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KEYHEALTH MEDICAL SCHEME

REPORT OF THE BOARD OF TRUSTEES
for the year ended 31 December 2013

The Board of Trustees hereby presents its report for the year ended 31 December 2013.

1. DESCRIPTION OF THE MEDICAL SCHEME

1.1 Terms of registration

1.2 Benefit options within KeyHealth Medical Scheme

The Scheme offered six benefit options for the financial year under review. The options are:

∙ Platinum 
∙ Gold 
∙ Silver 
∙ Equilibrium
∙ Essence
∙ Origin

1.3 Savings plan

KeyHealth Medical Scheme (the Scheme) is a not-for-profit open medical scheme registered on 6 October 1998, Registration number 1087 
in terms of the Medical Schemes Act, 131 of 1998 as amended.

In order to provide a facility for members to set funds aside to meet future healthcare costs not covered in a benefit option, the Trustees 
have made savings plan options available to meet this objective.

The Scheme's rules changed with effect 1 January 2011 whereby savings allocated during 2011 will be utilised in total before a member 
claim could access the risk portion.

Members belonging to the Gold and Equilibrium options pay an agreed sum of 10% and 7% of their gross contributions respectively into a 
savings account so as to help pay for the member’s portion of healthcare costs up to a prescribed threshold. 

Unexpended savings amounts are accumulated for the long-term benefit of the member. Interest is calculated monthly on the respective 
member's positive balances, and will be reflected on the monthly statements.

The liability to the members in respect of the savings plan is reflected as a financial liability in the financial statements, repayable in terms of 
Regulation 10 of the Medical Schemes Act, 131 of 1998 as amended.

In terms of the rules of the Medical Scheme, any advances on savings contributions are funded from the Scheme’s funds, and the risk of 
impairment is carried by the Scheme.

Savings balances are refunded when a member leaves the Scheme or transfers to another benefit option within the Scheme which does 
not have a savings option. The money will be transferred to the member after five months of date of the resignation/change.

Origin is a new benefit option with effect from 1 January 2013. This benefit option is capitated.

Savings funds are invested in a separate call and current account with ABSA bank. Interest generated on the funds in the call and current 
accounts is allocated net of investment costs, to positive savings balances.
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1. DESCRIPTION OF THE MEDICAL SCHEME - continued

1.4 Risk transfer arrangements 2013 2012
R’000 R’000

Premiums/fee paid 67,101         68,661         

Denis 56,308         62,232         
Netcare 911 6,375           6,429           
Primecure 4,418           -                   

Claims recovered in respect of risk transfer arrangements (60,704)        (58,085)        

Denis (51,217)        (50,669)        
Netcare 911 (6,906)          (7,416)          
Primecure (2,581)          -                   

Loss/(profit) share on risk transfer arrangements 1,235           (2,507)          

Denis -                   (4,707)          
Netcare 911 1,235           2,200           

7,632           8,069           

2. MANAGEMENT

2.1 Board of Trustees in office during the year under review and to the date of this report

JH Greyling (Chairperson )
EP Sharman (Vice Chairperson)
DPJ Kruger 
Adv. EW Vermaak 
AD Young
P Bennett 
JP Deetlefs 
JS van Zyl
OJH Mulder
JH Grobbelaar 
PJS Gouws 

All of the above Trustees were elected in terms of the Rules of the Scheme.

In addition to the dental (Denis) and emergency transport (Netcare) services capitation agreements (providing benefits to members on
benefit options other than Origin), the Scheme entered into a third capitation agreement with Primecure (with effect from 1 January 2013) to
provide a full capitation service which includes doctors, hospitals, specialists and medicines on the Origin benefit option. The capitation
agreements are in substance, the same as non-proportional commercial reinsurance contracts. 

The Board convened twelve times, inclusive of strategic sessions, during 2013 (2012 : sixteen times). 
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2. MANAGEMENT - continued

2.2 Principal Officer 

BJ Kruger PO Box 14145
KeyHealth Building Lyttelton
86 Koranna Avenue 0149
Doringkloof
Centurion
0157

Tel : (012) 667 2250
Fax : (012) 667 2301

2.3 Registered office address and postal address

KeyHealth Building PO Box 14145
86 Koranna Avenue Lyttelton
Doringkloof 0149
Centurion
0157

2.4 Medical Scheme Administrators during the year

Professional Medical Scheme Administrators (PMSA) 

269 Von Willich Avenue Private Bag X1031 
66 Corporate Park, Block D Lyttelton
Die Hoewes 0140
Centurion
0157

Accreditation number: Admin 37

 - Financial accounting and reporting;
 - Independent internal audit department within the Scheme;
 - New business;
 - Broker commission administration and calculation; 
 - Marketing;
 - Underwriting; and
 - Distribution

 

The functions include:

The Scheme applies a model whereby certain primary management functions are incorporated within the Scheme under the direct control 
of the Board of Trustees.

The core administration functions are outsourced to a third party administrator.
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2. MANAGEMENT - continued

2.5 Investment Consultant during the year

IFG Africa Public Sector (Pty) Ltd
47 Dely Road
Hazelwood
0081

Registration no: 2000/025174/07
FSB No. 10899

2.6 Actuary during the year 

Cipla Consult
Unit 111, Block 2
The Cliffs
Tyger Valley
7530

2.7 External auditor

Deloitte & Touche
Deloitte Place, The Woodlands, 
Building 8, 
20 Woodlands Drive
Woodmead
2052
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3. INVESTMENT STRATEGY OF THE SCHEME

4. MANAGEMENT OF INSURANCE RISK

Insurance events are, by their nature, random, and the actual number and size of events during any one year may vary from those estimated with 
established statistical techniques. There were no changes to assumptions used to measure insurance assets and liabilities that have a material 
effect on the financial statements and there are no terms and conditions of insurance contracts that have a material effect on the amount, timing 
and uncertainty of the Scheme's cash flows.

- A risk assessment is performed with feedback to the Board of Trustees with recommendations on the risks identified.

The Scheme invested in cash instruments, insurance policies and collective investment schemes during 2013. This investment policy is reviewed 
annually, taking into consideration compliance with the Act, the risk and returns of the various investment instruments and the surplus of funds 
available. The Scheme’s activities expose it to a variety of �nancial risks, including the e�ects of changes in the equity market prices and interest 
rates. The Scheme’s overall risk management programme focuses on the unpredictability of �nancial markets and seeks to minimise potentially 
adverse effects on the financial performance of the investments, which the Scheme holds to meet its obligation to its members.

The Scheme makes use of an investment consultant. The advisor's primary mandate is to comply with prevailing legislative constraints and to 
ensure value retention while still ensuring growth.

The Scheme’s investment objectives are to maximise the return on its investments on a long term basis at appropriate risk. The investment 
strategy takes into consideration both constraints imposed by legislation and those imposed by the Board of Trustees. 

- The Scheme remains liquid;
 The mandate of the Board is to ensure that:

- Investments are placed at minimum risk and the best possible rate of return;
- Investments made are in compliance with the Regulations of the Act supported by a declaration by the investment consultant; and 

The Board's investment strategy with regards to savings funds is to invest such funds in a cash instrument to limit the risks to interest rate risk 
and to ensure that the Member's funds are readily available.

The primary insurance activity carried out by the Scheme assumes the risk of loss from members and their dependants that are directly subject 
to the risk. This risk relates to the health of the Scheme's members. As such the Scheme is exposed to the uncertainty surrounding the timing 
and severity of claims under the contract.

The Scheme manages its insurance risk through benefit limits and sub-limits, approval procedures for transactions that involve pricing guidelines, 
pre-authorisation and case management, service provider profiling, centralised management of risk transfer arrangements, and the monitoring of 
emerging issues.

