the
scheme.

c)

The use of networks of providers serves as a guideline only.

d)

Co-payments

or

deductibles

for

services

required

are

important.
5.
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Non-health care expenditure of medical schemes are represented by:
a)

administration fees and bad debt.

b)

administration fees and managed care fees.
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c)

administration and managed care fees, broker commissions
and bad debt.

d)
6.

administration fees, managed care fees and bad debt.

The credit rating of a medical scheme reflects inter alia:
a)

the scheme's investments portfolio.

b)

the number of months' claims that a scheme can pay from its
cash reserves.

c)

the number of months' claims a scheme can pay from its
gross contribution income.

d)
7.

the growth of a scheme's membership base.

In terms of the Global Credit Rating for medical schemes:
a)

a rating of A is regarded as the highest rating.

b)

BBB-ratings don’t have adequate claims-paying ability.

c)

an industry risk ceiling of A for medical schemes has been
applied.

d)

schemes with BBB+, BBB or BBB- ratings have adequate
claims-paying ability and adequate protection.

8.

The scheme's non-health care cost (NHC) component:
a)

is of no concern as it costs money to manage a medical
scheme.

b)

a NHC of 16% of gross contribution income represents good
value.

c)
d)
9.

the Council has set a target for NHC of 10%.
NHC is gradually decreasing.

When analysing a medical scheme, the pensioner ratio:
a)

refers to the number of members above the age of 60 years.

b)

has a reported average, which is ±10% of membership.

c)

does not provide useful information.

d)

gives an indication of potential risk associated by increasing
age.

10.

The net health care result in the financial analysis of a medical scheme
gives an indication of:
a)

an operating result indicating that the scheme makes a loss.

b)

an operating result indicating the result of gross contribution
income minus all expenses.

c)

an operating result indicating the result of gross contribution
income minus only health care costs.
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d)

an operating result indicating the result of net contribution
income minus both health care and non-health care costs.

Self-Assessment Answers
1.

An acceptable medical scheme’s solvency ratio:
a)

needs to be 20% of income.

b)

represents accumulated funds equal to at least 30% of gross
annual contributions.

c)

represents accumulated funds equal to at least 25% of gross
annual contributions.

d)

is a recommended guideline and not a requirement of the
Medical Schemes Act.

2.

In evaluating medical schemes, the membership numbers are
important because/and:
a)

growth is an indication of a good marketing strategy.

b)

growth

in

the

membership

may

negatively

impact

on

solvency levels.

c)

decline of membership may be an indication of the economic
turndown.

d)
3.

they do not indicate the consumer’s perception of value.

When analysing medical schemes, the different options:
a)

don’t need special consideration, as the consolidated view is
enough.

b)

represent unique products that needs to be self-sufficient.

c)

must include all the different classes of benefits.

d)

need to be evaluated regarding whether they provide for
PMB.

4.

Which aspect of the important factors that need consideration when
evaluating options is correct:
a)

The overall and sub-limits are not relevant.

b)

Any exclusions of benefits apply only to the main body of the
scheme.

c)

The use of networks of providers serves as a guideline only.

d)

Co-payments

or

deductibles

for

services

required

are

important.
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5.

Non-health care expenditure of medical schemes are represented by:
a)

administration fees and bad debt.

b)

administration fees and managed care fees.

c)

administration and managed care fees, broker commissions
and bad debt.

d)
6.

administration fees, managed care fees and bad debt.

The credit rating of a medical scheme reflects inter alia:
a)

the scheme's investments portfolio.

b)

the number of months' claims that a scheme can pay from its
cash reserves.

c)

the number of months' claims a scheme can pay from its
gross contribution income.

d)
7.

the growth of a scheme's membership base.

In terms of the Global Credit Rating for medical schemes:
a)

a rating of A is regarded as the highest rating.

b)

BBB-ratings don’t have adequate claims-paying ability.

c)

an industry risk ceiling of A for medical schemes has been
applied.

d)

schemes with BBB+, BBB or BBB- ratings have adequate
claims-paying ability and adequate protection.

8.

The scheme's non-health care cost (NHC) component:
a)

is of no concern as it costs money to manage a medical
scheme.

b)

a NHC of 16% of gross contribution income represents good
value.

c)

d)
9.

the Council has set a target for NHC of 10%.

NHC is gradually decreasing.

When analysing a medical scheme, the pensioner ratio:
a)

refers to the number of members above the age of 60 years.

b)

has a reported average, which is ±10% of membership.

c)

does not provide useful information.

d)

gives an indication of potential risk associated by increasing
age.
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10.

The net health care result in the financial analysis of a medical scheme
gives an indication of:
a)

an operating result indicating that the scheme makes a loss.

b)

an operating result indicating the result of gross contribution
income minus all expenses.

c)

an operating result indicating the result of gross contribution
income minus only health care costs.

d)

an operating result indicating the result of net contribution
income minus both health care and non-health care costs.
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Chapter

6
Client needs analysis, render advice and
choosing the right option
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Explain the impact of prior membership of any other scheme, and the period
of such membership. (T5,7&8)
Explain the cost of the benefits of the medical schemes.
Explain how the personal information/situation of the consumer may
influence the scheme/benefit choice and benefit costs. (T5,7&8)
The MSA that needs to be considered
Importance of considering demographic & financial information
Explain what financial information must be obtained from
the consumer, i.e. income to determine the affordability of
the contribution. (T5,7&8)
Importance of global credit ratings (refer Chapter 5 Section 5.2.5)
Explain what the tax implications for the consumer are, with regard to their
medical scheme and health care expenses. (T7)
Identify what relevant legislation should be taken into consideration when
providing advice to the consumer.
(Complimentary legislation, i.e. Tax, FICA, etc.)
Describe the importance of considering all demographic and financial
information on medical schemes, including but not limited to solvency ratio,
average age, pensioner’s ratio, size of the schemes, GEMS profile, etc.
Explain to the consumer the broker’s relationship with the consumer and the
medical scheme.
Provide a general overview of the industry and any issues that are currently
impacting on the medical schemes.
Explain why the underwriting protocols should be considered when rendering
advice to the consumer. (T5,7&8)
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Purpose
To advise clients on an appropriate medical scheme to suit their needs and that
is also within what the client can afford, means that the financial adviser needs
to understand the benefits, clinical risk within the scheme, the financial
performance and service levels.
Your clients would want the reassurance of long-term sustainability of the
medical scheme recommended to them as well as a benefit structure of the
product recommended that will serve their needs optimally. The client also needs
to be able to afford the contributions to the medical scheme on an ongoing basis.
This chapter will guide you through the main indicators so as to enable you to
develop a system for evaluating medical schemes.

6.1

6.1.1

JOINING A MEDICAL SCHEME

Introduction

It is firstly important to understand that every person who wants to join a
medical scheme and can afford to pay the contributions can become a
member of a medical scheme.
The principle of open enrolment means that any open medical scheme must
admit any person who applies to be a member of that medical scheme.
The practical implication is that a medical scheme cannot deny membership
based on:
•

a prospective member’s age.

•

a prospective member’s health status.

•

a prospective member’s previous claims experience with another
medical scheme.

This means, that in line with the principles of open enrolment, crosssubsidisation and community rating in the medical scheme business, schemes
cannot risk rate and underwrite the risk associated with a prospective
member’s age or health status.
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In other words, the contribution paid towards membership cannot be
increased because of older age or a sicker member. This is contrary to the
practice and rules that apply when an applicant is assessed and underwritten
for an insurance product.
To give protection to medical schemes against prospective members who wait
until they are older or develop an ailment before joining, the Act however
makes provision that medical schemes, at the time of evaluating an
application for membership, can apply:
•

late joiner penalties (see 6.3.1).

•

waiting periods (see 6.3.2).

6.2

KNOW YOUR CLIENT

Before a medical scheme can be recommended to a potential client and his
dependants, you need to explore the following aspects in order to understand
the client’s needs as well as what that client can afford.
To be able to understand these needs, a broker needs to develop a structured
process of information-gathering and evaluation. This information will enable
the broker/FSP to appropriately advise the client on a suitable medical
scheme and option.
The FAIS Act, Section 8, also provides for the suitability when furnishing
advice. It provides that the Broker/FSP prior to providing a client with advice:
•

takes reasonable steps to seek from the client appropriate and
available

information

regarding

the

client’s

financial

situation,

financial product experience and objectives to enable the provider to
provide the client with appropriate advice;
o

conduct an analysis, for purposes of the advice, based on the
information obtained.

o

identify the financial product or products that will be
appropriate to the client’s risk profile and financial needs.

o

where the financial product are to replace an existing
financial product wholly or partially held by the client, fully
disclose to the client the actual and potential financial
implications, costs and consequences of such a replacement,
including, where applicable, full details of:
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-

fees and charges in respect of the replacement
product.

-

special

terms

liability,

and

waiting

conditions,

periods,

exclusions

loadings,

of

penalties,

excesses, restrictions or circumstances in which
benefits will not be provided, which may be
applicable to the replacement product.
-

in the case of an insurance product, the impact of
age and health changes on the premium payable.

-

differences between the tax implications of the
replacement product and the terminated product.

-

material differences between the investment risk
of the replacement product and the terminated
product.

-

penalties or unrecovered expenses deductible or
payable due to termination of the terminated
product.

-

to what extent the replacement product is readily
realisable

or

the

relevant

funds

accessible,

compared to the terminated product.
-

vested rights, minimum guaranteed benefits or
other guarantees or benefits that will be lost as a
result of the replacement.

•

The provider must take reasonable steps to ensure that the client
understands the advice and that the client is in a position to make an
informed decision.

6.2.1

Information generation and evaluation

The process of obtaining the required information from the client so as to
advise in terms of the appropriate medical scheme and option, should include
an in-depth interview covering all the aspects listed in the sub-paragraphs.
This information is not only needed for the evaluation and recommendation
but also to assist the prospective member in the application process.
The following broad categories of information are needed:
Where is the client in his/her natural lifecycle?

In other words, the client’s health needs at every stage of the lifecycle varies
and may determine the need for a specific medical scheme product. The
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information needs to guide the broker to advise on which medical scheme
option will be the most suitable for that specific client’s health needs and
circumstances.
Examples of the lifecycle that need to be considered:
•

A single person perhaps needing only a hospital plan

•

A young married person contemplating starting a family with good
benefits covering childbirth and neonatal care

•

A middle-aged person with teenage children needing good day-to-day
cover

•

An older

client and spouse with

chronic

diseases needing a

comprehensive plan.
The client’s history of medical scheme

membership and his reason for

change

This information is important, as you need it for your assessment:
•

Whether the client had previous membership or no previous
membership. If previous membership, then for how many years of
credible coverage? (See paragraph under 6.3.1)

•

Did the client have a break in membership?

•

If changing from a medical scheme, the reason for doing so.

This information is vital to determine whether any of the following will apply:
•

Waiting periods

•

Late-joiner penalties

Income and employment status

The importance is to establish what the client can afford and how sustainable
the contribution to the medical scheme will be over time.
If permanently employed, the employment contract may make provision in a
structured salary package for an employer contribution to a medical scheme.
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The health status of the principle member and every dependant

This information is important to evaluate the richness of the benefits that is
required to serve the needs of the member and his family. You need to
evaluate:
•

historic

health

care

expenditure:

understand

how

much

the

member/family spent on acute and chronic medicine, emergency
care, dentistry and eye-care over the previous year or two.
•

PMB conditions: do any of the member or dependants suffer from any
of the listed PMB conditions and the medication used?

•

chronic non-PMB conditions: any other chronic conditions that need
ongoing use of medication.

•

very specifically, any condition for which the member and/or the
dependants sought medical advice for the twelve (12) months prior
to the application for membership.

Propensity to take risk and limit choice

Some members want medical schemes that cover most of the health needs
under a risk coverage. Other members elect to decide to fund discretionary
costs themselves. It is important to distinguish the client’s preference.
•

Is the client willing to self-fund some costs for clinical care of out-ofhospital (ambulatory) services?

•

If so, can the patient afford financially to do so if health care is
needed?

Willingness to be limited in choice of health care providers

Is the client willing to be limited in terms of choice of doctor and other
providers, i.e. access to a list or network of doctors or pharmacies? If so,
they may not be able to use the chosen GP of their choice but will be limited
to a contracted doctor. The same for a hospital nearer to their place of
residence may not be on the list of provider hospitals. However, the
contribution will be more affordable and benefits good.
Wellness/Loyalty programmes

Although the so-called loyalty programmes do not form part of a medical
scheme, certain consumers may want to choose an option that provides
access to these programmes.
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It is important to establish whether the client specifically requests access to a
wellness-based loyalty programme.

6.3

THE IMPORTANCE OF PRIOR MEMBERSHIP

6.3.1

Late joiner penalties

Regulation 13 (1) provides that a “medical scheme may apply premium

penalties to an applicant or dependant of a late joiner and such penalties
must be applied only to the portion of the contribution related to the member
or any adult dependant who qualifies for late joiner penalties.” (Regulations,
17)
“Late joiner” means an applicant or the adult dependant of an applicant who,

at the date of application for membership or admission as a dependant, as
the case may be, is 35 years of age or older, but excludes any beneficiary
who enjoyed coverage with one or more medical schemes as from a date
preceding 1 April 2001, without a break in coverage exceeding three (3)
consecutive months since 1 April 2001. (Regulation, 2002, 10)
A late-joiner penalty refers to a penalty by way of additional contributions,
imposed on persons joining a scheme for the first time only late in life and is
intended to encourage earlier and continuous membership of a medical
scheme.
The specific information that the broker needs in order to determine whether
a late-joiner penalty applies or not, must include the following:
•

Are the client or any dependants 35 years of age or older?

•

Was the client a member of one or more medical schemes as from a
date preceding 01 April 2001 or not?

•

Was the client a member of a medical scheme prior to this application
without a break in coverage exceeding three (3) consecutive months
since 01 April 2001? (CMS, FAQ).

Thus, if a client or dependant is over 35 years of age and has not been a
member of a medical scheme for a period of three (3) months prior to this
application, a late-joiner penalty will be calculated and the premium of the
medical scheme adjusted with that penalty.
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The penalties are applied as a surcharge on the scheme (or loaded)
contribution.
The additional contribution payable by a late joiner to a medical scheme, is
calculated using the following formula:
A = B – (35 + C)
A = Penalty band
B = Age of late joiner
C = Credible coverage
Credible coverage

Credible coverage is

the determination of

any qualifying periods

of

membership of a registered medical scheme since 1 April 2001. It is defined
in the Act as follows:
“’Creditable coverage’ means any period in which a late joiner was—

a)

a member or a dependant of a medical scheme;

b)

a member or a dependant of an entity doing the business of a
medical scheme which, at the time of his or her membership of such
entity, was exempt from the provisions of the Act;

c)

a uniformed employee of the South African National Defence Force,
or
a dependant of such employee, who received medical benefits from
the South African National Defence Force; or

d)

a member or a dependant of the Permanent Force Continuation
Fund, but excluding any period of coverage as a dependant under the
age of 21 years.”

