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QUESTION 1

You are a Healthcare Actuary employed at a South African consulting firm. This firm provides actuarial pricing
services to each of the South African clients listed in Table 1 below, where each client offers a distinct healthcare-

related product or contract.

Table 1 — List of Products for specified clients

Set Client Product (or Contract)
1 A Large Open Medical Scheme A New Low-Cost Benefit Option
2 An Established Health Insurer Gap Cover
3 Managed Care Organisation Capitation with a Profit Share Arrangement
4 Reinsurer Quota Share Treaty with respect to Accident Cover
5 Hospital Group Global Fee Arrangement

As part of the firm’s internal training course for the newly appointed Actuarial Analysts, you have been asked to

highlight how the actuarial pricing approach differs across these client-product combinations.

Describe the material differences in the actuarial pricing approach between Client-Product combination:

1. Set 1 and Set 2 as it pertains to their respective benefit designs. [8]
ii. Set 3 and Set S as it pertains to their respective profitability considerations. [8]
iii.  Set 2 and Set 4 as it pertains to their respective regulatory requirements. [8]
iv.  Set 1 and Set 5 as it pertains to their respective provider networks. [7]
v. Set 1 and Set 4 as it pertains to their respective underwriting practices. [7]
vi.  Set 2 and Set 3 as it pertains to their respective competitive dynamics. [6]
vii.  Set 4 and Set 5 as it pertains to their respective pricing structures. [6]

[Total 50]

REMEMBER TO SAVE
PLEASE TURN OVER
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QUESTION 2

You are a healthcare actuary employed by a reputable South African consulting firm as a Senior Actuarial
Consultant with extensive experience in performing liability valuations of Post-Retirement Medical Aid (PRMA)

subsidies for recognition under International Accounting Standard 19 (IAS 19).
You have been tasked with preparing the annual PRMA subsidy liability valuation for Protea Business Solutions
Pty Ltd (PBS) as at 31 December 2025. In doing so, you have investigated the previous valuation assumptions to

refine the basis for this new valuation.

The table below provides an extract of the key financial valuation assumptions used for PBS over the last three

valuations:

Table 2 — Key Financial Valuation Assumptions for Protea Business Solutions Pty Ltd (PBS)

Assumption 31 December 2022 31 December 2023 31 December 2024
Discount Rate 12,00% 11,50% 12,70%
General Inflation 7,50% 6,50% 7,30%
Contribution Inflation 9,00% 8,00% 8,30%
Discounted Mean Term (DMT) 17 years 16 years 14 years

The previous three actuarial valuation reports note that this PRMA liability is unfunded. Under the subsidy policy
of PBS:

e Employees can choose from among 10 benefit options offered by Best-of-the-Best Medical Scheme
(BOB,).

e The monthly subsidy equals 100% of the monthly gross contribution for those benefit options.

o This subsidy applies only after retirement; no subsidy is paid during active employment.

e Employees eligible for this benefit must have been appointed before 31 December 2010, and the subsidy

extends to their adult dependants.

REMEMBER TO SAVE

PLEASE TURN OVER
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1. Explain the experience investigations you would perform to set the financial assumptions for the PRMA
subsidy liability valuation as at 31 December 2025.
[10]

During these experience investigations, you discover that the contribution inflation assumed each year has been

lower than the actual rate observed by Best-of-the-Best Medical Scheme (BOB).

il. Outline the reasons why the contribution inflation may have been understated annually, and explain how
you would incorporate the insights from this root-cause analysis when setting the assumption for the
upcoming valuation at 31 December 2025.

[10]

After completing the draft valuation for 31 December 2025, you present your findings in a draft report to the

Board of Directors of PBS. A Director, who greatly values the organisation’s paternalistic culture, asks for your

view on the impact of the following possible scenarios on the valuation results, as well as the impact on the

employees:

a)  If medical schemes can no longer recover healthcare costs related to motor vehicle accidents.

b) If National Health Insurance (NHI) is implemented in 2026, and medical schemes play only a

complementary role.

¢) Ifthe South African Reserve Bank’s Monetary Policy Committee significantly increases the repo rate

in 2026 to contain rising inflation.

d) Ifthe Board of Directors decides to expand the subsidy eligibility to include child dependants.

e) If the Board of Directors decides to extend subsidy eligibility to graduates appointed after
31 December 2025.

iii.  For each of the five scenarios above, explain the likely impact on the PRMA liability valuation results to
address the Director’s query.
[20]
iv.  For each of the five scenarios above, discuss how the scenario might impact employees, and how the
employer could support its employees financially (or otherwise) in each scenario.
[10]
[Total 50]
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END OF EXAMINATION
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