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answer booklet.
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QUESTION 1

PlatCo is a large but geographically concentratatiSAfrican Platinum mining company situated close
to Rustenburg. The company provides healthcaru@ing occupational healthcare) to its 35 000 low-
income employees via its own facilities. Thesadlifaes are managed as a separate division of BlatC
called PlatCo Medical Services, and include:

- Primary healthcare facilities inclusive of a phacyaand basic radiology equipment;

- Salaried healthcare professionals inclusive of esjrgeneral practitioners, radiologists, dentists
and physiotherapists;

- Salaried specialists for a small number of spesgdlidisciplines; and

- A 200-bed hospital, inclusive of a theatre, for ggahtertiary care.

When employees need specialised care of a nataneaiable through PlatCo Medical Services, PlatCo
Medical Services will refer these employees tovaht outside facilities in Rustenburg, and reimburs
these on a fee-for-service basis.

PlatCo Medical Services does not keep detailedsatibn records of PlatCo employees’ visits to its
facilities.

PlatCo transfers a fixed per-capita fee into Plat@alical Services for the provision of all healtrecto
its employees. The fixed fee is calculated angualadvance as part of PlatCo’s annual budgetgasic
PlatCo Medical Services budgets to break even exemy.

The Council for Medical Schemes recently indicéteat they are investigating the possibility thadtEb
is conducting the business of a medical schemeaigiwr®latCo Medical Services.

(1) Define the business of a medical scheme and prgxde opinion as to whether or not this
applies to PlatCo Medical Services. [4]

PlatCo decides to restructure its healthcare aermegts in such a manner as to ensure that sewsiees
financed through a registered medical scheme. afeua consulting actuary approached by PlatCo to
assist with the process.

PlatCo is considering two courses of action. h egther request an existing open medical scheme to
provide cover for its employees, or it could stunet and register a new restricted medical scheme
specifically for PlatCo employees. In either cd8aiCo prefers healthcare for its employees tdicoa

to be provided via PlatCo Medical Services’ fa@ht

You have been asked to draft a short report comgadhie characteristics of open and restricted seeem
and discussing which type of scheme is more likelpe a suitable vehicle for the provision of coteer
PlatCo’'s employees.

(i) Outline the points you would include in the report. [14]

PLEASE TURN OVER

F201 N2010 © ActudrBociety of South Africa



After some deliberation PlatCo decides to estabdistestricted membership medical scheme for its
employees. The scheme is to be called PlatMedvalhchave a single benefit option. Compulsory
membership of this medical scheme will become aitiom of employment for all low-income PlatCo
employees. PlatCo will replace a portion of its-papita fee presently being paid into PlatCo Malic
Services with a contribution subsidy which will fygecified as a percentage of PlatMed’s contribstion
PlatMed will provide services by

- Paying a capitation fee to PlatCo Medical Servioeshe provision of primary care as well as the
secondary and tertiary care available in PlatCoitéd®bervices; and

- If PlatCo Medical Services refer PlatMed membersxternal facilities, PlatMed will reimburse
the latter on a fee-for-service basis.

The benefit structure of PlatMed is to be strualuresuch a way as to provide benefits similarhiose
employees can currently access through PlatCo MEeSiervices.

The administration of PlatMed will be outsourcedtthird-party administrator.

You have been asked to calculate an appropriaitatiap fee to be paid by PlatMed into PlatCo Metlic
Services, as well as PlatMed’s contributions fat 20

(iii) Describe in detail how you would approach and perfthese calculations. You are not
required to outline a benefit structure for PlatMed [16]

PlatCo agreed with trade unions to subsidise 10D&teoprincipal member contribution and 50% of adul
or child dependant contributions. The companyndseto maintain this subsidy after normal retiremen
and has to establish a PRMA liability on its baksbeet to reflect this obligation. You have basked

to assist with the drafting of a subsidy policy.

(iv) List questions that the company should consideetting up its subsidy policy. [4]

The financial director of PlatCo is concerned abibat impact that a PRMA liability will have on the
company’s financial position. He suggests thatN®éa should convert to an income-based contribution
table. He wants PlatMed to introduce a lower incdmed, for income levels below the level of the
lowest salaried employee covered by PlatMed, vathelr contributions than those presently being paid
by active members. He argues that, although Pléthses not cover any pensioners as yet, future
pensioners are likely to fall into this lower bratlkand will therefore require a smaller subsideraft
retirement, resulting in a smaller PRMA liability.