How does a member prove former membership?

Regulation 2 and 3 determines ”that a medical scheme must, within thirty
(30) days of the termination of membership or at any time at the request of
any former member, or dependant, provide that member or dependant with a
certificate, stating the period of cover, type of cover and whether or not the
person qualified for late joiner status”.
The regulation also makes provision that the certificate of membership must
be forwarded on request to any medical scheme to which the former member
or dependant subsequently applies for membership.
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The applicant is also entitled to produce a sworn affidavit in those instances
where reasonable efforts to obtain documentary evidence of previous
membership were unsuccessful.
Determination of the surcharge

The formula used to determine whether a late-joiner penalty will apply (A), if
positive, need to be used with the penalty table. The surcharge applied to the
contribution will be as follows:
Number of years an applicant was not

Maximum penalty

a member of a medical scheme

1 - 4 years

Contribution x 1.05

5 - 14 years

Contribution x 1.25

15 - 24 years

Contribution x 1.5

25+ years

Contribution x 1.75

Example:

John X wants to join a medical scheme. He is 40 years old and his wife is 32.
He has never been a member of a medical scheme. The scheme contributions
relevant to the option he elected, are as follows:
Monthly contribution

Principal member

R1 000

Adult dependant

R

900

Because he is over the age of 35 years old, a late-joiner penalty may apply.
He has never been a member of a medical scheme and therefore does not
have any creditable coverage.
Apply the formula for the late joiner penalty:
A = B – (35 + C)
A = 40 – (35 + 0)
A=5
He falls in the penalty band of 5 - 14 years.
A penalty or surcharge of 25% will apply to his contribution.
= R1 000.00 x 1.25
= R1 250.00
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His wife of 32 years of age will pay R900.00. No surcharge will be levied on
that contribution.
His total contribution will therefore be:
R1 250.00 + R900.00
= R2 150.00 per month.
6.3.2

Waiting periods

The second important aspect relating to prior membership, is the imposing of
waiting periods when a member changes medical schemes or has not
previously been a member of a medical scheme.
What is a waiting period?

A waiting period refers to a period during which the member pays a
contribution towards the medical scheme joined but during which time the
member and/or dependants are not entitled to benefits.
Types of waiting periods

There are two kinds of waiting periods, i.e.:
•

a general waiting period of up to three (3) months.

•

a condition-specific waiting period of up to twelve (12) months.

A communication from the Registrar’s office dated 27 July 2006 makes it
clear that “waiting periods should only be used as a tool to mitigating adverse
selection, and not to treat applicants unfairly. Condition-specific waiting
periods can accordingly be imposed in respect of conditions that an applicant
suffered from or sought medical treatment for during the twelve-month (12month) period before an application for membership of the scheme was
made. While medical schemes may be entitled to request health-related
information from members for disease management purposes, conditionspecific waiting periods may under no circumstances be imposed on members
for conditions falling outside of the twelve-month period.”
Uncovered period

When a client approach the broker for assistance with an application for
membership of a medical scheme, it is important to determine how long the
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client has been without medical scheme cover (i.e. how long the client did not
belong to a medical scheme). This period of time is referred to as the

uncovered period.
The uncovered period is determined by calculating the time from the last day
with the previous scheme to the date of application for membership with the
new scheme.
There are two important determinants for the medical scheme when they
decide on whether or not to apply waiting periods and thus it is essential for
the broker to understand and be able to explain them to a prospective
member:
•

The first is whether the uncovered period is more that ninety (90)
days or less than ninety (90) days.

•

The second factor is the membership period of the applicant with the
previous scheme, whether longer or shorter than twenty-four (24)
months.

This information may also be crucial to the member in terms of timing of the
application.
When do waiting periods not apply? (CMS FAQ, 32)

Waiting periods do not apply in respect of the following:
•

Prescribed Minimum Benefits other than waiting periods that may be
imposed on those applicants who have never belonged to a medical
scheme, or have not been beneficiaries for the preceding ninety (90)
days

•

A child dependant born during the period of membership

•

A member moving between benefit options, unless he has to
complete the remaining period of previously imposed waiting periods

•

When an individual has to involuntarily transfer to another scheme
due to a change of employment

•

In instances where an employer changes the medical scheme of his
employees with effect from the beginning of the financial year.

Therefore, consider the following aspects:
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•

Has the prospective member been a member of a medical scheme
and applies for new membership within a time period of ninety (90)
days since resigning from the previous medical scheme?

•

Has the prospective member been a member of a previous medical
scheme for less than two (2) years?

•

Has the prospective member been a member of a previous medical
scheme for more than two (2) years?

•

The member needs to declare any health-related condition for which
he/she or the dependants received medical attention. This includes
any chronic condition like high blood pressure or diabetes.

Depending on the answers to the above questions, the medical scheme can
apply:
•

no waiting period.

•

a three-month (3-month) general waiting period.

•

a twelve-month (12-month) condition-specific waiting period.

The table below serve as a summary and reference guide for waiting periods.
Category

12

Waiting

3 months

months

period

general

condition-

Applies

specific

to PMB

Yes

Yes

Yes

No

Yes

No

Yes

No

No

No

No

No

No

No

No

Application, with no membership ninety
(90) days prior to application, regardless
of previous membership
Application, with break in cover of less
than ninety (90) days, from a member
who was member of a different scheme for
less than two (2) years
Application, with break in cover of less
than ninety (90) days, from a member
who was a member of a different scheme
for more than two (2) years
Employer changing medical schemes
Application for change of scheme because
of change of employment
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Example:

In the application of John X to join a medical scheme, he provided the
following additional information:
•

He has never been a member of a medical scheme.

•

He has a chronic condition, hypertension (high blood pressure).
Hypertension is a Prescribed Minimum Benefit.

•

His wife has been suffering from backache for which she consulted a
GP and received medication and physiotherapy during the past six (6)
months.

The medical scheme can apply the following waiting periods in respect of
John X’s membership:
•

A three-month (3-month) general waiting period for him and his
dependant.

•

A twelve-month (12-month) condition-specific waiting period for his
hypertension although it is a PMB.

•

A condition-specific waiting period for his wife with regard to her back
problem.

The practical implication of this is as follows:
•

No benefits will be paid within the first three (3) months of
membership for him or his wife in spite of him paying the monthly
contribution.

•

No

benefit

will

be

paid

with

respect

to

the

management

(consultations, medicine, hospitalisation) of controlling or treating his
hypertension.
•

No

benefit

will

be

paid

with

respect

to

the

management

(consultations, medicine, hospitalisation) of controlling or treating his
wife’s back problem.
•

After the first three (3) months, benefits could be paid for any other
condition not related to conditions specified under the conditionspecific waiting periods for him and his wife. If his wife develops an
acute condition, for example, an acute appendicitis, the treatment of
the condition will be covered after the necessary pre-authorisations
had been obtained as per the rules of the scheme.

•

After the twelve (12) months of membership, they will both be
covered for the conditions excluded within the first twelve-month
(12-month) waiting period.
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6.4

CLIENT FINANCIAL INFORMATION

It is important to have insight to what a member can afford to contribute on an
ongoing basis to the membership of a medical scheme. This information needs
to be matched with the most appropriate medical scheme option that makes
provision for the health needs of the member.
6.4.1

Self-employed

If the member is self-employed, you need to work through a budget and look
at the client’s disposable income.
6.4.2

Formally employed

•

Does the structure of the salary include:
o

a contribution to a medical scheme (previously referred to as
a employer subsidy)?

o
•

what that amount is?

Do the terms of employment make provision for compulsory
membership of a medical scheme?

6.4.3

Impact of medical scheme contribution

It is important to demonstrate to the client the impact on his financial situation
when considering the affordability of contributions of different medical scheme
option contributions.
In this regard, the tax relief should also be calculated.
Again, just a reminder that a recommendation for the selection of an option
should include the health needs and affordability of a prospective member.
The following is an example of how to calculate the contributions for two
different options of a medical scheme for the benefit year 2010:
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Comprehensive option

Basic option

Principal member

R2 499

R977

Adult dependant

R2 356

R765

Child dependant

R508

R311

Total family of three (3)

R5 363

R2 053

The benefits and freedom of choice for the two options are obviously vastly
different and need to be considered with the contribution. (See also Chapter 2
Section 2.4.3.3.)

6.5

THE TAX TREATMENT OF MEDICAL SCHEME CONTRIBUTIONS
AND MEDICAL EXPENSES

6.5.1

The current new dispensation

The Income Tax Act, in Section 18, deals with the tax relief allowable in
terms of medical expenditure for every person belonging to a medical fund,
approved in terms of the Medical Schemes Act 131 of 1998 or if outside RSA,
a fund that is approved in terms of similar legislation.
The Income Tax Act provides for the following:

“any contribution by the

employee to a medical scheme as contemplated in section 18 (1) (a)
(i)

if the employer effects payment of the contribution to the medical
scheme; or

(ii)

at the option of the employer, if the employer does not effect
payment of the contribution to the medical scheme, in respect of
which proof of payment has been furnished to the employer,

if the employee is entitled to a rebate under section 6 (2) (b) “
and further:

“in any other case—so much of the contributions made by the taxpayer
during the relevant year of assessment as contemplated in subsection (1)
(a), as does not exceed—
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(aa)

(bb)

(cc)

R670 for each month in that year in respect of which those
contributions were made solely with respect to the benefits of that
taxpayer;
R1 340 for each month in that year in respect of which those
contributions were made with respect to the benefits of that taxpayer
and one dependant; or
where those contributions are made with respect to the taxpayer and
more than one dependant, the amount referred to in item (bb) in
respect of the taxpayer and one dependant plus R410 for every
additional dependant for each month in that year in respect of which
those contributions were made;”

The current system places a monthly monetary cap for income tax purposes
that takes into account the number of beneficiaries covered. This system is
expected to provide complete tax relief for more affordable medical scheme
packages for low and middle-income families, while restricting benefits for
more expensive benefit options.
The principles of medical scheme contributions for income tax purposes are
the following:
•

All medical scheme contributions are deemed to be employee
contributions.

•

Members are taxed on amounts that exceed the monthly monetary
cap.

•

Members may claim medical expenses (including taxed contributions)
on annual assessment to the extent that it exceeds 7.5% of taxable
income.

•

Pensioners (older than 65) and disabled members are excluded from
the 7.5% rule.

The new dispensation extends the tax benefit to self-employed individuals
and will also benefit the industry, as more people will now be able to buy
medical cover with an understanding that they will also benefit from the tax
provisions.
6.5.2

The monthly monetary cap

Because all medical scheme contributions are deemed to be employee
contributions, the prescribed monetary cap will apply to tax deductions on a
monthly basis.
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The monthly monetary caps for tax-deductible contributions to medical
schemes for the fiscal year 2010/2011 will be as follows:
•

R670 for each month in the tax year in respect of which those
contributions were made solely with respect to the benefits of the
employee.

•

R1 340 for each month in the tax year in respect of which those
contributions were made with respect to the benefits of the employee
and one dependant (thus, R670 also for the first dependant), or

•

Where those contributions were made with respect to the employee
and more than one dependant, R1 340 in respect of the employee
and one dependant plus R410 for every additional dependant for each
month in the tax year in respect of which those contributions were
made.

The Income Tax Act also makes provision that where the employer, where it
does not affect the payment of the contribution to a registered medical
scheme, may deduct any contribution made by the employee to a registered
medical scheme, as does not exceed the capped amount, and where the
employee furnished the employer with proof of payment.
Under the new legislation all contributions, irrespective of who the contributor
is, will now qualify for preferential tax treatment.
Benefits payment from medical scheme to cover expenses for relevant health
services as contained in the Income Tax Act, are not taxable.
6.5.3 Example

When doing the financial analysis for the client (paragraph 5.4), the income
tax relief should be considered and demonstrated.
The following principles are important:
•

All medical scheme contributions are deemed to be employee
contributions.

•

The tax relief applies as much for the self-employed as the formally
employed.
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An example of the calculation of tax relief:

A married member of a medical scheme has two (2) children. His company
makes a contribution of R3 000.00 per month towards his medical scheme.
•

What are the income tax principles that apply in this situation?

•

What are the fringe benefit tax implications for this person?

Principle:
Members are taxed on amounts that exceed the monthly monetary cap.
Calculation of monitory cap for 2010/2011 tax year:
Member

R

670.00

Spouse

R

670.00

+ 2 children

R

820.00

Total

R2 160.00 capped

The company makes a contribution of R3 000.00
The tax relief is equal to the monthly monitory cap, which in this case
amounts to R2 160.00.
The taxable benefit amount =R3 000 – R2 160 = R840.00
6.5.3

Medical expenses

Handicapped person

Taxpayers under 65 may claim all qualifying medical expenses, where the
taxpayer or the taxpayer's spouse or child is a handicapped person. The
definition of “handicapped” is to be reviewed.
Taxpayers 65 years and older and retired individuals

It is important to note that taxpayers older than 65 years will continue to be
able to deduct all medical scheme contributions and other medical expenses
from their taxable income.
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Other qualifying medical expenses

Contributions exceeding the capped tax-free amount and any other medical
expenses may be claimed as a deduction to the extent that this exceeds
7.5% of taxable income.
6.5.4

Definition of dependant

The Income Tax Act was amended to change the definition of dependant to
be in line with the definition in the Medical Schemes Act and states as
follows:
“’dependant’ means –
(a)

The spouse or partner, dependent children or other members of the
member’s immediate family in respect of whom the member is liable
for family care and support; or

(b)

Any other person who, under the rules of a medical scheme, is
recognised as a dependant of a member.

6.5.5

Handicapped person

The Income Tax Act was amended to introduce a deduction for people with
disabilities.
How does SARS define a handicapped person?

A handicapped person is defined in terms of Section 18 of the Act and means
•

a blind person.

•

a deaf person.

•

A person who as a result of a permanent disability requires a
wheelchair, calliper or crutch to assist him to move from one place to
another.

•

a person who requires an artificial limb, or

•

a person who suffers from a mental illness.

How to claim medical expenses relating to disability

In order for an expense to be taken into account in this regard, the taxpayer
must provide the following information –
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•

Full details of the nature of the physical disability

•

That the expense was incurred in consequence of the physical
disability, i.e. directly connected with the physical disability and/or
incurred as a necessary result of the physical disability, and

•

Why it was necessary (i.e. inevitable, unavoidable, in such a way that
it cannot be otherwise, of necessity, etc.) To incur the expense.

