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Constituents of NHE
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Source: CMS 2011-2012 annual report

Managed care:
Management
services

Commissions _
& service fees Other Impaired
paid to brokers distribution costs receivables

NHE pabpm: All registered schemes 2011

Impaired receivables, R1.04

distributig A total of R12.1 bill.

was spent on non-
healthcare costs in
2011

Managed healthcare:
management Services,
R24.15

Administration expenses, R81.16
> Total NHE was 11% of

total GCI in 2011
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Restricted vs. Open schemes

Open schemes 2011 Restricted schemes 2011
R 1.08, 1%

R0O.90, 1% R0O.99, 1%

* 26 schemes

* 475 million  [o57 93
beneficiaries | 10

* 97 schemes

* 3.66 million
beneficiaries

R 101.39,
66%

R154.08 pabpm R76.07 pabpm

B Administration expenses ™ Managed healthcare: management services

Broker fees M Net impairment losses: trade & other receivables

Source: CMS 2011-2012 annual report
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Restricted vs. Open Schemes

Nominal Average NHE pbpm
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* Average real NHE has remained relatively
stable in real terms over the last 6 to 7 years for
open schemes

* Fall in real average NHE for restricted schemes
can be partly attributed to the introduction of
GEMS in 2006

e 2011 NHE is 2.2% lower than 2005 NHE in real
terms for open schemes and 23% lower for

restricted schemes
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* The fall in nominal NHE as % of GCl is
affected by different rates of inflation
(Healthcare cost inflation vs. CPI)

* Nominal NHE as % of GCI approx. 6%
higher for open schemes on average

* 2011 NHE 44% higher than 2005 NHE in
nominal terms for open schemes and 14%
higher for restricted schemes
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NHE by scheme size (CMS definition) and type

All Schemes 2011
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NHE by scheme size (Deloitte definition) and type
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Source: CMS 2011-2012 annual report.
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All Schemes 2011
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International experience - Australia

* “Management expenses” analogous to NHE
in SA
— defined as “The operating expenses

incurred in the normal fund operations
(i.e. salaries, commission, rent, etc.)".

* Management expenses = HIB expenses +
HIB claims handling expenses

* Management expense ratio commonly used
to measure administrative efficiency

— Accepted industry norm: 8% - 9% of
premium. Actual is at 9.08%.

Management
expenses

expenses

HIB claims
handling
expenses

Includes land,
labour,
equipment and IT
required for
receiving,
adjudicating and
paying claims
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International experience - Australia
Management expenses by fund size (CMS definition) and type

Management Expenses pabpm 2011
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PHIAC : The operations of Private Health Insurers annual report 2011-2012. Deloitte analysis
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International experience - Australia
Management expenses by fund size (Deloitte definition) and type

Management Expenses pabpm 2011
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PHIAC : The operations of Private Health Insurers annual report 2011-2012. Deloitte analysis
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International experience - USA

Results of study performed by Milliman in 2010 on administrative expenses of
commercial health insurers in the U.S.

Expenses Categor Insured Market
i i Large Group | Small Group Individual
$

Expenses for improving healthcare quality

2.36

$ 235

$ 1.40

s 788  § 876 S 8.6
Agents and brokers fees and commissions $ 6.13 $ 15.34 $ 12.05
Direct sales salaries and benefits $ 1.69 $ 213 $ 216
expenses

$1278  $1525  $ 1644
53084  $4383  $ 4031

* Smaller insurers have on average up to 42% higher administrative costs

* Main drivers of NHE in US market is broker fees and commissions which are regulated
in SA market

* Administrative expenses averaged 19% for the individual market, 13% of premium in
the small group market, and 9% of premium in the large group market.
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International experience - USA

_ Insured Market (USA) South African Market

Expense category Individual Expense category All schemes

Expenses for improving Managed care:
healthcare quality 3% Management services 20%

Agents, Broker fees & Broker fees incl. other .
commissions distribution costs 11%

Claims adjustment
expenses

Other general &
administrative expenses

Direct sales salaries and
benefits expenses

expenses
Net impaired
receivables 1%
Total administrative
expenses 100% 100% 100% Total NHE 100%
11
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Percentage
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Finland | 1.9
Japan N 2.3
Australia [ GG 2.8

International experience

Administration expenses as % of National

Health Expenditure

I 3
Austria [ G 3.0
canada |GGG .2
Netherlands | EENGNGGGGEEEGEG 4.3

United
Kingdom

OECD Health Data 2007, Version 10/2007
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switzerland || NG 4.5

Germany [ S ¢

* Administrative expenditure varies
significantly across the globe

)
N~
* The figure illustrates the impact of
insurance design on administrative costs

— e.g. Single payer vs. multi-payer system

France [N .0

United
States
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International experience

Percentage
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Administration expenses as % of
National Health Expenditure

Finland 1N 1.9
Japan N 2.3
Austr. I 2 .8
Unite. . I 3.3

Austria I 3.9

Policy
management
& underwriting

Cana. I /.2
Neth.. I 4.3
Switz. I /.S

Marketing

Ger. I .6
France I GO

* Aggregate measures are confounded by the mix
of costs in public and private systems:

— e.g. In the U.S., Health administration
expenses amount to approx. 21.2% of private
health insurance expenditures vs. 6.1% of
public health insurance expenditure

Unite. . I /.5

Higher
Administrative
Commission & costs
Broker fees
Product
innovation

Billin
’ * Recent Commonwealth Fund study
showed that administrative costs for

the largest insurers averaged from
13% to 18% of premium revenue in

2008.
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Impact of NHI on NHE

* Administrative cost for NHI systems internationally tend to be low
(approx. 3 % of the total cost)

— Will this be the case for SA?

— Role of NHIA (National Health Insurance Authority)?
— What IT infrastructure will be in place?

— Multiple payer or single payer?

— Etc...
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Thank you

Ashleigh Theophanides

atheophanides@deloitte.co.za

© 2013 Deloitte Touche Tohmatsu Limited


mailto:atheophanides@deloitte.co.za