The Scheme uses several methods to assess and monitor insurance risk exposures both for individual types of risks insured and overall risks. 
These methods include internal risk measurement models, sensitivity analysis and scenario analysis. The theory of probability is applied to the 
pricing and provisioning for a portfolio of insurance contracts. The principal risk is that the frequency and severity of claims are greater than 
expected.
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5. REVIEW OF THE ACCOUNTING PERIOD’S ACTIVITIES

5.1 Operational statistics per benefit option

Platinum Gold Silver Equilibrium Essence Origin Scheme

a. 4,941           19,292         5,301           4,071           1,916           498              36,019         

b. 5,056           19,618         5,421           3,686           1,830           487              36,097         

c. 8,131           41,990         12,710         8,615           4,462           830              76,738         

d. 8,367           42,909         12,982         7,709           4,298           787              77,052         

e. 0.65             1.18             1.40             1.12             1.33             0.67             1.13             

f. 6,344           3,857           3,194           1,693           1,567           920              3,729           

g. 3,833           1,763           1,334           809              667              569              1,765           

h.
89% 73% 84% 90% 102% 85% 79%

i.
8% 9% 11% 14% 15% 13% 9%

j. 9% 9% 9% 9% 9% 9% 9%

k. 3,417           1,430           1,122           784              678              484              1,477           

l. 291              176              143              121              102              73                172              

m. 59                46                40                34                36                30                44                

n. 46% 24% 17% 12% 12% 0% 23%

o. 72% 42% 29% 18% 18% 0% 39%

Average net contributions per 
beneficiary per month

Relevant healthcare expenditure as  
a percentage of gross contribution

Pensioners ratio

Chronic profile

2013

Number of members at the end of 
the accounting period

Average number of members for the 
accounting period

Number of beneficiaries at the end 
of the accounting period

Average number of beneficiaries for 
the accounting period

Relevant non-healthcare 
expenditure as a percentage of 
gross contribution

Return on investments as a 
percentage of investments

Relevant healthcare expenditure per 
average beneficiary per month

Non-healthcare expenditure per 
average beneficiary per month

Average age per beneficiary

Dependant ratio at year end

Average net contribution per 
member per month
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5. REVIEW OF THE ACCOUNTING PERIOD’S ACTIVITIES - continued

5.1 Operational statistics per benefit option

Platinum Gold Silver Equilibrium Essence Scheme

a. 5,576           20,540         5,693           2,896           1,670           36,375         

b. 5,730           20,994         5,866           2,673           1,661           36,924         

c. 9,584           46,179         13,775         6,146           4,019           79,703         

d. 9,925           47,520         14,197         5,642           4,017           81,301         

e. 0.72             1.25             1.42             1.41             1.12             1.19             

f. 5,688           3,577           2,945           1,489           1,454           3,558           

g. 3,283           1,581           1,217           705              601              1,616           

h. 87% 70% 75% 107% 99% 77%

i.
8% 9% 11% 14% 15% 9%

j. 9% 9% 9% 9% 9% 9%

k. 2,828           1,228           935              801              591              1,311           

l. 257              151              128              111              90                154              

m. 55                43                38                34                35                42                

n. 42% 21% 15% 14% 12% 22%

o. 66% 41% 30% 24% 19% 40%

Relevant non-healthcare 
expenditure as a percentage of 
gross contribution

Non-healthcare expenditure per 
average beneficiary per month

Average age per beneficiary

Average number of members for the 
accounting period

Number of beneficiaries at the end 
of the accounting period

Average number of beneficiaries for 
the accounting period

Dependant ratio at year end

Average net contribution per 
member per month

Chronic profile

Pensioners ratio

Return on investments as a 
percentage of investments

Relevant healthcare expenditure per 
average beneficiary per month

Relevant healthcare expenditure as  
a percentage of gross contribution

2012

Number of members at the end of 
the accounting period

Average net contributions per 
beneficiary per month
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5. REVIEW OF THE ACCOUNTING PERIOD’S ACTIVITIES - continued

5.2 Operational statistics for the Scheme

Average accumulated funds per member (in Rand)
Breakdown of total amount paid to administrator
 -  Administration fees
 -  Managed Care
 -  Printing, Stationery, Salary, Consultancy and Telephone Expenses
 -  Rental

Return on investments as percentage of investments

5.3 Results of operations

5.4 Broker service fees

5.5 Provision for post retirement medical benefits

15,846,040                          

The actuaries calculated a transitional liability of R4 068 000  (2012: R4 486 000) and consider it to be sufficient.  The decrease (2012: 
increase) in the liability of R418 000 (2012: R790 000) was recognised in the  statement of comprehensive income for the year under 
review.

70,013,548                         
16,318,819                         

91,744                                
119,748                              

The Scheme concluded broker agreements with various brokers for the introduction and retention of members.  These agreements comply 
with relevant legislation.

The total cost of the brokerage fee for 2013 amounted to R21 823 856 (2012: R22 816 449).

The Scheme did not deviate from the prescription of legislation regarding  the payment of commission.

2012

148,920                               

9%

R

68,904,835                          

128,984                               

9%

2013
R

14,467                                

The results of the Scheme are set out in the annual financial statements and the Trustees believe that no further clarification is required.

The Scheme compensates brokers in accordance with its rules and provision of the Medical Schemes Act (131 of 1998) as amended and 
the regulations thereto.

10,889                                 
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5. REVIEW OF THE ACCOUNTING PERIOD’S ACTIVITIES - continued

2013 2012
R’000 R’000

5.6 Solvency Ratio

Total Members’ Funds and reserves per the statement of �nancial position 548,403       416,893       
Less:

(39,889)        (29,325)        

508,514       387,568       

Gross contributions 1,722,075    1,680,761    

Accumulated funds ratio 29.5% 23.1%

5.7 Outstanding claims

5.8 Reserve accounts

6. ACTUARIAL VALUATION

7. EVENTS AFTER STATEMENT OF FINANCIAL POSITION DATE

8. INVESTMENTS IN AND LOANS TO PARTICIPATING EMPLOYERS OF THE SCHEME

 

The basis for calculation of the outstanding claims provision is discussed in note 11 to the annual financial statements and is consistent 
with the prior year. Movements on the outstanding claims provision are set out in note 11 to the annual financial statements. There have 
been no unusual movements that the trustees believe should be brought to the attention of the members of the Scheme. 

Movements in the reserves are set out in the statement of changes in Funds and Reserves. There have been no unusual movements that 
the Trustees believe should be brought to the attention of the members of the Scheme.

The Scheme makes use of actuaries on a continued basis, for the pricing and monitoring of the various options as well as the review of the post 
retirement medical benefit liability as discussed in point 5.5.

No significant subsequent events have taken place since the statement of financial position date to the date of this report.

The Scheme holds no direct investments and/or loans in participating employers of the Scheme or other related parties.

Cumulative net gains on re-measurement to fair value of financial instruments and investment
properties included in the accumulated funds and revaluation reserve

Accumulated funds per Regulation 29 of the Medical Schemes Act, 131 of 1998 as amended
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9. RELATED PARTY TRANSACTIONS

10. AUDIT COMMITTEE

Audit Committee Members in office 

TF Meyer (Chairperson) (Deputy chairperson from 19 September 2013) Independent member
JJ Jacobs (Deputy Chairperson )(until 26 July 2013) Independent member
J Moonsamy (until 26 July 2013) Independent member
BG Fourie (Chairperson from 19 September 2013) Independent member
A van den Berg (from 19 September 2013) Independent member
JH Grobbelaar Trustee 
P Bennett Trustee 

11. INTERNAL AUDIT

12. GUARANTEES RECEIVED BY THE SCHEME FROM A THIRD PARTY

Not applicable to the Scheme.

Related party transactions are disclosed in note 26 to the annual financial statements.

The Audit Committee was established in accordance with the provisions of the Medical Schemes Act of 1998 and is guided by the approved 
Audit Committee Charter.  The Audit Committee consists of five members, of which two are members of the Board of Trustees.  The other three 
members, including the Chairperson and the Deputy Chairperson, are not trustees/officers of the Scheme.  The Audit Committee met 3 times 
during 2013 (4 times during 2012).

The Chairperson of the Scheme, the Principal Officer, the internal and external auditors have unrestricted access to the Chairperson of the Audit 
Committee.

In accordance with the provisions of the Act, the primary responsibility of the Committee is to assist the Board of Trustees in discharging its 
�duciary duties as stipulated in the Act, relating to the Scheme’s accounting policies, internal control systems and �nancial reporting practice. 
The external auditors formally report to the Committee on critical findings arising from audit activities. 