The term "disability” is defined as a "moderate to severe limitation" of your
ability to function or perform daily activities as a result of a physical, sensory,
communication, intellectual or mental impairment.
Your disability must have lasted more than a year or be expected to last
more than a year, and you must have been diagnosed by a registered
medical practitioner.
A "moderate to severe limitation" is interpreted to mean a significant
restriction on your ability to function or perform one or more basic daily
activities after maximum medical correction.
The expenses you claim as a tax deduction will have to be ones that were
necessary, and if you claim for dependants they must have been on your
medical scheme at the time the expenses were incurred.
To claim a disability-related tax deduction, a registered medical practitioner
will have to complete a form on an annual basis.
The Act now also defines a "physical impairment" as an impairment that does
not have a severe impact on your daily activities. For example, if your vision
is not perfect but can be corrected with glasses, it qualifies as a physical
impairment.
Examples of the type of disability expenses that can be claimed

Examples of expenses necessarily incurred in respect of a physical disability
suffered by a handicapped person are expenses relating to:
•

the purchase of reading aids such as CCTV readers, video magnifiers
and machines that convert printed material into Braille.

•

the purchase of white canes.

•

the purchase of talking watches, alarm clocks, cell phones or scales.

•

costs of keeping a guide dog.

•

purchase of software that converts speech to text and vice versa.
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•

purchase of electronic or other devices used by deaf persons (for
example, a flashing light indicating that a door bell is ringing).

•

purchase of hearing aids.

•

purchase of wheelchairs, callipers and crutches.

•

ramps for wheelchairs.

•

enlargements of doorways to accommodate wheelchairs.

•

installation of support railings.

•

purchase of adapted toilets, sunken baths or a shower seat.

•

purchase of artificial limb(s).

•

the adaptation of a vehicle to a person's special needs made essential
as a result of the handicap.

If you are under 65, expenses for such a "physical impairment" will be taxdeductible only to the extent that they exceed 7.5% of your taxable income.
This is the limit any taxpayer needs to exceed before being able to claim an
un-recouped medical expense against tax.
Example:

If your vision is not perfect but can be corrected with glasses, you will be able
to claim against your taxable income the un-recouped expenses related to
your vision only where these exceed 7.5%

of your taxable income. This

means you would need to spend a high amount before you qualify for a
deduction for what is now defined as a physical impairment.
Your sight would have to be very poor before you could be regarded as
having a disability and entitled to a full deduction for your expenses.
6.5.6

Medical savings accounts

This is general advice to be given to members with regards to medical
savings accounts:
•

Withdrawals from the MSA for purposes other than “relevant health
service” are taxable.

•

Transfer of funds to the member from the MSA after cancellation of
membership of the medical scheme is taxable.

•

Transfer of the MSA to an MSA of another medical scheme when
changing medical schemes option, is not taxable.

•

Interest received on the MSA is not taxable and has no tax
implications.
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6.6

THE UNDERWRITING PROCESS

When applying for membership to a medical scheme, the information is used to
evaluate the following:
•

The clinical risk of the applicant and his dependants for risk
management and administrative services.

•

To decide whether a late-joiner penalty applies.

•

To decide whether to impose waiting periods.

Remember, according to the Act and as provided in the model rules, the costs
of contributions to a medical scheme can be determined only on the grounds
of income or number of dependants of the member, or on both income and
number of dependants. (See paragraph 2.3.2.2.)
This means that strictly speaking, the “underwriting process” is limited to the
evaluation and provisions as discussed above and as discussed in paragraphs
6.3.1 and 6.3.2.
Please also note the importance of providing accurate clinical information as
is discussed in Section 6.7.

6.7

THE PERSONAL INFORMATION AND CHOICE OF AN OPTION

Having gone through the process of evaluating the personal and financial
situation of the client, the following aspects are of importance when
considering the medical scheme option to recommend:
•

Age of the member and dependants insofar as the health benefits
required in that stage of the lifecycle (paragraph 5.2.1.1).

•

Pre-existing medical conditions and whether any treatment was
received within the last twelve (12) months for any medical
condition.

•

Months with regard to disclosure requirements (Section 5.6) as well
as health needs and the possible application of waiting periods by the
medical scheme.

•

Family size of the consumer and how it affects the cost of the
contribution to the chosen medical scheme option (Section 6.4.3).
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•

The previous history of membership with regards to credible coverage
and uncovered period to establish whether late-joiner penalty and
waiting periods will apply (paragraph 6.2.1.2).

•

The

financial

situation

of

the

client

and

affordability

of

the

recommended medical scheme option that will best satisfy the health
care needs of the member/family. (Please see section 2.4.3.3.)

6.8

THE APPLICATION FORM: FULL DISCLOSURE

6.8.1

Suspension of membership of medical schemes

A medical scheme cannot cancel or suspend a member’s membership or that
of his dependants except on the grounds of:
•

failure to pay, within the time allowed in the rules of the medical
scheme, the monthly membership contribution.

•

failure to pay any debt owed to the medical scheme.

•

the submission of fraudulent claims.

•

committing a fraudulent act.

•

the non-disclosure of material information.

Material information in this context refers to the withholding of any
information in relation to previous health conditions that may have an impact
on assessing the application of membership.
The implications of suspension of a member and retrospectively so, may have
huge financial implications for a member. This is not only in terms of
contributions but related to expensive treatment and hospitalisation that may
not be covered when the member’s membership is terminated.
Therefore, don’t underestimate the importance of providing full details of
previous medical history.
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Summary
In this chapter we discussed essential information that a broker needs to get
from a prospective member and his dependants in order to guide the member
to the correct choice of option of a medical scheme. It presents a framework
to be used and refined as a guiding tool. The consequence of not
understanding the impact of the various provisions may leave the client in a
situation that he/she is not covered or is insufficiently covered for his health
needs.

Self-Assessment Questions
1.

Your client needs advice with regard to the tax relief from his medical
scheme contribution. He has a wife and two (2) minor children. His
monthly contribution to the medical scheme is R3 000. His company
gives R3 000.00 a month medical scheme subsidy.

2.

a)

This amount is tax-free.

b)

The amount will be taxed in full.

c)

A monthly monitory tax cap will be R2 160.

d)

An amount of R800 will be taxed monthly.

During a waiting period:
a)

contributions are payable and benefits can be claimed.

b)

the member is not entitled to benefits but no contributions
are payable.

c)

the member is not entitled to benefits but contributions are
payable.

d)

the member is entitled to benefits but no contributions are
payable.

3.

According to the principle of open enrolment, a medical scheme may
not impose any restrictions on an applicant.
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a)

This is correct, no restrictions may be imposed.

b)

A late-joiner penalty may be applied.

c)

waiting periods may be applied.

d)

both late-joiner penalties and waiting periods may be applied.
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4.

Your client is 40 years old and his wife is 45 years old. He has not
been a member of a medical scheme for eighteen (18) months.
Previously he was member of ABC Medical Scheme for three (3)
years since 2001. You advise him that:

5.

a)

a late-joiner penalty of 1.25 will apply.

b)

the penalty for the member will be within the 1-4 years band.

c)

the late-joiner penalty for the wife will be contribution x 1.25.

d)

the penalty for the wife will be within the 1-4 years band.

The following tax treatment will apply to a member’s medical savings
accounts:
a)

Withdrawals from the MSA for purposes other than “relevant
health service” are not taxable.

b)

Transfer of funds to the member from the MSA after
cancellation of membership of the medical scheme is not
taxable.

c)

Transfer of the MSA to an MSA of another medical scheme
when changing medical schemes option, is not taxable.

d)
6.

Interest received on MSA is taxable.

In the application of John X to join a medical scheme, he provided
the following additional information: a) He has never been a member
of a medical scheme; b) He has a chronic condition, hypertension
(high blood pressure). Hypertension is a Prescribed Minimum Benefit.
The medical scheme can apply the following waiting periods in
respect of John X’s membership:
a)

A three-month (3-month) general waiting only.

b)

A twelve-month (12-month) condition-specific waiting period
only for his hypertension although it is a PMB.

c)

No waiting period because the condition is a PMB.

d)

Both a three-month (3-month) general and twelve-month
(12-month) condition-specific waiting period.

7.

Waiting periods do not apply in respect of:
a)

a

child

dependant

registered

during

the

period

of

membership.
b)

a member moving between benefit options.

c)

prescribed Minimum Benefits.

d)

when an individual voluntarily transfers to another scheme.
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8.

When a member applies for membership of a medical scheme, the
uncovered period is determined by calculating the time:
a)

from the last day with the previous scheme to the date of
application for membership with the new scheme.

b)

from the last day with the previous scheme to the effective
date of membership with the new scheme.

c)

from the first day without cover from the previous scheme to
the date of application for membership with the new scheme.

d)

from the last day with the previous scheme to the date on the
application form for membership with the new scheme.

9.

The principle of open enrolment means that any open medical
scheme must admit any person who:
a)

applies to be a member of that medical scheme.

b)

applies to be a member of that medical scheme but
depending on a prospective member’s age.

c)

applies to be a member of that medical scheme but
depending on a prospective member’s health status.

d)

applies to be a member of that medical scheme but
depending

on

a

prospective member’s previous

claims

experience with another medical scheme.
10.

With regards to late-joiner penalties:
a)

Such

penalties

will

be

applied

to

all

dependants

at

membership.
b)

They will only apply to the portion of the contribution related
to the member who qualifies for late-joiner penalties.

c)

They only apply to the principal member applying for
membership.

d)

It means an applicant who, at the date of application for
membership, is 30 years of age or older.
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Self-Assessment Answers
1.

Your client needs advice with regard to the tax relief from his medical
scheme contribution. He has a wife and two (2) minor children. His
monthly contribution to the medical scheme is R3 000. His company
gives R3 000.00 a month medical scheme subsidy.

2.

a)

This amount is tax-free.

b)

The amount will be taxed in full.

c)

A monthly monitory tax cap will be R2 160.

d)

An amount of R800 will be taxed monthly.

During a waiting period:
a)

contributions are payable and benefits can be claimed.

b)

the member is not entitled to benefits but no contributions
are payable.

c)

the member is not entitled to benefits but contributions are
payable.

d)

the member is entitled to benefits but no contributions are
payable.

3.

According to the principle of open enrolment, a medical scheme may
not impose any restrictions on an applicant.

4.

a)

This is correct, no restrictions may be imposed.

b)

A late-joiner penalty may be applied.

c)

waiting periods may be applied.

d)

both late-joiner penalties and waiting periods may be applied.

Your client is 40 years old and his wife is 45 years old. He has not
been a member of a medical scheme for eighteen (18) months.
Previously he was member of ABC Medical Scheme for three (3)
years since 2001. You advise him that:
a)

a late-joiner penalty of 1.25 will apply.

b)

the penalty for the member will be within the 1-4 years band.

c)

the late-joiner penalty for the wife will be contribution x 1.25.

d)

the penalty for the wife will be within the 1-4 years band.
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5.

The following tax treatment will apply to a member’s medical savings
accounts:
a)

Withdrawals from the MSA for purposes other than “relevant
health service” are not taxable.

b)

Transfer of funds to the member from the MSA after
cancellation of membership of the medical scheme is not
taxable.

c)

Transfer of the MSA to an MSA of another medical scheme
when changing medical schemes option, is not taxable.

d)
6.

Interest received on MSA is taxable.

In the application of John X to join a medical scheme, he provided
the following additional information: a) He has never been a member
of a medical scheme; b) He has a chronic condition, hypertension
(high blood pressure). Hypertension is a Prescribed Minimum Benefit.
The medical scheme can apply the following waiting periods in
respect of John X’s membership:
a)

A three-month (3-month) general waiting only.

b)

A twelve-month (12-month) condition-specific waiting period
only for his hypertension although it is a PMB.

c)

No waiting period because the condition is a PMB.

d)

Both a three-month (3-month) general and twelve-month
(12-month) condition-specific waiting period.

7.

Waiting periods do not apply in respect of:
a)

a

child

dependant

registered

during

the

period

of

membership.

8.

b)

a member moving between benefit options.

c)

prescribed Minimum Benefits.

d)

when an individual voluntarily transfers to another scheme.

When a member applies for membership of a medical scheme, the
uncovered period is determined by calculating the time:
a)

from the last day with the previous scheme to the date of
application for membership with the new scheme.

b)

from the last day with the previous scheme to the effective
date of membership with the new scheme.

c)

from the first day without cover from the previous scheme to
the date of application for membership with the new scheme.

d)

from the last day with the previous scheme to the date on
the application form for membership with the new scheme.
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9.

The principle of open enrolment means that any open medical
scheme must admit any person who:
a)

applies to be a member of that medical scheme.

b)

applies to be a member of that medical scheme but
depending on a prospective member’s age.

c)

applies to be a member of that medical scheme but
depending on a prospective member’s health status.

d)

applies to be a member of that medical scheme but
depending

on

a

prospective member’s previous

claims

experience with another medical scheme.
10.

With regards to late-joiner penalties:
a)

Such

penalties

will

be

applied

to

all

dependants

at

membership.
b)

They will only apply to the portion of the contribution related
to the member who qualifies for late-joiner penalties.

c)

They only apply to the principal member applying for
membership.

d)

It means an applicant who, at the date of application for
membership, is 30 years of age or older.
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Chapter

7
Membership application: broker facilitation
and medical scheme perspective
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Explain why signatures are required. (T9)
Explain the administrative functions related to the application form. (T9&12)
Explain the internal structure of the administrator of the medical scheme.
(T9&12)
Describe what type of changes the consumer can make to the counteroffer
letter received from the medical scheme. (T9&12)
Explain the regulations/rules regarding completing application forms on
behalf of consumers. (T9&12)
Describe the conditions under which the membership of a member can be
suspended and/or terminated. (T9)
Explain the importance of advising the member and the broker of the
suspension. (T9)
Explain the administrative functions related to the application form. (T9&12)
Explain the processes involved with changing benefit options and the
addition/withdrawal and resignation of members/beneficiaries or dependants.
(T9)
Describe the record-keeping requirements in terms of FICA and FAIS. (T12)
Explain the internal medical scheme process involved when receiving an
amended counteroffer letter/acceptance letter from the broker/consumer.
(T12)
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Purpose
The completion of an application form for membership of a medical scheme is
fundamental to the admission of a member and beneficiaries, as well as the
continued membership. It is the entry-point to becoming a member and the
broker frequently plays an important role in this process. But the broker needs
an understanding of both the legislative requirements and provisions, as well as
the process, from a medical scheme perspective, in order to guide the applicant
through the process.