(v) Comment on the financial director’s proposal. [6]
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In order to attain statutory solvency over timeat®led could either structure its contributions uctsa
way that it makes sufficient surpluses, or apprdaleitCo to make a grant which will be paid direatito
the scheme.

(vi) Discuss the merits and consequences to PlatMe®latdo of each of these two options. [6]

[Total marks 50]

QUESTION 2

You are an actuary employed by an open medicainselmlled UltraMed. UltraMed’'s most affordable
option, the Budget Plan, has a full risk transfeam@gement with a managed care organisation called
YMCO. The Budget Plan provides benefits for aksribed Minimum Benefits as well as unlimited
primary care, subject to stringent protocols anthtdaries, at providers in YMCO's networks. YMCO
has negotiated preferential rates with all of thpsaviders and reimburses these on a fee-for-srvic
basis.

UltraMed pays YMCO a capitation fee which is negt#d on an annual basis.

® List the types of risk that can be transferred framcheme to a managed care organisation
and briefly explain how these risks apply to Ulteehand YMCO's arrangement. [4]

The Budget Plan has shown significant growth ovee past two years and presently covers
approximately 35 000 members.

YMCO has recently indicated to UltraMed that itsicls experience on Budget Plan has increased
significantly and that it will require a 45% incesain its capitation fees on 1 January 2011. YMCO
asserts that this increase was primarily driveralgeterioration of Budget Plan’s demographic peofil
Specifically, the prevalence of beneficiaries sitilg chronic medication has increased significantly
during the past nine months.

As part of the capitation fee negotiation proc&3dCO provided UltraMed with detailed claims data fo
Budget Plan for treatment months January 2009 fme®®er 2010. In order to protect YMCO's
intellectual property, however, the data has befuséed so that each claim line reflects the Refsze
Price List (RPL) tariff rather than the discountedff actually paid to providers by YMCO. The daire
detailed and include

- UltraMed’s membership number and dependant number;
- Practice number and discipline of practitioner/digpp

- Tariff code charged (NAPPI code in the case of cethn);
- Acute / Chronic indicator (for medicine claims anly

- ICD10 code;
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- Prescribed Minimum Benefit indicator (yes/no);
- Date of treatment;

- Date of payment;

- Amount paid (based on RPL tariff only); and

- Anin-hospital indicator (yes/no).

YMCO has also provided UltraMed with financial suames of aggregated claims for Budget Plan
broken down by month of service. These figuresba®ed on actual amounts paid by YMQ@. (ot
adjusted in any way to hide discounted tariffsS)MQO also provided its present IBNR estimates fer th
Budget Plan broken down by the same months.

Based on these financial summaries, YMCO expertackoss ratio of 110% over the last nine months.
YMCO indicated that they require a loss ratio of%8%0 cover their internal expenses and profit
requirements.

It is also evident from the financial summarieg tfiICO has a rather long IBNR tail, with 5% of atzs
still being provided nine months after date of ggrv YMCO indicates that it only started estimgtits
IBNR in accordance with actuarial principles sitloe inception of 2010.

(i) Discuss the analyses you would perform to assisaMEd in verifying the nature and the
cause(s) of the increase requested by YMCO. Youldrassume that it is presently October
2010. [20]

UltraMed considers two alternatives to deal with pinoposed cap fee increase:

1. UltraMed reduces the risk transfer to YMCO to pniyngare only, in return for a reduced
capitation fee. UltraMed then assumes risk fosatlondary care and tertiary care.

2. UltraMed pays YMCO a management fee for use oftatdf structures and managed care
protocols. UltraMed retains all the risk for tloistion’s claims.

(iii) Describe the factors that you would take into aot@u evaluating the two alternatives from
Ultramed'’s point of view. [11]

In the light of recent communications issued by Beuncil for Medical Schemes, UltraMed's
management team expressed concern as to whetheOYiBIlly compliant with regulations pertaining
to Prescribed Minimum Benefits (PMBs). You aretinsted to analyse the data provided by YMCO to
determine whether YMCO does provide for all Prdsati Minimum Benefits in accordance with the Act
and Regulations.

(iv) Describe the main components of PMBs as defingtiénAct and Regulations. Include in
your description how PMBs are affected by the apipoent of a Designated Service
Provider. [6]
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(V) Outline the problems you could encounter if you evey use YMCOQO'’s data to determine
which of its historic claims should be categorissdPMBs. You should break your answer
down by the main PMB components. [9]

[Total marks 50]
[TOTAL MARKS 100]
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