During the 2013 financial year the scheme conducted its own internal audit function. All internal audit reports are circulated to the Scheme, 
external auditors and the Audit Committee. 
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13. MEETING ATTENDANCE

Individual

A B A B A B

Bennett P* 12                12                3                  3                  -                   -                   
Deetlefs JP 12                11                -                   -                   -                   -                   
Fourie BG# -                   -                   1                  1                  -                   -                   
Gouws PJS 12                12                -                   -                   4                  4                  
Greyling JH 12                12                -                   -                   4                  4                  
Grobbelaar JH* 12                10                3                  3                  -                   -                   
Jacobs JJ#$ -                   -                   2                  2                  -                   -                   
Kruger DPJ 12                11                -                   -                   4                  4                  
Meyer TF#~ -                   -                   3                  3                  -                   -                   
Moonsamy P#$ -                   -                   2                  2                  -                   -                   
Mulder OJH 12                12                -                   -                   -                   -                   
Sharman EP 12                12                -                   -                   4                  4                  
van den Berg A# -                   -                   1                  1                  -                   -                   
Van Zyl JS 12                11                -                   -                   -                   -                   
Vermaak EW 12                12                -                   -                   4                  4                  
Young AD 12                7                  -                   -                   1                  1                  

* KeyHealth Audit Committee Member - Trustees
# KeyHealth Audit Committee Member  - Independent member
~ Attended Trustee meeting as an invitee
$ KeyHealth Audit Committee Members for part of the year - not re-elected

B - Actual number of meetings attended

Teams

A - Total possible number of meetings could have attended

Board
meetings

Audit  
Committee

The following schedule sets out the Board of Trustee and sub-committee meeting attendances. Trustee remuneration is disclosed in note 32 to 
the annual financial statements.

Task
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14. NON-COMPLIANCE WITH MEDICAL SCHEMES ACT 131 OF 1998 AND REGULATIONS 

14.1 Sustainability of benefit options

 • Continuing to allow for reasonable increases of the right profile members;
 •

 • Improving the overall membership profile of the Scheme;
 • Reducing claims expenses of the Scheme through effective case managements; and
 • Implementation of an investment policy to improve the return on investments.

14.2 Contributions received three days after payment becomes due

Section 26(7), of the Medical Schemes Act, stipulates the following:

14.3 Payment of benefit within 30 days of lodging of claim

14.4 Payment of stale claims

Regulation 6 (Chapter 2 to the Regulations of the Medical Schemes Act) states the following:

Instances were identified where claims were accepted for payment more than four months after the treatment date.

Manner of payment of bene�ts.—(1)  A medical scheme must not in its rules or in any other manner in respect of any bene�t 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.

“All subscriptions or contributions shall be paid directly to a medical scheme not later than three days after payment thereof becoming due.”

Contributions of members belonging to certain employer groups will only be suspended once the contributions received are allocated to the 
specific member records. It is also the policy of some of these groups to only pay their contributions on the 7th of the month, following the 
month that payment is due. Provision 13.2.1 of the Scheme Rules requires that these members should only be suspended after 30 days of 
the contributions becoming due.

The majority of the Scheme's employer group business is with Local Authorities. The SALGBC (South African Local Government 
Bargaining Council) resolved that contributions for employees in Local Government be paid in arrears and confirmed this by including it as 
part of the accreditation requirement for participating medical schemes. This decision and the tendency to pay contributions only by the 7th 
of a month resulted in a major portion of the Scheme’s monthly contributions, from the various Local Authorities, being received outside the 
time limit as set out in the Act.

In terms of Section 59 of the Medical Schemes Act 131 of 1998, as amended, claims should be paid within 30 days after the day on which 
the claim  was received. Instances were noted where claims were paid 30 days after notification was received.

Although certain claims are paid after the 30 day period, this is in line with the normal business process of the Scheme as the Scheme rules 
stipulate that a member has 6 months to dispute a claim that is not paid.

Processes are in place to ensure that these groups are monitored closely, so as to minimise any potential financial losses to the Scheme.

In terms of Section 33(2) of the Medical Schemes Act 131 of 1998, as amended, each option shall be self-supporting in terms of 
membership and financial performance. The Equilibrium and Essence benefit options were not self sustaining during 2013 based on net 
healthcare results.

The Scheme appointed actuaries are actively involved in the annual design and continued monitoring of the Scheme's benefit options. The 
benefit design changes were derived with the following in mind;

Redesigning benefits options in order to influence claims patterns and subsequently increase the solvency levels and competitiveness 
of the Scheme;

The Scheme has taken into account incidents such as the recent strikes at the South African Postal Service when deciding whether to 
process stale claims and has, in certain scenarios paid benefits with respects to such claims. 
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14. NON-COMPLIANCE WITH MEDICAL SCHEMES ACT 131 OF 1998 AND REGULATIONS - continued

14.5 Accumulated Funds ratio

Regulation 29(2) of the Medical Schemes Act 181, of 1998 stipulates the following:

12,1%
2011 13,5%

...medical scheme must at any time maintain accumulated funds, expressed as a percentage of gross annual contributions for the 
accounting period under review of not less than 25%.

At year end, the accumulated funds, expressed as a percentage of gross annual contributions, amounted to 29.5% (2012: 23.1%).

Achieved solvency ratio at period end

12.1%
15.6%
23.1%
29.5%

2012 16,1%
2013 17,4%
2014 25,4%

The 5 year business plan as approved by the Council for Medical Schemes indicated below:

Year Required solvency ratio at period end

2010
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_________________________ _________________________

 

The Scheme’s external auditors, Deloitte & Touche, have audited the �nancial statements, and their report is presented on pages 18 and 19.

The financial statements were approved by the Board of Trustees on 23 April 2014 and are signed on its behalf by:

The Board of Trustees is responsible for the preparation, integrity, and fair presentation of the financial statements of KeyHealth Medical Scheme.  
The financial statements presented on pages 20 to 73 have been prepared in accordance with International Financial Reporting Standards (IFRS) 
and the requirements of the Medical Schemes Act 131 of 1998 and include amounts based on judgements and estimates made by management.

The Board of Trustees considers that in preparing the financial statements, they have used the most appropriate accounting policies, consistently 
applied and supported by reasonable and prudent judgements and estimates.

The Board of Trustees is satisfied that the information contained in the financial statements fairly presents the results of operations for the year and 
the financial position of the Scheme at year-end.  The Trustees also prepared the other information included in the annual report and are responsible 
for both its accuracy and its consistency with the financial statements.

The Board of Trustees has the responsibility to ensure that accounting records are kept.  The accounting records should disclose with reasonable 
accuracy the financial position of the Scheme, to enable the Trustees to ensure that the financial statements comply with the relevant legislation.

The Scheme operates in a well-established and controlled environment, which is well documented and regularly reviewed.  This incorporates risk 
management and internal control procedures, which are designed to provide reasonable, but not absolute, assurance that assets are safeguarded 
and the risks facing the business are being controlled.

The going concern basis has been adopted in preparing the financial statements.  The Board of Trustees have no reason to believe that the Scheme 
will not be a going concern in the foreseeable future, based on forecasts and available cash resources.  These financial statements support the 
viability of the Scheme.
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BOARD OF TRUSTEES

INTERNAL CONTROL

The Scheme is committed to the principles and practice of fairness, openness, integrity and accountability in all dealings with its stakeholders. The 
Trustees were nominated and elected by the members of the Scheme.

The Board of Trustees meets regularly and monitor the performance of the Administrator.  It addresses a range of key issues and ensures that 
discussion of items of policy, strategy and performance is critical, informed and constructive.

All members of the Board of Trustees have access to the advice and services of the Principal Officer and, where appropriate, may request the 
Principal Officer to seek independent professional advice at the expense of the Scheme.

The Administrator of the Scheme maintains internal controls and systems designed to provide reasonable assurance as to the integrity and reliability 
of the financial statements and to safeguard, verify and maintain accountability for its assets adequately.  Such controls are based on established 
policies and procedures and are implemented by trained personnel with the appropriate segregation of duties.

No event or item has come to the attention of the Board of Trustees that indicates any material breakdown in the functioning of the key internal 
controls and systems during the year under review.



 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
INDEPENDENT AUDITOR'S REPORT TO THE MEMBERS OF KEYHEALTH MEDICAL 
SCHEME 
 
 
We have audited the financial statements of Keyhealth Medical Scheme set out on pages 20 to 73, 
which comprise the statement of financial position as at 31 December 2013, and the statement of 
comprehensive income, statement of changes in funds and reserves and statement of cash flows for 
the year then ended, and the notes, comprising a summary of significant accounting policies and other 
explanatory information. 
 
Trustees' Responsibility for the Financial Statements 
 
The Trustees are responsible for the preparation and fair presentation of these financial statements in 
accordance with International Financial Reporting Standards and in the manner required by the 
Medical Schemes Act of South Africa, and for such internal control as the Trustees determine is 
necessary to enable the preparation of annual financial statements that are free from material 
misstatement, whether due to fraud or error.   
 