7.1

APPLICATION: BROKER PERSPECTIVE

7.1.1

Members’ rights in terms of access to membership

The Act makes provision for the following principles to be applied in running
the business of a medical scheme:
Open enrolment - Section 29(3) of the Act

This means that any medical scheme must admit all members who apply to
be a member. This principle is qualified in terms of access to restricted
membership schemes. It means that a medical scheme cannot deny
membership based on a prospective member’s age, health status or previous
claims experience.
Community rating - Section 29 (1) of the Act

This means that all members within the same option of a medical scheme will
pay the same contribution, irrespective of their age or their health status.
The only differentiations allowed in contributions are in respect of income
(higher income individuals can have higher contribution rates) or number of
dependants or both.
Right to admission - Section 29(2) of the Act

A medical scheme cannot cancel or suspend a member’s membership or that
of his dependants. See the exceptions under Suspension of Membership.
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Continuation membership - Section 29(2)(s) of the Act

This principle ensures that a member or dependant will be able to choose to
continue membership on a restricted medical scheme. These include the
following:
•

A member who retires from the service of his employer

•

A member whose employment is terminated due to age, health or
disability

•

A member’s dependants after the death of the member

•

Where an employer group decides to change medical schemes.

Cross-subsidisation

The

principle

of

community

rating

supports

the

principle

of

cross-

subsidisation. According to this principle the monthly contribution fee of the
more healthy and younger members within a scheme population who claim
less, will be used to cross-subsidise the monthly contribution of sicker and
older, higher-claiming members.
Minimum benefits

The Prescribed Minimum Benefits (PMB) refers to the minimum benefits
available to all members irrespective of the medical scheme option they
chose.
7.1.2

The application form

Should a broker assist his client in completing the application form for
membership of a medical scheme, it is of the utmost importance to:
•

make sure that all the personal and banking information is accurate.

•

Ensure that the health-related information is complete and does not
omit any health conditions or medical advice sought.

•

record accurately prior membership of medical scheme and break-in
cover.

Disclosure of material information

The importance of applying due caution in providing accurate information is
that in terms of Section 29(2) of the Act, a medical scheme may cancel or
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suspend the membership if, at the time of applying, the member failed to
disclose material information.
This information is of importance to the scheme and protection for schemes
and is used to predict their overall risk exposure for purposes of budgeting
and planning.
It also enables schemes to manage the risk of members who wait until they
know they’re about to face a major health event before they decide to join a
medical scheme.
Material information is that information which is relevant to the decision by a
medical scheme on whether or not to impose a general or condition-specific
waiting period. Therefore an applicant would have to disclose conditions for
which medical advice, diagnosis, care or treatment was recommended or
received within the twelve-month (12-month) period ending on the date on
which he applied for membership.
With reference to the aspect of “material information”, Council advises
members in CMScript, December 2008:
•

“Be honest when completing the application form, and especially the
section about your clinical history. Disclose all information requested
from you. If you are unsure about the terminology used on the
application form, contact the prospective scheme or your GP to clarify
it for you.

•

If a scheme finds that you were dishonest or that you withheld
information on the application form, the scheme may terminate or
cancel your membership, including retrospectively (to the date on
which you became a member of the scheme). You might then face
significant medical costs that could have been avoided.

•

If a broker helps you apply for membership, and especially if he/she
completes the application form on your behalf, double-check the facts
before you sign it. It is your signature that appears on the form; by
law, this means that you agree with the contents on the form.”
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Financial Adviser’s Declaration

Most application forms have a Financial Adviser’s Declaration Section that
needs to be completed by the broker. The information required includes:
•

the accredited status as financial adviser in terms of the Medical
Schemes Act and accreditation detail.

•

the licensed status by the FSB in terms of the FAIS Act at the date of
signing this application form.

•

a declaration that the broker has been appointed by the client to
provide advice about the application.

•

a declaration that the broker has a valid contract with the medical
scheme.

•

that the client was informed of the commission payable by the
medical scheme to the broker.

•

that the advice was impartial advice and in the best interest of the
client.

•

that the broker accepts accountability for any advice given to the
member about completion of the application form and joining the
scheme.

This declaration is signed by the broker/intermediary.
Obtain the signature of the client

The broker must ensure that the applicant is in agreement with all the
information disclosed, provided and recorded in the application form and that
it is factually correct and that no information was omitted. This is especially
important with regards to any medical condition for which the applicant or
any of the dependants received medical attention during the previous twelvemonth (12-month) period.
Make sure that the applicant reads and understands all the terms and
conditions and is aware of these and what they mean.
The applicant must personally sign the application form. A copy of the
application must be retained for record-keeping purposes.
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Submission date of application

The submission date of the application to the medical scheme becomes
important when there has been a break in membership. This is also referred
to as the uncovered period.
The application date refers to the actual date on which the medical scheme
receives an application for membership or registration of a dependant.
When a person applies for membership of a medical scheme, they determine
how long the applicant has been without medical cover (i.e. how long the
applicant did not belong to a medical scheme). This is referred to as the

uncovered period.
The uncovered period is determined by calculating the time from the last day
with the previous scheme to the date of application for membership with the
new scheme.
There are two important determinants for the medical scheme when they
decide on whether or not to apply waiting periods:
•

The first is whether the uncovered period is more that ninety (90)
days or less than ninety (90) days.

•

The second factor is the membership period of the applicant with the
previous scheme, whether longer or shorter than twenty-four (24)
months.

The practical implication is that if there was a break in membership for less
than ninety (90) days, the broker must ensure that the application date is
within the ninety (90) days period - that is the application form is received
and registered as such by the medical scheme within the ninety (90) days.
The applications date is also relevant in terms of the timing of the inception
date. This is the date on which the applicant’s membership of the medical
scheme and his dependants are registered and activated. Premiums are also
payable from that date.
Applications submitted before a pre-determined date of the month may be
processed and membership registered on the 1st of the following month. If
submitted at a later date in the month, it will be activated in the following
month, unless the scheme requires more information from the applicant.
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Pro-rata benefits

It is important to advise your client that certain of the medical scheme
benefits are given on a calendar year basis, which means that an annual limit
for benefits are specified in the rules of the medical scheme.
If your client joins a scheme on a date other than 1 January, the benefits are
calculated pro-rata, which means that your client will receive an adjusted
limit in terms of the benefits determined by the time registered. So, an
annual limit of R12 000 for a benefit may be pro-rated to R9 000 for the year
if the membership is activated on April 1 of the benefit year.
Late-joiner penalties

Schemes have the discretion to waive late-joiner penalties, but some apply
them strictly regardless of the reason for which members join a scheme late
in life.
The late-joiner penalties apply only to adult members and dependants and
not to child dependants.
Acceptance letter/Counteroffer

The letter the member gets back from the scheme in response to the
application, known as the counteroffer letter, will detail the terms and
conditions of your client becoming a member.
These counteroffers are usually valid for thirty (30) days.
Should the medical scheme approve the application for membership, without
any conditions, you need to ensure that:
•

the member signs the acceptance letter and returns it to the medical
scheme.

•

there is absolute clarity about the inception date.

•

the member resigns from current medical schemes when accepted
because it is illegal to be a member of more than one medical
scheme at the same time.

The counteroffer may notify your client formally of any waiting periods and
late-joiner penalties that will apply.
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You need to ensure that the client signs the acceptance form only after
having read the terms and conditions carefully, as well as ensuring that he
understands and agrees to them. Make sure that the client doesn’t sign if he
does not agree with any terms or waiting period or late-joiner penalty the
scheme imposes.
Before finalising an application for membership, the medical scheme may
request further information from your client regarding:
•

previous membership history

•

medical conditions or those of his dependants

•

income.

The medical scheme may insist on a medical report so that it knows whether
to apply certain waiting periods, but the scheme must pay the costs of any
medical tests or examinations it requires.
It is important to make sure that if your client already belongs to a scheme,
the membership of that medical scheme is not cancelled until you have
received formal notification that another scheme has accepted your client as
a member and the inception date is finalised.
To work out what your client’s contribution and financial obligation as a
member of a scheme will be, check the contribution rates the scheme
charges for a member as well as dependants. Confirm with the client the total
contribution as per your original advice.
Also make sure of the financial impact if the scheme decided to impose any
late-joiner

penalties,

as

these could

raise

your

client’s

contributions

significantly.
Record-keeping

The broker must ensure that copies of the application form and any
correspondence relating to the application process in any format, including
electronic and hard copy, is retained in terms of the FAIS Act and FICA
requirements.
Annual opportunity to change options

The Act makes provision that a member can change from one option to
another once a year, usually at the start of the new benefit year. Changes
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from options are not allowed during the benefit year. Notification of benefit
changes and contributions are sent to members by the medical scheme three
(3) months prior to a new benefit year.
From a broker perspective, it is essential to guide the member through the
implications of any benefit changes and contribution increases. The member
needs to be informed to what extent the product (option) continues to or
does not meet the health needs of the members and dependants.
Any changes need to reach the medical scheme before the allocated date to
effect the required information of the member system.
Explain the processes involved with changing benefit options and the
addition/withdrawal and resignation of members/beneficiaries or dependants.

7.2

APPLICATION: MEDICAL SCHEME PERSPECTIVE

7.2.1

Medical scheme administration

Medical schemes are either self-administered or contract with third party
administrators with the skills, infrastructure, and capacity to render a full
range of administration services to schemes in compliance with prevailing
legislation. In the case of outsourcing of the administration, medical schemes
conclude contracts to render the administration function with third party
medical scheme administrators that are accredited by the Council for Medical
Schemes (CMS) in terms of the Medical Schemes Act.
Whichever form of administration is used, the administration function of a
medical

scheme

utilises

comprehensive

and

integrated

information

technology systems capable of performing all administration, financial and
management functions. Their operating and financial management systems
must be interfaced to be able to reconcile financial information with
membership information, member contributions and claims transactions.
Their

information

security must

ensure sufficient access

control and

confidential treatment of patient information at all times. Administrator
systems must be flexible and capable of taking on additional functions as and
when the benefit design changes.
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The technology infrastructure and processes must operate in accordance with
the rules of the scheme, its registered benefit options and any limitations it
may have. Their systems must accurately assess and allocate claims and
benefits.
7.2.2

Administration divisions

The administration function can broadly be structured in the following
divisions:
New Business (member enrolment)

This division receives and processes new member applications. The unit
performs the underwriting function and finalising of the process. Once the
application has been finalised, it is sent to the membership division.
Open and closed schemes are administered differently. Companies with
restricted membership schemes (closed schemes) will often give concessions
on underwriting for the benefit of their employees. They are more lenient in
applying the underwriting rules according to the CMS legislation ensuring that
the employees’ well-being is well managed.
Membership

The medical scheme needs a proper and robust mechanism for the
registration, maintenance and updating of member records. All services
offered to a scheme must form part of an integrated process that allows the
member’s record to be fully utilised for contributions, claims and financial
management. In other words, this critical functionality organises and aligns
member record management to other key operational processes.
The unit, in line with the provisions above, manages every aspect of the
population of members and dependants of the medical scheme. It includes
the following:
•

The registration of new members and allocation of member numbers

•

Maintaining and updating of member records including all changes to
bank details, change of broker, contact details, change in marital
status

•

Membership card issuing

•

Membership certificate issuing for underwriting purposes when a
member resigns
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•

Income tax certificate management

•

Additional dependant or minor registration with management of date
of birth data and backdated to birth-date

•

Additional adult dependant registration. Management of waiting
period and Late-joiner penalty applied.

•

Broker details:
o

Details of contract and broker number

o

Agreed commission

o

Any contract changes and change to commission

•

Cancellation of membership, future date and backdated and deceased

•

Medical savings account refunds after the four (4) months of
cancellation and stop interest calculation

•

Pro-ration of benefits and option for full benefits when registration is
done in the middle of the benefit year.

Contribution management

The important function of management of contributions is performed in this
unit, both for employer groups and individuals.
Contribution management is a core business process for any medical scheme.
This process organises and aligns contribution management to other key
operational processes.
It includes the following:
•

Contribution tables per benefit option are maintained on the system
and are fully aligned to the registered rules of the scheme

•

Amendments

made

to

the

registered

rules

that

impact

on

contribution tables are effected timeously onto the system before any
further billing runs are generated
•

The contribution collection system interfaces with the individual
membership record to ensure accuracy prior to generating a billing
run

•

The preparation of billing for contributions and schedules

•

All membership terminations are accepted onto the computer system
ideally within one (1) day of receipt of notice

•

Collection, allocation and reconciliation of contributions

•

Income tax certificate

•

Credit

control:

The

systems

to

follow

up

non-payment

of

contributions or other amounts due to the medical scheme by
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members or employers by the end of the following month to which
the contributions or other debt applies.
Claims management

Claims administration is a core role of an administrator and must be an
integral part of overall operational functionality.
The administrator must ensure that they have a sound and reliable system in
place to facilitate the correct processing and payment of claims according to
the medical scheme and option rules and services that were authorised.
Medical savings accounts are administered and controlled according to the
provisions of the Act and the rules of the medical scheme, with particular
regard to the allocation of claims between the risk pool and saving accounts.
Each month and in respect of valid claims that have been paid, the medical
scheme is required to dispatch to the affected member a statement detailing
the benefits that the member received.
It requires strict security access classification for purposes of confidentiality
but also to prevent unauthorised changes to claims.
Financial management reporting and auditing

In compliance with legislation, the Principal Officer and the Board of Trustees
must

be

provided

with

regular

up-to-date

information

on

scheme

performance. The system must produce regular reports on the financial
position of their scheme(s) as well as statutory returns and monthly
management accounts as required in the Act.
Information management and data control

Information must be managed in such a way that promotes integrity and
protects the interests of schemes and their members.
A comprehensive, off-site data storage, backup policy and disaster recovery
process needs to be in place, in compliance with accepted industry norms and
standards.
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Customer services

The medical scheme must provide members and other relevant stakeholders
like health professionals and employers with relevant and professional
customer care services.
This unit usually manages the relations with brokers including the registration
of new brokers with whom the medical scheme has concluded agreements
and the subsequent allocation of broker codes. The appropriate management
of the payment of broker commissions in full compliance with the Act is
coordinated from here.
7.2.3

New member application process

The process of processing a new application for membership of a medical
scheme is as follows:
The medical scheme receives the new application form in the New Business
Department and it is then registered with the date of receipt. This date is
important as discussed earlier.
After this initial registration of the new application, the application is
forwarded to the Underwriting Department.
As no traditional underwriting is allowed, the application is assessed in line
with the provisions in the Act and assessed to determine the following:
•

Whether a late-joiner penalty applies and if so what surcharge will
apply to the member and/or dependants

•

Whether a waiting period should be imposed. The waiting period can
be:
o

a three-month (3-month) general waiting period and/or

o

a twelve-month (12-month) condition-specific waiting period.

On completion of the underwriting process, the New Business Unit will
generate a member acceptance letter/counteroffer with the details of
members and dependants, contributions, effective date and information on
waiting periods and late-joiner penalties. This counteroffer is valid for thirty
(30) days. The counteroffer is sent to the member and/or broker.
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The member will accept the membership and return the counteroffer to the
medical scheme upon which the process to register the membership is
finalised.
The Underwriting Unit may however require additional information, i.e.
information not provided on the application form or clinical information or
information of a financial nature that may not be clearly stated. The medical
scheme may also require the applicant or dependant to undergo a medical
examination at the cost of the medical scheme.
The application will be referred back to the broker and/or member for
completion and resubmission to the medical scheme.
The member acceptance letter

16 May 2018
Ms A Soap
Xxx
Dear Ms Soap
ONTHEGO MEDICAL SCHEME
It is our great pleasure to welcome you as a member of the ONTHEGO
Medical Scheme.
The following underwriting conditions are applicable to your application:
A general waiting period of three (3) months. As a member you cannot claim
any benefits during the general waiting period, including those related to
Prescribed Minimum Benefits.
A condition-specific waiting period for a maximum of twelve (12) months
relating to the following condition(s):
Angina (A Mall)
Cholesterol (A Mall)
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Any costs associated with this condition during the waiting period including
costs directly related to health factors arising from this condition will not be
covered. Cover will also not be provided for the treatment of conditions that
may have caused or contributed to the excluded condition(s).
A 50% premium penalty for joining the scheme late in life (A & S Mall).
Yours sincerely
X Txx
ONTHEGO MEDICAL SCHEME
ADMINISTRATOR

390-1234567 Ref No
Draft a counteroffer letter to the member where applicable

In response to the application, the medical scheme can make a counteroffer
or acceptance letter to the applicant. The counteroffer usually contains the
following:
•

Notification and welcome to the medical scheme and the inception
date

•

Notice of a general three-month (3-month) waiting period applied to
the applicants where applicable

•

Notice of applying a twelve-month (12-month) waiting period in
respect of pre-existing condition with respect to the applicant and/or
dependants where applicable

•

The letter lists the specific conditions for which the twelve-month
(12-month) waiting period will apply

•

Notice of a late-joiner penalty if applicable as well as the surcharge
that will be applied to the contribution.

The counteroffer letter usually requires that the applicant confirms that
neither her health nor that of her dependants had changed since her last
declaration of the health status of the member and that of her dependants in
the submitted application form.
The counteroffer also includes a clause stipulating that both waiting periods
imposed by the scheme will run concurrently and not consecutively.
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The scheme reserves the right in the event of non-disclosure of any material
condition at the date of acceptance, to apply further condition-specific waiting
periods associated with the undisclosed disorder.
A contact number for any enquiries regarding the counteroffer and contact
details should be provided.
Scheme response on applicant’s counter offer

The New Business Division will send the applicant an acceptance letter of
membership with or without underwriting conditions.
The administrator, in cases where there are conditions applied to the
proposed membership like late-joiner penalty or waiting periods, will await
the member’s response accepting or declining the membership with the
underwriting conditions.
The response time from the members is usually thirty (30) days. On receipt
of the amended counteroffer letter from the applicant or the broker, the
medical scheme will revise and accept or reject.
On acceptance by the medical scheme of the counteroffer letter, membership
will be activated on the system and a welcome letter and a welcome pack
with the membership card and the benefit/member guide will be sent to the
member.
In the event that the applicant challenges or request a review of the imposed
conditions, the scheme will review the decision. In the event that an applicant
is still aggrieved, a complaint can be lodged with the Principal Officer, the
medical scheme’s dispute committee or the applicant can complain to the
Council for Medical Schemes. (See Chapter 8 Section 8.2.3.2)
7.2.4

Record-keeping

According to legislation on Access to Information Act, and the King III report
on Corporate Governance as well as the description of record-keeping and
retention as provided for in FICA and FAIS compliance, records must be kept
for a period of five (5) years. Companies that do not comply with these rules
are penalised heavily. It is the duty and obligations of top management to
ensure that there is a document retention policy (DRP), and relay this
information to their staff. The DRP must be formulated, documented,
implemented and communicated to all employees. Any type of record, e.g.
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voice

recording,

SMS,

written

documents,

application

form

and

any

documents that can be used in a court of law as evidence in any format,
should be kept as a record.

Summary
The broker frequently assists the member with the completion of the
application form. This document is very important and needs to be carefully
scrutinised to ensure that all relevant personal and health information is
correctly recorded.
The medical scheme will evaluate the application, apply certain conditions or
accept without conditions. Once accepted, membership will be activated at the
inception date.

Self-Assessment Questions
1.

John X advises his broker to apply for membership at ABC medical
scheme. Because of his busy schedule he requests the broker to fill in
the application form on his behalf.
The broker:
a)

can fill in the information and submit the application.

b)

informs John X that he needs to sign the application form
personally before it can be submitted.

c)

can submit the application electronically.

d)

doesn’t need to get a signature from John, because the
application form submitted electronically does not need one.

2.

John X wants to join an open medical scheme. He is telephonically
informed to do so through ABC Brokers who is accredited and has a
written agreement with the scheme.
a)

He

can

only

join

the

medical

scheme

by

using

the

recommended broker.
b)

The Medical Scheme Act makes the provision that medical
schemes cannot prevent a member from

applying for

membership without a broker.
c)

He can appoint a broker of his choice.

d)

He cannot join a medical scheme without using the services
of an accredited broker.
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3.

Your client was retrenched from his company and his membership of
the company medical scheme, a restricted scheme, is terminated.
a)

You advise him that this is allowed.

b)

You advise him that this is not allowed.

c)

Continuation membership only applies when a principal
member dies.

d)

Continuation membership only applies in the event of
disability.

4.

The submission date on the application of a medical scheme refers to
the date that the:

5.

a)

applicant signed the application.

b)

application was posted to the medical scheme.

c)

medical scheme received the application.

d)

underwriting process started.

An underwriting process for a new applicant for a medical scheme
serves to determine:

6.

a)

the contribution based on the age of the applicant.

b)

the contribution based on health status and age.

c)

whether to apply waiting periods.

d)

whether to apply waiting periods and late-joiner penalty.

A medical scheme can suspend a member due to the non-disclosure
of material information. This refers to:
a)

any episode for which the member has consulted a health
care professional during the previous two (2) years.

b)

any declaration about the member’s income that was not
fully declared.

c)

any episode for which the member has consulted a health
care professional during the previous twelve (12) months.

d)

any episode for which the member has consulted a health
care professional during the previous five (5) years.

7.

Should the medical scheme approve the application for membership,
without any conditions, you as broker need to:
a)

sign the acceptance letter and return it to the medical
scheme.

b)

ensure that there is absolute clarity about the inception date.

c)

inform the member that he can continue for the time being on
his current medical scheme.

d)

ensure that the member signs the acceptance letter and
returns it to the medical scheme.
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Self-Assessment Answers
1.

John X advises his broker to apply for membership at ABC medical
scheme. Because of his busy schedule he requests the broker to fill in
the application form on his behalf.
The broker:
a)

can fill in the information and submit the application.

b)

informs John X that he needs to sign the application form
personally before it can be submitted.

c)

can submit the application electronically.

d)

doesn’t need to get a signature from John, because the
application form submitted electronically does not need one.

2.

John X wants to join an open medical scheme. He is telephonically
informed to do so through ABC Brokers who is accredited and has a
written agreement with the scheme.
a)

He

can

only

join

the

medical

scheme

by

using

the

recommended broker.
b)

The Medical Scheme Act makes the provision that medical
schemes cannot

prevent

a member from

applying for

membership without a broker.

c)

He can appoint a broker of his choice.

d)

He cannot join a medical scheme without using the services
of an accredited broker.

3.

Your client was retrenched from his company and his membership of
the company medical scheme, a restricted scheme, is terminated.
a)

You advise him that this is allowed.

b)

You advise him that this is not allowed.

c)

Continuation membership only applies when a principal
member dies.

d)

Continuation membership only applies in the event of
disability.

4.

The submission date on the application of a medical scheme refers to
the date that the:
a)

applicant signed the application.

b)

application was posted to the medical scheme.

c)

medical scheme received the application.

d)

underwriting process started.
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5.

An underwriting process for a new applicant for a medical scheme
serves to determine:

6.

a)

the contribution based on the age of the applicant.

b)

the contribution based on health status and age.

c)

whether to apply waiting periods.

d)

whether to apply waiting periods and late-joiner penalty.

A medical scheme can suspend a member due to the non-disclosure
of material information. This refers to:
a)

any episode for which the member has consulted a health
care professional during the previous two (2) years.

b)

any declaration about the member’s income that was not
fully declared.

c)

any episode for which the member has consulted a health
care professional during the previous twelve (12) months.

d)

any episode for which the member has consulted a health
care professional during the previous five (5) years.

7.

Should the medical scheme approve the application for membership,
without any conditions, you as broker need to:
a)

sign the acceptance letter and return it to the medical
scheme.

b)

ensure that there is absolute clarity about the inception date.

c)

inform the member that he can continue for the time being on
his current medical scheme.

d)

ensure that the member signs the acceptance letter and
returns it to the medical scheme.
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Chapter

8
Resolving medical scheme queries and
disputes
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Describe the Medical Schemes Act/regulation/amendments/ circulars and
scheme rules that should be taken into consideration when resolving a
medical scheme query in a broker environment. (T14&15)
Explain the dispute resolution process. (T14&15)
Describe the process to follow when dealing with disputed claims. (T14&15)
Explain how a complaint should be lodged against a service provider or
scheme on the Council website. (T14&15)
Understanding of the medical schemes structure and the complaints
procedures. (T14&15)
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Purpose
The purpose of this chapter is to provide a guideline for the FSP on how to assist
a client through the process when they have a query or dispute relating to a
medical scheme. If the member’s rights as a medical scheme member have been
violated, the member should complain. To be effective, the proper complaints
procedures should be followed so that a complaint can be resolved quickly.

8.1

RIGHTS OF MEMBERS

To be able to deal with member queries and complaints, the FSP needs to
understand the rights of medical scheme members. The queries and disputes,
as will be discussed later, frequently arise from violation of these rights by a
medical scheme.
These rights were widely promoted by Council (Consumer awareness:2002)
and include the following:
8.1.1

The right not to be unfairly discriminated against on the basis of:

•

race

•

age

•

gender

•

marital status

•

ethnic or social origin

•

sexual orientation

•

pregnancy

•

disability

•

state of health

8.1.2

The right to join a medical scheme of their choice

Anyone can join any open medical scheme as long as they can afford the
contribution and provided his employer does not require the person to join a
specific medical scheme. Employer-based schemes must accept every
applicant in the relevant employee grouping as defined in the schemes rules.
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8.1.3

The right to acquire cover for dependants

Who is a dependant?
•

Spouse/partner

•

Children under the age of 21 who are financially dependent on
member

•

Children over the age of 21, financially dependent on member due to
mental or physical disability

•

A mother, father, brother, sister of the member, in respect of whom
the member is legally liable for care and support

•

Any other persons recognised as dependants in terms of the
scheme’s rules.

8.1.4

The right as a dependant, to continue membership

After the death of the principal member, dependants must be covered until
they choose to leave the scheme or elect to join another scheme, as long as
they can afford the contributions.
8.1.5

The right not to be charged more because of old age or ill health

Contributions can only be based on:
•

income, and

•

number of dependants.

8.1.6

The right to at least a basic set of benefits

This basic set of benefits refers to the Prescribed Minimum Benefits. (See
Chapter 2 Section 2.5.) As a minimum, a medical scheme must offer the
benefits listed in a schedule to the Act at full cost, for diagnosis, treatment
and care, at least in a public hospital. In other words, the PMB is the
description of the benefits that every medical scheme member is entitled to.
8.1.7

The right to have claims paid timeously

A medical scheme must, subject to the rules of the scheme, pay to a member
or health care provider, any benefit owing, within thirty (30) days of the
claim being received.
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8.1.8

The right to receive regular statements

In addition to paying an account, a scheme must furnish the member with
claims-advice statements (Chapter 9 Section 9.1.1) detailing:
•

name of supplier

•

date of service rendered

•

total amount charged

•

amount of benefit paid.

8.1.9

The right to rectify erroneous claims

If a medical scheme believes that an account or claim is incorrect or
unacceptable, it must –
• inform the member with the reason, within thirty (30) days of receipt, and
• allow the member opportunity to correct and resubmit the account or claim.
(See Chapter 9 Section 9.1.6,)
8.1.10 The right to participate in schemes governance

•

At least 50% of the members of a scheme’s Board of Trustees must
be elected from amongst members.

•

Annual general meetings must be held, at which members may voice
opinions and present motions.

8.1.11 The right to access to scheme information

A scheme must furnish a member with the following information, on demand:
•

Scheme rules

•

Latest annual financial statements

•

Management accounts accompanying annual financial statements.

8.1.12 The right to advance notice of change in:

•

Contributions

•

Benefits or any other condition affecting membership.

8.1.13 The right to confidentiality of medical information

This pertains to the diagnosis, treatment or health status of any member or
dependant.
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8.1.14

The right to obtain proof of membership

A scheme must issue to each member written proof of membership including:
•

date of entitlement to benefits.

•

details of any condition-specific waiting period or general waiting
period.

•
8.1.15

if applicable, details of limitations on health care providers.
The right to complain

When a member is dissatisfied with a service from a medical scheme, it is
his/her duty to express this dissatisfaction to the medical scheme so that the
latter can rectify or resolve the issue satisfactorily. Always follow the proper
complaints procedures as explained in this manual.

8.2

HOW TO COMPLAIN

8.2.1

Assisting the client to resolve a complaint

If the member asks for assistance from the FSP, the FSP must assist and
guide the member through the right steps.
It is firstly important to make sure that the member has a valid reason to
complain and that the complaint is not related to issues that are due to the
misunderstanding of the member with regards to the rules of the medical
scheme option that the member belongs to.
THUS REMEMBER! Complaints can be avoided by ensuring that your clients
are fully informed.
8.2.2

How to avoid complaints

It is of the utmost importance from an FSP perspective that the client
understands every aspect of the medical scheme’s rules and benefits. This is
to ensure that the client understands the product and does not have
unrealistic expectations. The FSP needs to:
•

make sure that the member understands and knows all the provisions
in the scheme’s rules, including:
o

their entitlements to benefits.
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•

o

the services that will not be covered.

o

medical scheme procedures.

o

rules with regard to providers.

make sure that the member has read all correspondence from the
scheme, e.g. newsletters and statements.

•

make sure that the member studies the benefit guide and familiarises
himself with the rules and benefits in that specific benefit option
chosen.

•

make sure that the member’s contributions are paid in full each
month.

8.2.3

Complaint resolution

There are easy steps in resolving a complaint with a medical scheme:
•

Complain to the medical scheme.

•

Refer to the medical scheme dispute committee.

•

Escalate to Registrar at Council for Medical Schemes.

•

If not satisfied, refer to Council.

•

Still not resolved, appeal against the decision of Council.