Auditor's Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audit.  We 
conducted our audit in accordance with International Standards on Auditing.  Those standards require 
that we comply with ethical requirements and plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the financial statements.  The procedures selected depend on the auditor’s judgement, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness 
of the entity’s internal control.  An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our audit opinion. 

  



 
 

Opinion 
 
In our opinion, the financial statements present fairly, in all material respects, the financial position of 
Keyhealth Medical Scheme as at 31 December 2013, and of its financial performance and its cash 
flows for the year then ended in accordance with International Financial Reporting Standards and in 
the manner required by the Medical Schemes Act of South Africa. 
 
Other reports required by the Medical Schemes Act  
 
As part of our audit of the financial statements for the year ended 31 December 2013, we have read 
the Report of the Board of Trustees for the purpose of identifying whether there are material 
inconsistencies between this report and the audited financial statements.  The Report of the Board of 
Trustees is the responsibility of the Trustees. Based on reading the Report of the Board of Trustees we 
have not identified material inconsistencies between this report and the audited financial statements. 
However, we have not audited the Report of the Board of Trustees and accordingly do not express an 
opinion thereon. 
 
 
 

 
Deloitte & Touche 
Registered Auditors 
 
Per: J van Staden 
Partner 
23 April 2014 
 



 

KEYHEALTH MEDICAL SCHEME

STATEMENT OF FINANCIAL POSITION
at 31 December 2013

2013 2012
Notes R’000 R’000

ASSETS

Non-current assets 440,758         298,980          

Property, plant and equipment 2 17,960           14,422            
Held-to-maturity investments 3 17,630           45,009            
Available-for-sale financial assets 6 405,168         188,162          

5 -                     51,387            

Current assets 326,625         318,333          

3 31,120           15,000            
Trade and other receivables 4 80,384           72,604            
Cash and cash equivalents 8 215,121         230,729          

Scheme 157,956         130,260          
Personal medical savings account trust monies invested 57,165           100,469          

Total assets 767,383         617,313          

FUNDS, RESERVES AND LIABILITIES

Accumulated funds 522,222         406,082          

Revaluation reserve 26,181           10,811            

Non-current liabilities 4,068             4,486              

Post employment medical benefits 12 4,068             4,486              

Current liabilities 214,912         195,934          

Savings plan liability 9 61,972           64,892            
Trade and other payables 10 95,416           75,296            
Outstanding claims provision 11 57,524           55,746            

Total funds and liabilities 767,383         617,313          

Financial assets at fair value through profit or loss

Held-to-maturity investments



 
KEYHEALTH MEDICAL SCHEME

STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2013

Notes 2013 2012
R’000 R’000

Risk contribution income  13       1,615,185        1,576,394 

Relevant healthcare expenditure      (1,365,971)       (1,332,900)

Net claims incurred  14      (1,358,339)       (1,324,831)

Claims incurred      (1,362,701)       (1,328,959)
Third party recovery              4,362               4,128 

 15             (7,632)              (8,069)

Risk transfer arrangement fees           (67,101)            (68,661)
Recoveries from risk transfer arrangements            60,704             58,085 

            (1,235)               2,507 

Gross healthcare result          249,214           243,494 

Managed care: management services  16           (28,175)            (27,521)
Broker service fees  17           (21,824)            (22,816)
Administration expenditure  18         (109,809)          (110,870)
Net impairment (loss)/gain on healthcare receivables  19                (498)             10,904 

Net healthcare results            88,908             93,191 

Investment income  20            17,683             18,647 

Scheme            15,211             17,325 
Return on personal medical savings account trust monies invested              2,472               1,322 

Other income  22                 302                  963 
Asset management fees             (2,168)              (2,322)

 21            13,887             28,738 
Interest paid on savings account balances             (2,472)              (1,322)

Net profit for the year 116,140         137,895          

Other comprehensive income/(loss)            15,370              (1,615)

2              2,979                 (388)
6            12,391              (1,227)

Total comprehensive income for the year          131,510           136,280 

(Deficit)/profit sharing arising from risk transfer arrangements

Land and buildings revaluation

Net (expense) on risk transfer arrangements

Net fair value gains on financial assets

Fair value adjustment on available-for-sale investments



 
KEYHEALTH MEDICAL SCHEME

 STATEMENT OF CHANGES IN FUNDS AND RESERVES
for the year ended 31 December 2013

Accumulated 
Funds

Market to 
Market 

Reserve

Revaluation 
reserve: 

Buildings

Total funds 
and reserves

R’000 R’000  R’000 R’000

Balance as at 268,187           11,314             1,112             280,613          
31 December 2011

-                       (1,227)              -                     (1,227)            
-                       -                       (388)               (388)                

Net profit for the year 137,895           -                       -                     137,895          

Balance as at
31 December 2012 406,082           10,087             724                416,893          

-                       12,391             -                     12,391            
-                       2,979             2,979              

Net profit for the year 116,140           -                       -                     116,140          

Balance as at 
31 December 2013 522,222 22,478              3,703 548,403

*Enhanced disclosure of revaluation reserve 

Revaluation Reserve*

Fair value movement on available-for-sale (Refer note 6)
Revaluation on land and building (Refer note 2)

Fair value movement on available-for-sale (Refer note 6)
Revaluation on land and building (Refer note 2)



KEYHEALTH MEDICAL SCHEME

 STATEMENT OF CASH FLOWS
for the year ended 31 December 2013

2013 2012
Notes R’000 R’000

Cash flows from operating activities
Cash received from members       1,623,733        1,591,463 
Cash payments to suppliers and employees      (1,520,355)       (1,523,972)

Cash generated by operations 25          103,378             67,491 
Investment income 20            17,683             18,647 

Scheme            15,211             17,325 
Return on personal medical savings account trust monies invested              2,472               1,322 

Other income 22                 302                  963 
Interest paid on member's personal medical savings account trust monies             (2,472)              (1,322)
Investment costs             (2,168)              (2,322)

Net cash generated by operating activities          116,723             83,457 

Cash flows from investment activities

Net acquisitions of property, plant and equipment             (1,330)              (2,251)
Proceeds from disposal of fixed assets                      -                    26 
Purchase of financial assets         (235,463)          (182,957)
Proceeds from sale of financial assets          107,382           231,738 

        (129,411)             46,556 

Cash flows from financing activities

Decrease in savings plan liability             (2,920)            (10,936)

Net cash (utilised in) financing activities             (2,920)            (10,936)

Net (decrease)/increase in cash and cash equivalents           (15,608)           119,077 

Cash and cash equivalents at beginning of year          230,729           111,652 

8          215,121           230,729 

Cash and cash equivalents at end of year 215,121         230,729          

Scheme 157,956         130,260          
Personal medical savings account trust monies invested 57,165           100,469          

Cash and cash equivalents at end of year

Net cash (utilised in)/generated by investment activities



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.1 Basis of preparation

IFRS 13 did not have a material impact on the fair value measurements and disclosures.

(c) New standards, amendments and interpretations effective in 2013 and relevant to the Scheme

Standard Details of amendment Effective date
IFRS 13 Fair Value  Measurement New guidance on fair value measurenent and disclosure 

requirements
1 January 2013

The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also 
requires management to exercise its judgement in the process of applying the Scheme’s accounting policies. The areas involving 
a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the  financial 
statements, are disclosed in note 28.

(a) Critical judgements

The annual financial statements have been prepared in accordance with International Financial Reporting Standards (“IFRS”) and
in the manner required by the Medical Schemes Act. IFRS comprise of International Financial Reporting Standards, International
Accounting Standards and Interpretations originated by the International Financial Reporting Interpretations Committee (IFRIC) or
the former Standing Interpretations Committee (SIC). The standards referred to are set by the International Accounting Standards
Board (IASB).

The principle accounting policies applied in the preparation of these financial statements are set out below. These policies have been
consistently applied to all the years presented, unless otherwise stated.

IFRS 12 Disclosure of Interests in Other 
Entities

Standard on disclosure requirements for all forms of interests in 
other entities, including joint arrangements, associates, special 
purpose vehicles and other off balance sheet vehicles

1 January 2013

(b) New standards, amendments and interpretations effective in 2013 but not relevant to the Scheme

Standard Details of amendment Effective date
IFRS 10 Consolidated Financial 
Statements

New standard that replaces the consolidation requirements in SIC-
12 Consolidation-Special Purpose Entities and IAS 27 
Consolidated and Separate Financial Statements.  Standard builds 
on existing principles by identifying the concept of control as the 
determining factor in whether an entity should be included within 
the consolidated financial statements of the parent company and 
provides additional guidance to assist in the determination of 
control where this is difficult to assess.