Complain to the medical scheme

A complaint or concern can be raised telephonically to the Client Service callcentre. In many instances the complaint or concern can be resolved
immediately or in follow-up by the Client Service Centre.
If the member is not satisfied that the concern/complaint has been dealt with
to his satisfaction, the complaint or concern can be submitted in writing to
the Principal Officer of the scheme. The full detail of the complaint or concern
needs to be provided.
Remember to provide the following:
•

Member’s full name and surname

•

Membership number, and

•

Member’s contact details

•

Any supporting documentation

The Principal Officer will investigate the matter and take it up with the
Administrator of the scheme.
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Medical scheme dispute committee

If the member is still not satisfied with the response from the Principal
Officer, the member can ask the Principal Officer to refer the complaint to the
medical scheme’s dispute committee.
All schemes are required to have independent disputes committees where
members' disputes may be settled.
Members and/or their legal representatives may be present at dispute
committee meetings to present their arguments, but legal representation is
not obligatory.
The Principal Officer must convene a meeting of the dispute committee. The
complainant and members of the dispute committee must be given fourteen
(14) days notice in writing with:
•

the date

•

time, and

•

venue of the meeting and details of the dispute

Who sits on the dispute committee?

The dispute committee consists of three (3) members, who are not members
of the Board of Trustees, employees of the administrator, or officers of the
scheme. They serve for three (3) years. At least ONE of the members must
be legally qualified.
The dispute committee decides on the procedures to be heard, either in
person or through a representative.
Should all efforts fail to resolve an issue with your scheme, you can submit
your complaint to the Council for Medical Schemes, Complaints Unit by either
posting, faxing, emailing or submitting online by going to the CMS website.
But remember, the medical scheme is the first port-of-call to try and resolve
the complaint with the scheme and its dispute committee.
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Complain to the Registrar for Medical Schemes

The Medical Schemes Act mandates the Council for Medical Schemes, among
other things, to investigate complaints and settle disputes relating to medical
schemes. If members are not happy with the way a medical scheme has
handled a complaint, the Council will assist to resolve the concern or
complaint.
As the primary function of the Council for Medical Schemes is to protect the
interest of the consumer within the framework of the Act, the Act also
provides a mechanism for members where any dispute between the member
and the medical scheme could be resolved.
The Complaints Unit also gives telephonic advice and personal consultations,
when necessary.
Section 47: Provides for complaints to Council

The process is as follows:
•

A complaint must be in writing (Section 47(1) of the Medical Schemes
Act) detailing the following:
o

Name and surname of the complainant

o

Membership number

o

Contact details of the complainant

o

Nature of the complaint.

o

A complaint must be accompanied by any documents or
information that substantiates the claim.

•

The Registrar needs to furnish the medical scheme, who is the
subject of the complaint, with details of the complaint.

•

A written response needs to be supplied to the Registrar by the
medical scheme within thirty (30) days.

•

The Registrar, having received all the information, must resolve the
complaint or refer it with all the supporting documentation to the
Council to be resolved.

Appeal to Council (Section 48)

Should a member be unhappy with the outcome of the complaint or the
dispute to the Council and the decision of the Registrar, the Act makes
provision for the member to lodge an appeal against such a decision to the
Council.
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•

This appeal needs to be lodged with the Council in writing not more
than three (3) months after the date of the decision by the Registrar.

•

The appeal should be in the form of an affidavit directed to the
Council.

•

The Registrar’s decision will be suspended pending the outcome of
the appeal process.

•

The Council sets up the hearing, informs the complainant of the place
and date and determines the procedure. The complainant may
appear before the Council at the hearing and tender evidence or
submit a written argument.

•

The Council may confirm, vary or rescind the Registrar’s decision and
inform the complainant in writing.

Appeal against a decision of the Registrar (Section 49)

This section makes provision for an appeal against any decision by the
Registrar under a power conferred or duty imposed upon him under the Act.
•

It does not include a decision that has been made in concurrence
with the Council.

•

The appeal must be submitted to the Council within thirty (30) days
of the decision being taken.

•

The Registrar’s decision will be suspended pending the outcome of
the appeal process.

•

The Registrar and person who lodged the complaint can appear
before

Council,

tender

evidence

or

submit

evidence

or

an

explanation.
Board of Appeal (Section 50)

Members also have access to the Board of Appeal as a last resort if they are
unhappy with the decision of the Registrar or the Council. The Board of
Appeal consists of three (3) persons appointed by the Minister of Health.
•

The appeal to the Board must be lodged within sixty (60) days of the
decision.

•

This appeal also requires payment of a prescribed fee, which will be
refunded if the Board of Appeal sets aside the decision.

•

The decision will be in writing to the appellant.

This information is necessary to investigate the matter, and can be faxed,
posted or hand delivered to the Registrar’s Office.
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An official complaint form is available on the Council website: www.medical
schemes.com.
Go to ”Consumer Assistance” and click on “Lodge a complaint against a

medical scheme”.
The form makes provision for the personal and contact details of a person
(FSB) acting on behalf of the member.
8.2.4

Process of resolving a complaint

After receiving the complaint from the scheme the reply is forwarded to the
member, giving him twenty-one (21) days to notify the unit of any
dissatisfaction. If there is no response from the member, the file is then
closed.
The Registrar may give a ruling in matters where the member is not satisfied
after the arbitration or mediation meeting with both parties to the dispute.
The Registrar can either resolve the complaint or refer it to the Council, which
will take any action necessary to resolve the complaint.
An aggrieved person has a right to appeal to the Full Council against a
decision taken by the dispute committee. Such an appeal must be made
within three (3) months of the decision, in the form an affidavit to the
Registrar of Medical Schemes.
The Appeal Board consists of three (3) persons appointed by the Minister, of
whom one (1) is appointed on account of knowledge in law and two (2)
appointed on account of their knowledge of medical schemes.

8.3

TYPE OF COMPLAINTS

Most of the complaints received by the Council for Medical Schemes during
2008 related to the following (CMS Annual Report, 2009):
Complaint

Percentage

Unpaid accounts

36.9

Limitation of benefits, PMB, Formularies, DSP’s

12.4

Schemes refusing to issue authorisation

8

Administrative inefficiencies

6.5

Termination of membership

5.6

Rejection of an application for membership

Less than 1%

Discrimination on the grounds of ill health, age, race or

Less than 1%

gender.
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Queries or complaints can also be related to:
•

service and advice by brokers.

•

problems experienced with the medical scheme administrator.

•

problems related to any organisation or person rendering a service to
the scheme’s members who are accredited by CMS.

Summary
In summary, many complaints and disputes arise from the member not being
informed about the rules of the scheme and their entitlement to benefits. It is
important to try and resolve the complaint directly with the medical scheme.
There is however provision in the Act to escalate a complaint or a dispute to
the Council for Medical Schemes.

Self-Assessment Questions
1.

When a claim has not been paid with regards to a Prescribed Minimum
Benefit, the first action from the member to resolve the issue is that
the member can:

2.

a)

complain to the broker.

b)

refer the problem to the medical scheme dispute committee.

c)

complain to the Registrar for Medical Schemes.

d)

complain directly to the medical scheme.

On applying for membership, the applicant has a right for the
following to be registered as a dependant:

3.

a)

Spouse/partner

b)

Children over 21

c)

A grandmother or grandfather

d)

A brother or sister of the member.

A claims-advice statement from a medical scheme must contain the
following information
a)

Name of member, date of service, amount paid, amount
claimed

b)

Name of member, name of provider, amount paid, provider
charged

c)

Name of provider, name of member, date of service, provider
charged
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d)

Name of provider, date of service, amount paid, amount
claimed

4.

5.

A claim submitted to a medical scheme must be paid:
a)

within three (3) months of the claim being generated.

b)

within thirty (30) days of the claim being generated.

c)

within thirty (30) days of the claim being received.

d)

within three (3) months of the claim being received.

Anyone has the right to join a medical scheme of their choice. This
would be:
a)

including a restricted membership scheme.

b)

only an open medical scheme.

c)

without proof that they can afford the contribution.

d)

even when his employer requires the person

to join a

specific medical scheme.
6.

Employer-based schemes:
a)

don’t have to accept every applicant in the relevant employee
grouping.

b)

can accept only applicants as defined in the Scheme’s rules.

c)

accept every applicant in the relevant employee grouping as
defined in the schemes rules.

d)

accept every healthy applicant in the relevant employee
grouping.

7.

When a medical scheme query is escalated to the Registrar, the
following applies:
a)

The Registrar must furnish the complainant with an answer
within thirty (30) days.

b)

The decision of the Registrar is final.

c)

The Registrar can request a response from the medical
scheme to be returned within thirty (30) days.

d)
8.

The complaint can be delivered telephonically.

The dispute committee of a medical scheme consists of:
a)

three (3) committed employees of the medical scheme.

b)

five (5) members who are inter alia not members of the
Board of Trustees.

c)

three (3) members who are employees of the administrator
or officers of the Scheme.

d)

three (3) totally independent members of whom at least one
(1) must have a legal background.
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9.

A member has the right to participate in a scheme’s governance.
a)

At least 60% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

b)

At least 50% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

c)

At least 40% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

d)

At least 30% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

10.

When a member has a complaint to a medical scheme, the broker:
a)

may in no way assist in resolving the complaint.

b)

may assist the member in submitting the complaint but
cannot personally do it.

c)

may submit a complaint on behalf of the member to Council.

d)

can only assist with services of a general nature.

Self-Assessment Answers
1.

When a claim has not been paid with regards to a Prescribed Minimum
Benefit, the first action from the member to resolve the issue is that
the member can:

2.

a)

complain to the broker.

b)

refer the problem to the medical scheme dispute committee.

c)

complain to the Registrar for Medical Schemes.

d)

complain directly to the medical scheme.

On applying for membership, the applicant has a right for the
following to be registered as a dependant:
a)

Spouse/partner

b)

Children over 21

c)

A grandmother or grandfather

d)

A brother or sister of the member.
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3.

A claims-advice statement from a medical scheme must contain the
following information
a)

Name of member, date of service, amount paid, amount
claimed

b)

Name of member, name of provider, amount paid, provider
charged

c)

Name of provider, name of member, date of service, provider
charged

d)

Name of provider, date of service, amount paid, amount
claimed

4.

5.

A claim submitted to a medical scheme must be paid:
a)

within three (3) months of the claim being generated.

b)

within thirty (30) days of the claim being generated.

c)

within thirty (30) days of the claim being received.

d)

within three (3) months of the claim being received.

Anyone has the right to join a medical scheme of their choice. This
would be:
a)

including a restricted membership scheme.

b)

only an open medical scheme.

c)

without proof that they can afford the contribution.

d)

even when his employer requires the person

to join a

specific medical scheme.
6.

Employer-based schemes:
a)

don’t have to accept every applicant in the relevant employee
grouping.

b)

can accept only applicants as defined in the Scheme’s rules.

c)

accept every applicant in the relevant employee grouping as
defined in the schemes rules.

d)

accept every healthy applicant in the relevant employee
grouping.

7.

When a medical scheme query is escalated to the Registrar, the
following applies:
a)

The Registrar must furnish the complainant with an answer
within thirty (30) days.

b)

The decision of the Registrar is final.

c)

The Registrar can request a response from the medical
scheme to be returned within thirty (30) days.

d)
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8.

The dispute committee of a medical scheme consists of:
a)

three (3) committed employees of the medical scheme.

b)

five (5) members who are inter alia not members of the
Board of Trustees.

c)

three (3) members who are employees of the administrator
or officers of the Scheme.

d)

three (3) totally independent members of whom at least one
(1) must have a legal background.

9.

A member has the right to participate in a scheme’s governance.
a)

At least 60% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

b)

At least 50% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

c)

At least 40% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

d)

At least 30% of the members of a scheme’s Board of
Trustees must be elected from amongst members.

10.

When a member has a complaint to a medical scheme, the broker:
a)

may in no way assist in resolving the complaint.

b)

may assist the member in submitting the complaint but
cannot personally do it.

c)

may submit a complaint on behalf of the member to Council.

d)

can only assist with services of a general nature.
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Chapter

9
Processing and payment of claims
This chapter covers the following criteria:
KNOWLEDGE CRITERIA

Explain the practice codes and the role the codes play in processing a claim
successfully. (T15)
Describe the ICD 10 procedure. (T15)
Explain what the provider codes are. (T15)
Describe what the provider codes are used for. (T15)
Explain where the provider codes are obtained from. (T15)
Describe the process for receiving and processing a claim according to the
rules of the scheme. (T14&15)
Explain what information should be included in the claim. (T14&15)
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Purpose
To be able to guide a client in terms of claiming for services rendered, the FSB
needs to understand the complexity in terms of the rules that determined
benefits, the required information on claims submitted by service providers, as
well as the meaning of different codes used in the industry. The FSP also need to
know how to advise a client when a claim is rejected. This chapter aims to guide
the FSP to understand the process.

9.1

CLAIMS PROCESS

9.1.1

Medical scheme claims handling process

The process a medical scheme needs to have in place to be able to manage
claims, includes the following:
•

Receive, validate and pay claims in accordance with the scheme rules
and the Act

•

Pay contracted fees to providers where applicable

•

Appropriately communicate to providers and members as prescribed
if a claim is queried or rejected

•

Provide

and

send

claims-advice

statements

to

members

and

providers
•

Pay claims from a medical savings account according to scheme rules
and the Act

•

Provide fraud detection services

9.1.2

Submitting a claim

Accounts by suppliers of services, which means doctors, pharmacists,
hospitals and any other health care providers that render services to
members of medical schemes, can be submitted to medical schemes for
payment.
Any account submitted according to the provisions of the Act, must be paid
by the medical scheme within thirty (30) days of receipt of the account.
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It needs to be remembered that benefits will only be paid:
•

for a relevant health service.

•

to a duly registered health professional.

•

with a registered practice number.

•

if the rules make provision for the benefit.

•

if funds are available.

Claims are usually submitted by the service provider directly to the medical
scheme. A copy of such a claim is then sent to the patient for record
purposes, clearly indicating that the claim has been submitted to the scheme.
Service providers may however request from a patient/member to settle
(pay) the claim directly with the provider. The member will in that instance
submit the claim to the medical scheme. The medical scheme will reimburse
the member according to the benefit portion as per the medical scheme rules.
The medical scheme will refund by making a direct payment into the
member’s bank account. It is therefore important to ensure that the scheme
has the up-to-date bank details of a member.
Ultimately the member/patient will always be responsible for settling the
account of the unpaid portion of the account to the health professional.
So as an FSP, ensure that the member keeps you informed on any change
from what was originally submitted to the medical scheme. Relevant
information refers to:
•

change in banking details.

•

change in marital status.

•

change of contact details.

•

birth of a baby.

It is the responsibility of the member to check whether the claims have been
paid by the scheme, even if the service provider submits the claims. That can
be done by checking the claims-advice received from the medical scheme
against the original claim from the service provider.
It is possible that a medical scheme does not reimburse the full account but
only a benefit according to the scheme rules or in cases of certain
procedures, not at all. The member will then be responsible directly to the
service provider for the unpaid portion of the claim.
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9.1.3

Required information on claim

The following information needs to be clearly visible on the claim form before
submitting claims:
•

The surname and initials of the member

•

The surname, first name and other initials, if any, of the patient

•

The name of the medical scheme and the membership number of the
member

•

The practice code number (PR Number) issued by BHF through the
PCNS system

•

Name and practice number of the referring doctor (if a specialist
account)

•

The relevant codes that relate to such relevant health service:
o

Diagnostic codes, i.e. the ICD10 codes

o

Procedure codes, i.e. the NHRPL code

o

Medicine codes, i.e. the Nappi-codes numbers

•

The date on which each relevant health service was rendered

•

The nature and cost of each relevant health service rendered

•

Where a pharmacist supplies medicine according to a prescription, a
copy of the original prescription if the scheme requires it

•

Certain provisions for accounts rendered by hospitals with regards to
operations and procedures performed.

9.1.4

What services are not covered by the medical scheme?

Medical schemes make provision in the rules for a list of exclusions. There will
be no benefits available for the services listed under the “Exclusion List”.
Please make sure that clients/members have a clear understanding of the
exclusions.
9.1.5

When must a claim be submitted?

A claim must be submitted as soon as possible after receiving the service.
If a claim is submitted later than the last day of the fourth month after the
date on which the medical treatment was provided, the claim will be regarded
as “stale” and the account will not be paid.
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Section 6 of the Regulations states:

“(1) A medical scheme must not in its rules or in any other manner in respect
of any benefit to which a member or former member of such medical scheme
or a dependant of such member is entitled, limit, exclude, retain or withhold,
as the case may be, any payment to such member or supplier of service as a
result of the late submission or late re-submission of an account or
statement, before the end of the fourth month—
(a) from the last date of the service rendered as stated on the account,
statement or claim; or
(b) during which such account, statement or claim was returned for
correction.”
For example, if the medical visit was on 20 April, the claim must be
submitted for that service before the end of August.
9.1.6

Rejection of claims

A medical scheme can reject a claim if it is of the opinion that an account is
erroneous or unacceptable for payment.
If accounts or statements from service providers are rejected, it may be
because:
•

the required information as listed in paragraph 9.1.3 above was not
provided as prescribed in the Act.

•

the benefit claimed is listed as an exclusion.

•

the claim reached the medical scheme too late - after the “stale
date”.

In the event of an account being rejected, the medical scheme must:
•

inform both the member and the relevant health care provider within
thirty (30) days after receipt of such account that it is erroneous or
unacceptable for payment.

•

the scheme must state the reasons for such an opinion.

•

the scheme must give the service provider the opportunity to correct
and re-submit such account within a period of sixty (60) days
following the date from which it was returned for correction.

All accounts received within four (4) months of the date of service must be
paid.
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9.1.7

Claims for services provided outside of South Africa

It is important that members understand that benefits are available for
services rendered in South Africa. However, the medical scheme rules may
provide to cover services in Lesotho, Swaziland and Namibia.
The implication is that the medical scheme will not pay for any medical
expenses incurred outside South Africa.
Inform the client/member about the scheme rules in this regard. There are
schemes that provide access to International Travel Cover when a member is
travelling abroad, but the member need to register the travel plans and dates
before the event.

9.2

PROVIDER PRACTICE CODES

The Practice Code Numbering System (PCNS) is managed by the Board of
Health care Funders. It is a list of unique practice billing codes for providers
of health care services in South Africa, Namibia and Lesotho.
The practice number, allocated to all registered health care providers is a
legal requirement for the process of reimbursement of a claim to either a
medical scheme member or service provider.
This is in accordance with the requirement of the Medical Schemes Act 131 of
1998 wherein it is stated that a medical scheme may only reimburse a
member or a provider of relevant health care services for services rendered
against a valid practice code number.
The codes identify different disciplines:
PCNS Identifier

Discipline

14 or 15

General Practitioner

23

Medical Oncologist

40

Radiation Oncologists
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9.3

ICD 10 CODES

ICD 10 stands for International Classification of Diseases and Related Health
Problems (10th revision).
It is a coding system developed by the World Health Organisation (WHO) and
translates the written description of medical and health information into
standard codes.
These codes are used to inform medical schemes of the conditions for which
members sought health care services so that claims can be settled correctly.
This is of particular importance if the claim is for a Prescribed Minimum
Benefit condition.
An example will be:
Condition

ICD 10 Code

Acute tonsillitis

J03.9

Epilepsy

G41.0

The Act prescribes that the ICD 10 codes appear on all health care provider
accounts.
When a member joins a medical scheme, he chooses to pay for a particular
benefit option. This benefit option contains a basket of services that often has
limits on the health services that will be paid for.
Because ICD 10 codes provide accurate information on the condition the
patient has been diagnosed with, the codes help the medical scheme to
determine what benefits the member is entitled to and how these benefits
could be paid. This becomes very important if the patient has a PMB
condition, as these can only be identified by the correct ICD 10 codes.
Therefore, if the incorrect ICD 10 codes are provided, the PMB-related
services might be paid from the wrong benefit (e.g. medical savings account)
or it might not be paid at all if the day-to-day or hospital benefits limits have
been exhausted.
ICD 10 codes must also be provided on medicine prescriptions and referral
notes to other health care providers (e.g. pathologists and radiologists) who
are not all able to make a diagnosis. Therefore, they require the diagnosis
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information from the referring doctor so that their claim to the medical
scheme can also be paid out of the correct pool of money.
Important note: Medical schemes are obliged by law to treat information
about members’ conditions with the utmost confidentiality. They are not
allowed to disclose even ICD-10 codes to any other party, including
employers or family members.
The inclusion of ICD-10 codes on claims from health care providers to
medical schemes is now a mandatory requirement.
•

It is incumbent upon every provider to ensure that he can provide
ICD-10 codes as per the SA Industry Standard Table (available from
the Board of Health care Medical schemes at a nominal fee).

•

Each and every item on a claim for services rendered is required to
be coded – consultations, procedures, dispensed items, modifiers and
so on.

9.4

PROCEDURE CODES

Procedure codes are numeric or alphanumeric codes that are used to identify
medical services, treatment and procedures performed by health care
professionals.
Every claim must have a procedure code linked to a tariff. In South Africa the
procedure codes used are listed in the National Health Reference Price List
(NHRPL). Please see example under NHRPL.

9.5

NATIONAL HEALTH REFERENCE PRICE LIST (NHRPL)

The National Health Reference Price List (NHRPL) is a list of procedure codes
with tariffs linked to it. These tariffs are annually revised and published by
the National Department of Health.
The NHRPL is intended to serve as a baseline against which medical schemes
can individually determine benefit levels and health service providers can
individually determine fees charged to patients. Medical schemes may, for
example, determine in their rules that their benefit in respect of a particular
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health service is equivalent to a specified percentage of the National Health
Reference Price List.
The NHRPL is especially intended to serve as a basis for negotiation between
individual funders and individual health care providers with a view to
facilitating agreements which will minimise balance billing against members
of medical schemes.
Should individual medical schemes wish to determine benefit structures, and
individual providers determine fee structures, on some other basis without
reference to this list, they may do so as well.
Practitioners are allowed to charge patients at the rate at which medical
schemes are prepared to reimburse their claims. However, charges by
practitioners above the rate at which medical schemes are prepared to
reimburse their claims must be done with the patient's informed consent.
Examples of the procedure codes and tariffs in the NHRPL (from 2009):
Procedure Code

Description

Tariff

0191

New and established patient:

R211.30

Consultation/visit of new or established
patient of an average duration and/or
complexity. Includes counselling with the
patient and/or family and co-ordination
with other health care providers or liaison
with third parties on behalf of the patient
0300

Stitching of soft-tissue injuries: Stitching of

R108.90

wound (with or without local anaesthesia):
(including normal aftercare)

9.6

REIMBURSEMENT OF HEALTH CARE SERVICES: TARIFFS AS
BENEFIT

9.6.1 Tariff benefit in rules

The medical scheme in its rules clearly states what the medical scheme rates
for different disciplines of service providers will be. There are basically two
rates that serve as a guideline for health professionals to use:
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•

The National Health Reference Price List (NHRPL)

This is a price list for health services published by the Council for
Medical Schemes and is used to reimburse service providers.
•

Professional Association Guidelines

These tariffs are developed and maintained by the professional
provider associations like the South African Medical Association, the
Dental Association of South Africa and the South African Optometry
Association.
The tariff structures use the same procedure codes as the NHRPL but
assign a different monetary value to the service provided. The tariffs
are significantly higher than the NHRPL, sometimes up to three (3)
times the value of the NHRPL.
9.6.2

What is a medical scheme rate?

The medical scheme decides what rate of reimbursement will be paid for
services rendered by a health professional. That rate may be the equivalent
of the NHRPL or a multiple of the tariff, i.e. 1.5 or 2 or 3 times the NHRPL.
It is essential that members be informed what the tariff of an option is.
Because health care providers are free to determine their own tariffs based
on the guidelines in the NHRPL or their Professional Association, the account
rendered to the medical scheme may only be partially paid. This would mean
that the member will be responsible for the balance of the account. For
specialist services, this amount could be substantial.
Example:

Doctor ABC charges three (3) times NHRPL for a consultation
R633.90
The medical scheme rate is equivalent to NHRPL
R211.30
Balance for member to pay to Doctor
9.6.3

R422.60

Co-payment

A medical scheme may provide in its rules that a member is required to pay a
charge to the provider for certain health care services received. The copayment can be a fixed rand amount or a percentage of the cost.
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Example:

The cost of medicine at the pharmacy is R100.00
The rules provide for a co-payment of

R 30.00 to be paid by the member

Medical scheme will pay the pharmacist R

70.00

Summary
For a claim to be valid it:
•

must be for benefits provided for in the rules of the medical scheme.

•

must be submitted in time.

•

can be rejected by the medical scheme with reasons. The member can
get the claim adjusted and resubmit to the scheme.

•

must have all the required information including the prescribed codes.

It is of extreme importance for clients to understand their entitlement to
benefits according to the rules of the scheme.

Self-Assessment Questions
1.

2.

A claim for services provided must reach the medical scheme within:
a)

four (4) months.

b)

sixty (60) days.

c)

thirty (30) days.

d)

three (3) months.

An ICD 10 code describes the:
a)

service provided by the doctor.

b)

diagnosis of the condition.

c)

medicine-specific identifier.

d)

procedure performed by the specialist.
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3.

A doctor routinely charges patients a fee that is two (2) times of NHRPL
for a consultation. The NHRPL tariff is R200. The Medical Scheme Rate
for reimbursement in the rules for a consultation benefit is R210. The
patient is therefore responsible for paying the following:

4.

a)

R200

b)

R210

c)

R190

d)

No payment

A medical scheme determines in its rules a co-payment of 20% on all
medicine claims. The cost of medicine is R200. The member needs to
pay the following:

5.

a)

R30

b)

R50

c)

R40

d)

R20

If a claim is rejected, the member will have to do the following:
a)

Pay the full claim

b)

Provide the correct information and re-submit within thirty (30)
days

c)

Provide the correct information and re-submit within sixty (60)
days

d)
6.

Complain to the Registrar

If a claim is rejected by the medical scheme, the member needs to be
informed in writing within:

7.

a)

14 days.

b)

30 days.

c)

60 days.

d)

20 days.

The client requests his broker to explain the meaning of the Medical
Scheme Rate. The broker explains the benefit as a tariff benefit:
a)

equivalent to the NHRPL.

b)

equivalent to the Professional Association tariff.

c)

equivalent to what the doctor bills.

d)

determined by the Board of the Medical Scheme with NHRPL as
a guideline.
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8.

A member travelling overseas has to consult a doctor. Upon his return
to South Africa he submits the claim to the medical scheme. The
medical scheme will:
a)

pay a benefit equivalent to the benefits if the service was
rendered in South Africa.

b)

reject the claim because of the foreign currency on the claim.

c)

reject the claim because benefits for medical schemes are only
available for services rendered in South Africa.

d)
9.

10.

pay the claim in full.

A medical scheme will pay a claim:
a)

For a relevant health service

b)

To a duly registered health professional

c)

With a registered practice number

d)

If the rules make provision for the benefit

e)

All of the above

A PCNS Practice number:
a)

is not compulsory if the patient pays the doctor directly.

b)

is compulsory for a claim to be processed and paid.

c)

is issued by the Council for Medical Schemes.

d)

needs to be renewed bi-annually.

Self-Assessment Answers
1.

2.

A claim for services provided must reach the medical scheme within:
a)

four (4) months.

b)

sixty (60) days.

c)

thirty (30) days.

d)

three (3) months.

An ICD 10 code describes the:
a)

service provided by the doctor.

b)

diagnosis of the condition.

c)

medicine-specific identifier.

d)

procedure performed by the specialist.

© INSETA– Section 12 10b

205

3.

A doctor routinely charges patients a fee that is two (2) times of NHRPL
for a consultation. The NHRPL tariff is R200. The Medical Scheme Rate
for reimbursement in the rules for a consultation benefit is R210. The
patient is therefore responsible for paying the following:

4.

a)

R200

b)

R210

c)

R190

d)

No payment

A medical scheme determines in its rules a co-payment of 20% on all
medicine claims. The cost of medicine is R200. The member needs to
pay the following:

5.

a)

R30

b)

R50

c)

R40

d)

R20

If a claim is rejected, the member will have to do the following:
a)

Pay the full claim

b)

Provide the correct information and re-submit within thirty (30)
days

c)

Provide the correct information and re-submit within sixty (60)
days

d)
6.

Complain to the Registrar

If a claim is rejected by the medical scheme, the member needs to be
informed in writing within:

7.

a)

14 days.

b)

30 days.

c)

60 days.

d)

20 days.

The client requests his broker to explain the meaning of the Medical
Scheme Rate. The broker explains the benefit as a tariff benefit:
a)

equivalent to the NHRPL.

b)

equivalent to the Professional Association tariff.

c)

equivalent to what the doctor bills.

d)

determined by the Board of the Medical Scheme with NHRPL as
a guideline.
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8.

A member travelling overseas has to consult a doctor. Upon his return
to South Africa he submits the claim to the medical scheme. The
medical scheme will:
a)

pay a benefit equivalent to the benefits if the service was
rendered in South Africa.

b)

reject the claim because of the foreign currency on the claim.

c)

reject the claim because benefits for medical schemes are only
available for services rendered in South Africa.

d)
9.

10.

pay the claim in full.