1 January 2013

IFRS 11 Joint Arrangements New standard that deals with the accounting for joint arrangments 
and focuses on the rights and obligations of the arrangement, 
rather than its legal form. Standard requires a single method for 
accounting for interests in jointly controlled entities.

1 January 2013



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1.1 Basis of preparation - (continued)

1.2 Property, plant and equipment 

The estimated maximum useful lives of items of moveable and immovable assets are:

Buildings 20 years
Computer equipment 2 - 3 years
Office equipment 6 years
Furniture 10 years
Vehicles 5 years

(d) Standards, amendments and interpretations to existing standards that are not yet effective and have not been early adopted by 
the Scheme

1 January 2015IFRS 9 Financial Instruments IFRS 9 (2009) retains but simplifies the mixed measurement model 
for financial assets and establishes two primary measurement 
catagories: amortised cost and fair value. The basis of classification 
depends on the entity's business model and the contractual cash 
flow characteristics of the financial asset.                                                                                                            
IFRS 9(2010) adds the requirements related to the classification 
and measurement of financial liabilities, and derecognition of 
financial assets and liabilities. It also includes those paragraphs of 
IAS 39 that deal with how to measure the fair value and accounting 
for derivitavies embedded in a contract that contains a host that is 
not a financial asset.                                                                                                           
The new standard is applied prospectively.                                                                                             

Standard

Increases in the carrying amount arising on revaluation of land and buildings are credited to revaluation reserves directly in equity.
Decreases that offset previous increases of the same asset are charged against revaluation reserves directly in equity; all other
decreases are charged to the statement of comprehensive income.

IAS 32 Financial Instruments: Presentation

Land and buildings comprise mainly of offices and are shown at fair value, based on annual valuations performed by external
independent valuers. The gross carrying amount of the assets restated to the revalued amount of the asset, less subsequent
depreciation for buildings. Any accumulated depreciation at the date of revaluation is eliminated against the gross carrying amount
of the asset, and the net amount is restated to the revalued amount of the asset. All other property, plant and equipment is stated
at historical cost less depreciation. 

Land is not depreciated. Depreciation on other assets is calculated using the straight-line method to allocate their cost over their 
estimated useful lives as follows:

1 January 2014

Certain new accounting standards, amendments and IFRIC interpretations have been published that are mandatory for accounting
periods beginning on or after 1 January 2014 but the Scheme has not early adopted them. These standards are set out below:

Details of amendment Effective date

The amendments addresses inconsistencies in applying the 
offsetting criteria and clarify:
· when an entity currently has a legally enforceable right to set 
offrecognised amounts; and
· when gross settlement is equivalent to net settlement.
The amendment is to be applied retrospectively.

Office furniture and equipment are stated at historical cost less accumulated depreciation and impairment losses. Historical cost
includes expenditure that is directly attributable to the acquisition of the items. Subsequent costs are included in the asset’s
carrying amount when it is probable that future economic benefits associated with the asset will flow to the Scheme and the cost of
the item can be measured reliably. Repairs and maintenance, which neither materially add to the value of assets nor appreciably
prolong their useful lives, are recognised as expenses in the statement of comprehensive income.



flow characteristics of the financial asset.                                                                                                            

KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.2 Property, plant and equipment - (continued)

1.3

1.4 Financial assets

1.4.1 Classification

(b) Trade and other receivables

(c) Financial assets at fair- value-through profit- and-loss

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its 
estimated recoverable amount.

Gains and losses on the disposal of office furniture and equipment are determined by comparing the proceeds received with the
carrying amount of the relevant asset.  These are included in the statement of comprehensive income as part of other income.

The Scheme classifies its financial assets into the following categories: Loans and receivables, held-to-maturity, available-for-sale
and at fair value through profit or loss. The classification depends on the purpose for which the financial assets were acquired.
The Scheme determines the classification of its financial assets at initial recognition. Investments held at fair value through profit
or loss are made up of investments in collective investment schemes and insurance policies. 

Impairment of non-financial assets

Assets that are subject to depreciation are reviewed for impairment whenever events or changes in circumstances indicate that
the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying
amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value
in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets that suffered an impairment are reviewed for possible reversal
of the impairment at each reporting date.

Trade and other receivables are non-derivative financial assets that arise from transactions with members and suppliers and
have fixed or determinable amounts that are not quoted in an active market. Subsequent to initial recognition, they are
measured at amortised cost using the effective interest method less provision for impairment. A provision for impairment is
raised when there is objective evidence that the Scheme will not be able to collect all amounts due according to the original
terms of receivables. 

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active
market. They are included in current assets, except for maturities greater than 12 months after statement of financial position
date. These are classified as non-current assets. The Schemes loans and receivables comprise trade and other receivables
and cash and cash equivalents in the statement of financial position. 

This category has two sub-categories: ‘Financial assets held for trading’, and those designated at fair value-through-profit-or-
loss at inception. A financial asset is classified in this category if acquired principally for the purpose of selling in the short
term if it forms part of a portfolio of financial assets in which there is evidence of short-term profit making or if so designated
by management.  

(a) Loans and receivables

When revalued assets are sold, the amounts included in other reserves are transferred to accumulated funds.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each statement of �nancial position date.  



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.4 Financial assets - (continued)

(d) Held-to-maturity financial assets

(e) Available-for-sale financial assets

1.4.2 Recognition and measurement

The fair values of financial assets at fair value through profit and loss are based on repurchase prices (collective investment
schemes)  or insurers' valuation (insurance policies) at statement of financial position date.

Where a legally enforceable right of offset exists for recognised financial assets and financial liabilities, and there is an intention to
settle the liability and realise the asset simultaneously or to settle on a net basis, all related financial effects are offset.

Changes in the fair value of monetary and non-monetary securities classified as available-for-sale are recognised in other
comprehensive income. When securities classified as available-for-sale are sold, the accumulated fair value adjustments
recognised in equity are included in the statement of comprehensive income as ‘gains and losses from investment securities’.

Regular purchases and sales of financial assets are recognised on the trade-date – the date on which the Scheme commits to
purchase or sell the asset. Investments are initially recognised at fair value plus transaction costs for all financial assets not
carried at fair value through profit or loss. Financial assets carried at fair value through profit or loss are initially recognised at fair
value, and transaction costs are expensed in the statement of comprehensive income. Financial assets are derecognised when
the rights to receive cash flows from the investments have expired or have been transferred and the Scheme has transferred
substantially all risks and rewards of ownership. Available-for-sale financial assets and financial assets at fair value through profit
or loss are subsequently carried at fair value.

Loans and receivables are subsequently carried at amortised cost using the effective interest method.

Financial assets are derecognised when the right to receive cash flows from the financial assets have expired or have been
transferred and the Scheme has transferred substantially all risks and rewards of ownership.

1.4.4 Offsetting of financial instruments

Gains or losses arising from changes in the fair value of the ‘�nancial assets at fair value through profit or loss’ category are
presented in the statement of comprehensive income within ‘other (losses)/gains – net’ in the period in which they arise. Realised
dividend and interest income from financial assets at fair value through profit or loss and available for sale investments are
recognised in the statement of comprehensive income as part of investment income when the Scheme’s right to receive payments
is established e.g. date of declaration of unit trust distribution.

Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments and fixed maturities
other than those that meet the definition of loans and receivables that the Scheme’s management has the positive intention
and ability to hold to maturity. These assets are subsequently recognised at amortised cost, using the effective interest rate
methods, less provision for impairment. A provision for impairment of such securities is established when there is objective
evidence that the Scheme will not be able to collect all amounts due according to their original terms. If the Scheme were to
sell other than an insignificant amount of held-to-maturity financial assets, the whole category would be tainted and
reclassified as available-for-sale. Held-to-maturity financial assets are included in non-current assets, except for those
maturities less than 12 months from the statement of financial position date, which are classified as current assets.

Gains or losses arising from changes in the fair value are presented in the Statement of Comprehensive Income as part of net
realised and unrealised gain on financial assets. They are included in non-current assets unless the investment matures or
management intends to dispose of it within 12 months of the end of the reporting period.

1.4.3 Derecognition of financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not classified in any of the
other categories. They are included in non-current assets unless the investment matures or management intends to dispose
of it within 12 months of the end of the reporting period.



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.5 Financial liabilities

The Scheme's financial liabilities comprise trade payables and members' savings accounts (refer to note 1.11(d)).

1.6 Trade payables

1.7 Cash and cash equivalents

1.8 Impairment of financial assets 

 • Significant difficulty of service provider or member debtors;
 •
 • Default or delinquency in payments due by service providers and other debtors;
 • The absence of an active market for that financial asset due to financial difficulties;
 •

- Adverse changes in the payment status of members of the Scheme; or
- National or local economic conditions that correlate with non-payment of member contributions.

The Scheme first assesses whether objective evidence of impairment exists.

Observable data indicating that there is a measurable decrease in the estimated future cash flow from other Scheme assets
since the initial    recognition of those assets, although the decrease cannot yet be identified with the individual financial asset;

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised (such as an improvement in the debtor’s credit rating), the reversal of the
previously recognised impairment loss is recognised in the  statement of comprehensive income.

Cash and cash equivalents include cash in hand, deposits held on call with banks, other short-term highly liquid investments with
original maturities of three months or less that is readily convertible to a known amount of cash and is subject to insignificant risk
of change in value.

The Scheme assesses at the end of each reporting period whether there is objective evidence that a financial asset or group of
financial assets is impaired. A financial asset or a group of financial assets is impaired and impairment losses are incurred only if
there is objective evidence of impairment as a result of one or more events that occurred after the initial recognition of the asset (a
‘loss event’) and that loss event (or events) has an impact on the estimated future cash flows of the financial asset or group of
financial assets that can be reliably estimated.

The criteria that the Scheme uses to determine that there is objective evidence of an impairment loss include:

Breach of contract, such as non-payment of member contributions when due and if these remain unpaid for extended periods;

Financial liabilities are initially recognised at fair value net of transaction costs incurred. After initial recognition, financial liabilities
are measured at amortised cost using the effective interest rate. In addition, the Scheme is not permitted to borrow in terms of
section 35(6)(3) of the Medical Schemes Act of 131 of 1998, as amended. The Scheme therefore has no long-term financial
liabilities. As a result, no fair value adjustments arise.

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest rate
method. 

The amount of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated
future cash flows (excluding future credit losses that have not been incurred) discounted at the financial asset’s original effective
interest rate. The asset’s carrying amount of the asset is reduced and the amount of the loss is recognised in the statement of
comprehensive income. If a loan or held-to-maturity investment has a variable interest rate, the discount rate for measuring any
impairment loss is the current effective interest rate determined under the contract. As a practical expedient, the Scheme may
measure impairment on the basis of an instrument’s fair value using an observable market price.



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.9 Provisions

Please refer to note 1.11(e) for treatment of the outstanding claims provision.

1.10 Employee benefits

(a) Post-retirement health benefit

(b) Leave pay accrual
The Scheme recognises in full the employee's rights to annual leave entitlement in respect of past service. 

(c)  Bonuses
Management and staff bonuses are recognised as an expense in staff cost.

(d) Defined contribution plans

.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions are charged to profit and
loss.

The liability in respect of the post-retirement health benefit (defined benefit plan) recognised in the statement of financial position
is the present value of the defined benefit obligation less the fair value of the plan assets, together with adjustments for past-
service costs. The defined benefit obligation is calculated annually by independent actuaries using the projected unit credit
method. The present value of the defined benefit obligation is determined by discounting the estimate future cash outflows using
interest rates of high-quality corporate bonds that one denominated in the currency in which the benefits will be paid and have
terms to maturity approximating to the terms of the related post-retirement healthcare liability.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by
considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any
one item included in the same class of obligations may be small.

Provisions are recognised when the Scheme has a present legal or constructive obligation as a result of past events, and it is
more likely than not that an outflow of resources embodying economic benefits will be required to settle the obligation, and a
reliable estimate of the amount of the obligation can be made.

Past-service costs are recognised immediately in profit and loss. 

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions to a separate entity
and has no legal or constructive obligation to pay further amounts. Obligations for contributions to defined contribution plans are
recognised as an employee benefit expense in profit or loss in the periods during which related services are rendered by
employees. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in future payments is
available. Contributions to a defined contribution plan that are due more than 12 months after the end of the period in which the
employees render the service are discounted to their present value.

The Scheme provides post retirement health care benefits to its previously retired employees.  The entitlement to post-retirement 
health care benefits is conditional on the employee remaining in service up to retirement age and the completion of a minimum 
service period.  The expected costs of these benefits are accrued over the period of employment.



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.11 Insurance contracts

(a) Risk contribution income

(b) Relevant healthcare expenditure

(c) Risk claims incurred

(e) Outstanding risk claims provision

(f) Liabilities and related assets under the liability adequacy test

The Scheme does not discount its provision for outstanding risk claims, since the effect of the time value of money is not
considered to be material.

Relevant healthcare expenditure consists of net claims incurred and net income or expense from risk transfer arrangements.

Contracts under which the Scheme accepts significant insurance risk from another party (the member) by agreeing to compensate
the member or other beneficiary if a specified uncertain future event (the insured event) adversely affects the member or other
beneficiary are classified as insurance contracts. The contracts issued compensate the Scheme’s members for healthcare
expenses incurred. 

The outstanding risk claims provision comprises of provisions for the Scheme’s estimate of the ultimate cost of settling all claims
incurred but not yet reported as at the statement of financial position date and related internal and external claims handling
expenses. Risk claims outstanding are determined as accurately as possible based on a number of factors, which include
previous experience in claims patterns, claims settlement patterns, changes in the nature and number of members according to
gender and age, trends in claims frequency, changes in the claims processing cycle, and variations in the nature and average cost
incurred per claim.

Risk claims incurred comprise the total estimated cost of all claims arising from healthcare events that have occurred in the year
and for which the Scheme is responsible, whether or not reported by the end of the year. Net risk claims incurred represent claims
incurred net of recoveries from members for co-payments and savings plan accounts and after taking into account recoveries from
third parties.

The savings plan liability represents plan contributions (deposit component of the insurance contracts), and accrued interest
thereon, net of any savings claims paid on behalf of members in terms of the scheme’s registered rules. The deposit component
has been unbundled since the Scheme can measure the deposit component separately and its accounting policies do not
otherwise require it to recognise all obligations and rights arising from the deposit component. The insurance component is
recognised in accordance with IFRS 4.

The savings plan liability, i.e. deposit component is recognised in accordance with IAS 39 and is initially measured at fair value
and subsequently at amortised cost using the effective interest rate method. Savings plan contributions are credited on the
accrual basis and withdrawals on a cash basis, i.e. no provision is made for outstanding claims at year end.

(d) Personal Medical Savings Accounts: trust monies managed by the scheme on behalf of its members (savings plan liability)

Contributions on member insurance contracts are accounted for monthly when their collection in terms of the insurance contract is
reasonably certain. Risk contributions represent gross contributions after deduction of savings plan contributions. The earned
portion of risk contributions received is recognised as revenue. Risk contributions are earned from the date of attachment of risk,
over the indemnity period on a straight-line basis. Risk contributions are shown before the deduction of broker service fees and
other similar costs.

Advances on savings contributions are funded from the Scheme’s funds, and the risk of impairment is carried by the Scheme.

The personal medical savings accounts are invested on behalf of members in deposits held at call with banks as well as current
ccounts.

The liability for insurance contracts is tested for adequacy by discounting current estimates of all future contractual cash flows,
including related cash flows such as claims handling costs, and comparing this amount to the carrying value of the liability net of
any related assets (i.e. the value of business acquired). Where a shortfall is identified, an additional provision is made and the
Scheme recognises the deficiency in profit and loss for the year.    



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - (continued)

1.11 Insurance contracts - continued

(g) Managed care: Management services

(h) Allocation of income and expenditure to benefit options

(i) Broker service fees

(j) Risk transfer arrangements
Risk transfer premiums/fees are recognised as an expense over the indemnity period on a straight-line basis. If applicable, a
portion of risk transfer premiums/fees is treated as pre-payments.

Amounts recoverable under risk transfer arrangements are estimated in a manner consistent with the outstanding claims
provisions, claims reported not yet paid and settled claims associated with the risk transfer arrangement.

Risk transfer claims and benefits reimbursed are presented in the statement of comprehensive income and the statement of
financial position on a gross basis. Only contracts that give rise to a significant transfer of insurance risk are accounted for as
insurance.  Amounts recoverable under such contracts are recognised in the same year as the related claim.