A medical scheme will pay a claim:
a)

For a relevant health service

b)

To a duly registered health professional

c)

With a registered practice number

d)

If the rules make provision for the benefit

e)

All of the above

A PCNS Practice number:
a)

is not compulsory if the patient pays the doctor directly.

b)

is compulsory for a claim to be processed and paid.

c)

is issued by the Council for Medical Schemes.

d)

needs to be renewed bi-annually.
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Chapter

10
Broker: ongoing services and administration
This chapter covers the following criteria:
KNOWLEDGE CRITERIA Task 18, 19 and 20

All knowledge requirements above.
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Purpose
The health care broker works in a highly regulated environment. The commission
structure for introducing new members to a medical scheme is ongoing monthly
until the member or employer advises the medical scheme to discontinue the
commission. The commission includes the provision for ongoing services to
clients. These services are not only essential to assist the member but need to
be delivered at an agreed upon service level specified in the broker/medical
scheme agreement. These services are discussed to give an overview of the
nature of the services.
In order to maintain the business as a broker, the broker needs to have in place
administrative processes and systems so as to be able to deliver in terms of the
contractual agreement with the members as well as the medical scheme. These
are also highlighted in the chapter.

10.1

ONGOING SERVICES PROVIDED BY HEALTH BROKERS

10.1.1 Introduction

In the health care industry brokers fulfil an important role.
Brokers assist members and employers to understand the complex medical
scheme environment and issues inherent in the industry. This service as an
intermediary will assist clients to make the correct choice in an industry
where the complexity requires expert knowledge in order to make the right
choice.
The definition of broker services in the Act includes “the ongoing provision of

service or advice in respect of access to, or benefits or services offered by a
medical scheme.”
The services provided by brokers can be organised as follows:
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10.1.2 Services relating to membership

The services related to membership have two components:
•

The application and membership activation. The services typically
associated with that phase include:

•

o

delivering or electronic loading of application forms.

o

managing the counteroffer process.

o

checking of membership cards.

o

distribution of membership cards/member packs.

o

maintenance of membership data.

Ongoing membership support service:
o

Assisting the client with membership queries

o

Membership

updates

(addition/deletion

of

dependants,

addition of new members, deletion of terminated member)
10.1.3 Services related to claims and claims queries

Because of the complexity of the industry, members frequently seek
assistance with resolving claims queries. The following are frequent services
requested:
•

Assist with submission of claims or claims queries to the medical
scheme or the administrator

•

Intervene on behalf of clients with service providers queries

•

Assist members to submit applications for Ex-Gratia benefits

•

Facilitate resolution of discrepancies in regard to dependant number
and contributions billing

•

Assisting with submission of complaints with regards to claims to the
medical schemes or Registrar.

10.1.4 Member education

Member education is both an initial and ongoing process. When the member
joins, the member needs to be educated in the following areas:
•

The benefits within the chosen option

•

The entitlement with regards to PMB

•

The process of accessing benefits under PMB which could include
authorisation, the use of a DSP and what involuntary use of non-DSP
means
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•

Claiming procedure, including the difference between the medical
scheme and its administrator

•

The rights of members

•

The complaint resolution process.

The member needs to be encouraged to study the member guide and the
broker must assist the member to understand aspects of benefits not
understood.
But in a complex and difficult to understand world where patients need to
access health care professionals when they least expect it, client education
should include the following, within the provisions of the scheme rules:
•

How to access and use the health care system efficiently and
effectively for themselves and their families

•

When a health care need arises, what to do and how to select the
best care provider for the situation

•

How to ask health care providers questions

•

How to make the best decisions for treatment.

Medical schemes usually review benefits and contributions towards the end of
a benefit year. Most medical schemes have a benefit year that runs
concurrently with the calendar year from January 1 until December 31.
The changes to rules may have an impact on the member’s health needs and
it is therefore important to understand the changes in benefits, any new
exclusions or changes in benefit limits.
It is also the only time in the year when a member is allowed to change a
benefit option.
It is therefore important to engage with your clients at the time of the
announcement of benefit changes to assist in the choice of option in line with
any changes in health needs.
Members need to be informed and educated with regard to annual benefit
and plan changes and the implications thereof.
The broker must also keep abreast of:
•

member newsletters.

•

circulars from the Council.

•

industry issues, e.g. legislative and regulatory changes.
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Should any issue have a direct effect on the member, it should be
communicated to members.
10.1.5 Periodic client visits

Where a broker acts as an adviser to corporate clients, periodic visits to those
clients must take place at the frequency stated in the agreement.
10.1.6 Other client services

Other services periodically contracted:
•

Health-related issues and strategies

•

Employer subsidies

•

Post-retirement liabilities

•

Wellness initiatives

Remember: a member can at any time request the medical scheme for the
discontinuation of these services from a broker, with the result that
compensation, in respect of that member, will also be discontinued. It is
therefore imperative that a member experiences the continuation of services
with a high perceived value from a client perspective.

10.2

ONGOING ADMINISTRATION SERVICES

The highly regulated health care and financial services industry poses very
special challenges on financial service providers.
The business of a health care broker is increasingly complex to administer
and this trend is certain to gain momentum in the future.

To ensure a

sustainable business, the broker needs a reliable, integrated administration
and commission system that adapts to a changing environment.
The system also needs to be able to support an efficient and effective
business.
Ideally, the broker’s administrative process and system should be enabled
and streamlined by a robust technology infrastructure. This should include
the monitoring of the business environment and prompt reaction to changes
and trends identified.
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The main areas of support in the administrative process should be:
•

compliance to the regulatory and legislative requirements.

•

to focus on client acquisition and servicing.

•

to continue ongoing client services.

•

the ability to monitor his business accurately and efficiently.

•

retaining core business focus:

•

o

Scheduling of appointments

o

Networking and client follow-up.

streamlining of record-keeping and security:
Administrating large volumes of documents.

o
•

business analysis functionality.
We will discuss the more important aspects of ongoing administration.

10.2.1 The compliance system

In order

to continue the business as broker in a medical scheme

environment, the licensing with the FSB as well as the accreditation with
Council need to be maintained.
The system need to make sure that timeous renewal of the licence and the
accreditation of Council are submitted and granted. The Council accreditation
needs to be renewed every twenty-four (24) months and renewal application
should be submitted three (3) months before renewal date.
The administrative system also needs to ensure that all moneys are paid in
order to keep license and accreditation active.
In terms of Fit and Proper Requirements the broker needs to ensure the
compliance with competence requirements in the form of participation in
recognised continuous professional development programmes or activities.
The records of participation need to be managed for inspection by the FSB
when required.
10.2.2 Product management

The administrative system must ideally be capable of managing multiple
medical scheme options which represents multiple products.
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The system must incorporate the ability to manage non-medical scheme
products like health insurance products where the clients’ needs require these
products.
The administrative system must be flexible and robust to facilitate easy
changes to benefit structures and contributions.
The system needs to provide the business with client-centric solutions in
meeting unique financial solutions for health care needs. The system must
be developed to assist in the comparison of various medical scheme products
linked to client criteria for selection of a product.
This information needs to be generated through the continuous process of
medical scheme and option evaluation and selection. It also needs to
incorporate the client needs analysis process to get to the best solution.
10.2.3

The management of new business

To ensure growth, a process to secure new business must be in place. The
most important aspect remains word-of-mouth referrals from current clients
whose experience of the financial advice and ongoing services are perceived
to be of value.
Other activities can include:
•

advertising and the follow-up process.

•

employer engagement to be appointed.

The engagement of new clients needs to include the following:
•

Ensuring that you record basic client information

•

Establish on a high level whether you have the skills and expertise to
satisfy the client needs

•

Client analysis

•

Product recommendation and quotes

•

Application generation and monitoring

•

Management of the process of medical scheme underwriting and
counteroffers

•

Membership card and member information delivery.
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10.2.4 The record-keeping function

It is necessary to comply with the requirements to maintain confidentiality,
by having the necessary access controls and back-up and retrieval systems in
place.
Depending on the size of the business there may be a requirement to store
large volumes of relevant information for the required period of five (5)
years.
The system will need to ideally incorporate logging and storage.
10.2.5

Client communication function

In a highly competitive business environment as well as providing the
ongoing services, the business needs to have appropriate distribution and
communication functionalities. This could include:
•

telecommunication infrastructure – fixed and mobile.

•

written and fax.

•

electronic bulk and individual mailing.

•

text messaging system.

The reason for communication:
•

Updating clients regarding membership status and changes

•

Changes to medical scheme benefits, rules and contributions

•

Relevant changes in health care policy and legislation, i.e. changes to
PMB

•

Regular client education initiatives that could have a positive impact on
the effective utilisation of services and ultimately the sustainability of
the scheme.

10.2.6

Commision administration

The business needs to manage the following:
•

The

medical

scheme

commission

invoicing,

monitoring

and

reconciliation:
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o

Linked to the inception date of new members

o

Managing the exit date of members
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o

With the variances for individuals and groups where provided
for

o
•

Making provision for VAT where applicable.

Where appropriate, individual client invoicing and collection where an
individual contract has been agreed upon and signed

•

Where appropriate, employer invoicing and collection where an
employer contract has been agreed upon and signed.

Of essence, is the client portfolio management system of medical scheme
members actively contributing and for whom ongoing services are provided,
as well as non-medical scheme portfolio. This should be closely linked with an
interface to the claims administration system.

Summary
The business of a broker specialising in health care is often perceived as
complicated with high volumes for a relatively low return. It is however an
important component of the financial planning of any person. The success of
the broker to attain scale in the business will depend on the perceived value
from clients. The ongoing services for which brokers are reimbursed for as long
as the member pays contributions, provides a good opportunity to create a
“magnet-status” from the broker.
But any broker business needs to have business and administrative processes
in place to comply with provisions in the regulatory environment and also to
satisfy clients’ needs and provide high value services.

Self-Assessment Questions
1.

Ongoing services to members:
a)

are purely for marketing purposes.

b)

is a requirement in the FAIS Act.

c)

is a requirement in terms of the Regulations to the Act.

d)

is not required for ongoing payment of commission.
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2.

Ongoing services to members of medical schemes:
a)

can continue uninterrupted until the member changes medical
schemes.

b)

can continue even after the broker agreement with the scheme
is terminated.

c)

can be charged independently from the commission.

d)

is included in the commission and service levels agreed with
the scheme.

3.

4.

Member services provided by the broker:
a)

can be terminated by the client or employer.

b)

cannot be terminated by the client or employer.

c)

is not included in the commission.

d)

needs to be directly collected from the client.

Broker services related to membership include:
a)

the completion and delivering of application forms for new
members.

5.

b)

managing the process of the application for membership.

c)

responds on the counteroffer from a medical scheme.

d)

issuing of membership cards to new members.

At the time of the benefit review and new benefit year a broker needs
to:
a)

try and prevent the member from changing medical scheme
options.

b)

change the member to a new medical scheme if necessary.

c)

persuade the member to buy down in options.

d)

re-evaluate the member’s health needs and financial situation
in order to advise with respect to benefit and contribution
changes.

6.

In the administrative system of the broker, managing compliance is:
a)

not a vital aspect, as the Council will inform the broker when
renewal of accreditation is due.

b)

just focussed on maintaining the CPD requirements.

c)

includes management of licensing status, accreditation and
CPD.

d)
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7.

The record-keeping of documents includes:
a)

the retention and retrieval of documents for a period of ten
(10) years.

b)

making sure that documents are available to staff for
information-gathering.

c)

that documents are stored and managed with a high degree
of confidentiality.

d)

the storage of all medical scheme information.

Self-Assessment Answers
1.

2.

Ongoing services to members:
a)

are purely for marketing purposes.

b)

is a requirement in the FAIS Act.

c)

is a requirement in terms of the Regulations to the Act.

d)

is not required for ongoing payment of commission.

Ongoing services to members of medical schemes:
a)

can continue uninterrupted until the member changes medical
schemes.

b)

can continue even after the broker agreement with the scheme
is terminated.

c)

can be charged independently from the commission.

d)

is included in the commission and service levels agreed with
the scheme.

3.

4.

Member services provided by the broker:
a)

can be terminated by the client or employer.

b)

cannot be terminated by the client or employer.

c)

is not included in the commission.

d)

needs to be directly collected from the client.

Broker services related to membership include:
a)

the completion and delivering of application forms for new
members.

b)

managing the process of the application for membership.

c)

responds on the counteroffer from a medical scheme.

d)

issuing of membership cards to new members.
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5.

At the time of the benefit review and new benefit year a broker needs
to:
a)

try and prevent the member from changing medical scheme
options.

b)

change the member to a new medical scheme if necessary.

c)

persuade the member to buy down in options.

d)

re-evaluate the member’s health needs and financial situation
in order to advise with respect to benefit and contribution
changes.

6.

In the administrative system of the broker, managing compliance is:
a)

not a vital aspect, as the Council will inform the broker when
renewal of accreditation is due.

b)

just focussed on maintaining the CPD requirements.

c)

includes management of licensing status, accreditation and
CPD.

d)
7.

a process that is managed by the FSB.

The record-keeping of documents includes:
a)

the retention and retrieval of documents for a period of ten
(10) years.

b)

making sure that documents are available to staff for
information-gathering.

c)

that documents are stored and managed with a high degree
of confidentiality.

d)
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URL: http://www.info.gov.za/gazette/acts/1998/a53-98.pdf

•

Republic of South Africa. Income Tax Act, 1962 (Act 58 of 1962).
URL: http://www.acts.co.za/tax/index.htm

•

SAMJ. NHI will drive cost down – Shisana. Izindaba. December
2009.99(12) 846-850

•

South African Revenue Service. Budget 2009/10: Tax pocket Guide.

URL:
www.treasury.gov.za/.../2009/.../Budget%20Pocketguide%202009.p
df
•
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South

Africa.
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2009.
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Recommended reading and useful websites
•

Liz Still. Health Care in South Africa 2010 Profile Media Tel:011-7285510

•

Council of Medical Schemes Annual Report 2008-9
www.medicalschemes.com

•

Financial Services Board
www.fsb.co.za

•

White Paper for the Transformation of the Health System in South
Africa
Government Gazette 16 April 1997
www.info.gov.za/whitepapers/1997/health.htm

•

Medical Schemes Act, 1998 (ACT NO. 131 OF 1998)
www.medicalschemes.com

(Publications/Acts & Regulations/No.13 7.19.2004)
•

Regulations to Medical Schemes Act, 1998 (ACT NO. 131 OF 1998)
www.medicalschemes.com

(Publications/Acts & Regulations/No.15 10.30.2007)
•

Financial Advisory and Intermediaries Act, 2002 (ACT 37 of 2002)

•

FAIS ACT: General Code of Conduct for Authorised Financial Services
Providers and Representatives

© INSETA– Section 12 10b

223