Amounts recoverable under risk transfer arrangements are assessed for impairment at each year end. Such assets are deemed
impaired if there is objective evidence, as a result of an event that occurred after its initial recognition, that the Scheme may not
recover all amounts due and that the event has a reliably measurable impact on the amounts that the Scheme will receive under
the risk transfer arrangement.

These expenses represent amounts paid or payable for managing the utilisation, costs and quality of healthcare services to the
Scheme. These amounts are recognised as an expense in the year incurred.

The following items are directly allocated to benefit options:
• Contribution income;
• Claims incurred;
• Net income/(expense) on risk transfer arrangement fees;
• Managed care: management services;
• Administration fees; and
• Broker fees.

The remaining items are apportioned based on the number of members on each option.
• Other administration expenditure;
• Investment income;
• Other income; and
• Other expenditure.

Assets relating to risk transfer arrangements include balances due under risk transfer arrangements for outstanding claims
provisions and claims reported not yet paid. Amounts recoverable under risk transfer arrangements are estimated in a manner
consistent with the outstanding claims provisions, claims reported not yet paid and settled claims associated with the risk transfer
arrangement.

These expenses represent commission paid or payable to a broker in accordance with the Scheme's rules and is expensed as
incurred.
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1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - continued

1.11 Insurance contracts - continued

(k) Reimbursements from the Road Accident Fund (“RAF”)

1.12

(c) Dividend Income

1.13 Unallocated funds

1.14 Leases

The Scheme grants assistance to its members in defraying expenditure incurred in connection with rendering of any relevant
health service. Such expenditure may be in connection with a claim that is also made to the RAF, administered in terms of the
Road Accident Fund Act No 56 of 1996 (the RAFA). If the member is reimbursed by the RAF, they are obliged contractually to
cede that payment to the Scheme to the extent that they have already been compensated.

A reimbursement from the RAF is a possible asset that arises from claims submitted to the RAF and whose existence will be
confirmed only by the occurrence or non-occurrence of one or more uncertain future events not wholly within the control of the
Scheme. The contingent assets are assessed continually to ensure that developments are appropriately reflected in the financial
statements. The recovery is recognised in income as a third party recovery when the amount is received. If an inflow of economic
benefits has become probable, an entity discloses the contingent asset. Amounts received from members in respect of
reimbursements from the RAF are recognised as a reduction of net claims incurred.

The Scheme recognises revenue when the amount of revenue can be reliably measured, it is probable that future economic
bene�ts will �ow to the entity and when speci�c criteria have been met for each of the Scheme’s activities as described below.

Unallocated funds arise on the receipt of unidentified deposits in favour of the Scheme. Unallocated funds that have legally
prescribed, that is funds older than three years, are written back and are included in the statement of comprehensive income.

Investment income comprises interest  and dividend income on investments and cash and cash equivalents.
(b) Investment Income

Dividend income is recognised when the right to receive payment is established. 

Interest is recognised based on the effective interest rate method, taking account of the principal outstanding and the effective rate
over the period to maturity, when it is determined that such income will accrue to the Scheme. Interest received on unit trust
investments are accounted for when the right to payments has been established i.e. declaration of unit distribution.

Payments made under operating leases are recognised in profit and loss on a straight-line basis over the term of the lease. Lease
incentives received are recognised as an integral part of the total lease expense, over the term of the lease.

(a) Contributions 
Refer to note 1.11(a)

Revenue recognition
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2. PROPERTY, PLANT AND EQUIPMENT

Land and 
Buildings

Computer 
equipment 

and software

Office 
equipment

Furniture and 
fittings

Vehicles Total

R’000 R’000 R’000 R’000 R'000 R’000
Year ended 31 December 2013

Cost

At 1 January 2013 12,200             1,214             1,699               490                  1,256             16,859            
Additions 421                  166                38                    30                    675                1,330              
Disposals -                       -                     -                       -                       -                     -                      
Revaluation 2,979               -                     -                       -                       -                     2,979              

At 31 December 2013 15,600             1,380             1,737               520                  1,931             21,168            

Accumulated depreciation

At 1 January 2013 -                       741                1,285               273                  138                2,437              
Depreciation charges* -                       309                103                  41                    318                771                 
Disposals -                       -                     -                       -                       -                     -                      

At 31 December 2013 -                       1,050             1,388               314                  456                3,208              

Closing net book value 15,600             330                349                  206                  1,475             17,960            

Year ended 31 December 2012

Cost

At 1 January 2012 12,100             961                1,493               461                  -                     15,015            
Additions 488                  272                206                  29                    1,256             2,251              
Disposals -                       (19)                -                       -                       -                     (19)                  
Revaluation (388)                 -                     -                       -                       -                     (388)                

At 31 December 2012 12,200             1,214             1,699               490                  1,256             16,859            

Accumulated depreciation

At 1 January 2012 -                       502                1,190               246                  -                     1,938              
Depreciation charges* -                       246                95                    27                    138                506                 
Disposals -                       (7)                   -                       -                       -                     (7)                    

At 31 December 2012 -                       741                1,285               273                  138                2,437              

Closing net book value 12,200             473                414                  217                  1,118             14,422            

* No depreciation charge in respect of land and buildings as the residual value is assessed as greater than carrying value.
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2. PROPERTY, PLANT AND EQUIPMENT - continued

Land and buildings comprises of the following:

2013 2012
R’000 R’000

3. HELD-TO-MATURITY INVESTMENTS

Amortised cost at the beginning of the year 60,009           77,552            
Additions -                     -                      
Disposals (15,000)          (20,044)          
Unrealised gains 3,741             2,501              

Amortised cost at the end of the year            48,750             60,009 

The investments included above represent investments in the following:

Non-current
-                     28,954            

17,630           16,055            

17,630           45,009            

Current
-                     15,000            

31,120           -                      

31,120           15,000            

Cadiz  - Fixed term interest bearing investment ( Cadiz top 40 index)
Metropolitan - Share linked investment

Metropolitan - Money Market linked investment

The Metropolitan Money Market linked investment pays a fixed annuity for 60 months at a rate of 10%. Should there be an early
termination of the policy, the annuity payments will cease. The Scheme excercised their early termination option on 31 October 2013.

Cadiz  - Fixed term interest bearing investment ( Cadiz top 40 index)

The Cadiz fixed term interest bearing investment pays variable interest based on the JSE/FTSE Top 40 index. The initial capital balance
is guaranteed as part of the investment. The effective interest for the period was 15.07% (2012: 16.7%). Interest received is capitalised
to the investment. In the event of the policy being surrended or terminated in any manner in the initial five year period, the Scheme will
receive the net investment amount after adjusting the value for any market movements since implementation minus an early exit charge
of 1% for each full year till the original maturity. Should the Scheme surrender or terminate after 36 months then 50% of the gross
investment amount will be repaid without any charge being levied. The repayment after 36 months will not adversely affect the residual
amount of the policy.

The Metropolitan Share linked investment grows based on the equity growth on the JSE Top 40 index. The initial capital balance is
guaranteed as part of the investment. In the event of the policy being surrended or terminated in any manner in the initial five year
period, the Scheme will receive the net investment amount after adjusting the value for any market movements since implementation
minus an early exit charge of 1% for each full year till the original maturity. Should the Scheme surrender or terminate after 36 months
then 50% of the gross investment amount will be repaid without any charge being levied. The repayment after 36 months will not
adversely affect the residual amount of the policy.

The Scheme’s land and buildings were last revalued on 31 December 2013 by an independent valuator (H.R. Liebenberg - member of
SA Institute of Valuers and SA Council for Valuers). The valuation method adopted was the Income Capitalisation Method. Valuations
were made on the basis of recent market transactions at arm’s length terms. Revaluation surplus, if any, is credited to the revaluation
reserve in the statement of changes in funds and reserves.

An office block at 86 Koranna Avenue (erf 1031) Doringkloof, Centurion.
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2013 2012
R’000 R’000

4. TRADE AND OTHER RECEIVABLES

Insurance receivables

Contributions 75,439           63,483            

- Contributions outstanding 76,348           64,526            
- Less: Provision for impairment (909)               (1,043)            

Member and service provider 638                137                 

- Balance outstanding 9,906             9,674              
- Less: Provision for impairment (9,268)            (9,537)            

Risk transfer arrangement 2,423             7,052              

- Recoveries due (Refer Note 11) 2,423             2,617              
- Less: Provision for impairment -                     -                      
- Profit sharing -                     4,435              

Savings plan accounts advance 895                1,389              

- Balance outstanding (Refer Note 9) 958                1,559              
- Less: Provision for impairment (63)                 (170)                

Total receivables arising from insurance contracts 79,395           72,061            

Loans and receivables
Sundry accounts receivable 989                543                 

Total receivables arising from loans and receivables 989                543                 

Total trade and receivables 80,384           72,604            

At 31 December 2013 the carrying amount of receivables approximate their fair value due to the short-term maturities of these assets.
The estimated future cash flows were not discounted as the effect was immaterial. Interest is not charged on overdue accounts.
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2013 2012
R’000 R’000

5.

-                     51,387            

-                     51,387            

6.

At 1 January 188,162         188,870          
Additions 227,000         173,499          
Disposals (36,086)          (205,000)        
Unrealised gains/(losses) included in equity ("other comprehensive income") 12,391           (1,227)            
Profit on sale of assets 6,519             22,832            
Interest re-invested 8,464             8,803              
Dividends re-invested -                     1,585              
Expenses - investment management costs (1,282)            (1,200)            

405,168         188,162          

AVAILABLE-FOR-SALE FINANCIAL ASSETS

The fair values of investments are based on the repurchase price (collective investment schemes) or insurer's value (insurance policies).
Details of investments have been noted under note 30.

At 31 December 

Investments in collective investment schemes and insurance policies

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR 
LOSS

Details of investments have been noted under note 30.
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7. FINANCIAL ASSETS PER CATEGORY

2013 Loans and 
Receivables

Fair value 
through the 
profit or loss

Available-for-
sale 

Held-to-
maturity

R’000 R’000 R'000 R’000
Assets as per statement of financial position
Available-for-sale financial assets -                       -                       405,168         -                      
Trade and other receivables excluding pre-payments 79,395             -                       -                     -                      
Financial assets at fair value through profit or loss -                       -                       -                     -                      
Held-to-maturity -                       -                       -                     48,750            
Cash and cash equivalents 215,121           -                       -                     -                      

Total 294,516           -                       405,168         48,750            

2012 Loans and 
Receivables

Fair value 
through the 
profit or loss

Available-for-
sale 

Held-to-
maturity

R’000 R’000 R'000 R’000
Assets as per statement of financial position
Available-for-sale financial assets -                       -                       188,162         -                      
Trade and other receivables excluding pre-payments 71,870             -                       -                     -                      
Financial assets at fair value through profit or loss -                       51,387             -                     -                      
Held-to-maturity -                       -                       -                     60,009            
Cash and cash equivalents 230,729           -                       -                     -                      

Total 302,599           51,387             188,162         60,009            

2013 2012
R’000 R’000

8. CASH AND CASH EQUIVALENTS

91,534           109,977          
Current accounts 66,417           20,278            
Cash on hand 5                    5                     
Savings cash 57,165           100,469          

54,430           100,459          
Savings current account 2,735             10                   

215,121         230,729          

The avarage effective interest rate on current accounts is 2% (2012: 2.29%). Current accounts have an average maturity of 1 day (2012:
1 day).

Savings call account

At 31 December 2013 the carrying amounts of cash and cash equivalents approximate their fair values due to the short-term maturities
of these assets.

Call accounts 

The weighted average effective interest rate on call accounts was 5.22% (2012: 5.19%). Call accounts have an average maturity of 15
days (2012: 15 days). 
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9. SAVINGS PLAN LIABILITY 2013 2012
R’000 R’000

64,892           75,828            
Less:  Advances on savings plan accounts (Refer note 4) (1,559)            (1,136)            

63,333           74,692            

Add: 106,927         104,374          

For the current year (Refer note 13) 106,890         104,367          
Transfers from other schemes 37                  7                     

Interest earned on trust monies invested (Refer note 20) 2,472             1,322              
Savings recoveries 723                994                 
Claims paid on behalf of members (109,457)        (110,376)        
Overutilised savings written off 1,026             -                      
Refunds on death or resignation (3,672)            (6,975)            
Transfers to other schemes (338)               (698)                
Add:
Advances on savings plan accounts (Refer Note 4) 958                1,559              

61,972           64,892            

2,735             10                   
54,436           100,459          

57,171           100,469          

-                     (35,577)          

57,171           64,892            

The effective interest rate on short-term bank deposits was 4.7% (2012: 2.2%) and these deposits have an average maturity of 15 days. 

Savings current account
Scheme call accounts

Scheme funds

Balance on savings plan liability at the beginning of the year

Balance 

Interest is paid on the personal medical savings accounts monthly based on the effective interest rate method.

Advances on personal medical savings accounts are funded by the Scheme and are included in trade and other receivables. The
Scheme does not charge interest on advances on personal medical savings accounts.

The personal medical savings accounts were invested on behalf of members in short term bank deposits as follows:

The carrying amount of the trust investment approximates its fair value due to the short terms maturities of these assets.

Balance on savings liability at year end

Savings plan account contributions received or receivable

The savings plan liability (Gold and Equilibrium benefit options) contains a demand feature in terms of Regulation 10 of the Medical
Schemes Act that any credit balance on a member’s personal medical savings account must be taken as a cash benefit when the
member terminates his or her membership of the Scheme or benefit option and then enrols in another benefit option or medical scheme
without a personal medical savings account or does not enrol in another medical scheme.

As at year end, the carrying amount of the members' savings accounts was deemed to be equal to their fair values.

The difference between the savings cash balances and the savings liability is as a result of timing differences between transactions.
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2013 2012
R’000 R’000

10. TRADE AND OTHER PAYABLES

Insurance liabilities
Net contributions received in advance 13,293           17,532            
Reported claims not yet paid 28,132           26,932            

Total liabilities arising from insurance contracts 41,425           44,464            

Financial liabilities
Sundry accounts payable 3,569             3,400              
Unallocated deposits 49,868           26,921            
Provisions (leave pay) 554                511                 

Total arising from financial liabilities 53,991           30,832            

Total trade and other payables 95,416           75,296            

Reported claims not yet paid
Balance at the beginning of the year 26,932           57,860            
Movement 1,200             (30,928)          

Balance at the end of the year 28,132           26,932            
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2013 2012
R’000 R’000

11. OUTSTANDING CLAIMS PROVISION

Outstanding claims provision - not covered by risk transfer arrangements 55,101           53,129            
Outstanding claims provision - covered by risk transfer arrangements 2,423             2,617              

57,524           55,746            

Analysis of movements in outstanding claims

Balance at beginning of year 55,746           52,012            
Payments in respect of prior year (48,996)          (49,721)          

Over provision in prior year 6,750             2,291              

Adjustment for current year
- covered by risk transfer arrangements 2,175             2,138              
- not covered by risk transfer arrangements 48,599           51,317            

Balance at end of year 57,524           55,746            

Analysis of outstanding claims provision 

Estimated gross claims 55,101           53,129            
2,423             2,617              

Balance at end of year 57,524           55,746            

Net exposure in respect of outstanding claims
Gross claims outstanding 57,524           55,746            

(2,423)            (2,617)            

Net claims outstanding 55,101           53,129            

Outstanding claims provision relating to risk transfer arrangement

There are some sources of uncertainty that need to be considered in the estimate of the liability that the Scheme will ultimately pay for
claims made under insurance contracts. Initial estimates are made relating to the best calculations on reported claims and derived as
the claims process develops.  All estimates are revised and adjusted at year-end by management.

Less: estimated recoveries from risk transfer arrangements (Refer Note 4)

The liability adequacy test was performed and no additional provision was required.
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11. OUTSTANDING CLAIMS PROVISION - (continued)

Process used to determine the assumption

∙ Changes in processes that affect the  development/recording of claims paid and incurred;
∙

∙
∙ Random fluctuations, including the impact of large losses.

Assumptions

The process used to determine the assumptions is intended to result in neutral estimates of the most likely or expected outcome. The
sources of data used as inputs for the assumptions are internal, and involve detailed studies that are carried out annually. There is more
emphasis on current trends, and where in early years there is insufficient information to make a reliable best estimate of claims
development, prudent assumptions are used.

Economic, legal, political and social trends (resulting in different than expected levels of inflation and/or minimum medical benefits
to be provided);

Each notified claim is assessed on a separate, case-by-case basis with due regard to the claim circumstances, information available
from managed care: management services and historical evidence of the size of similar claims. The provisions are on the basis of
information currently available. However, the ultimate liabilities may vary as a result of subsequent developments. The impact of many of
the items affecting the ultimate costs of the loss is difficult to estimate. The provision estimation difficulties also differ by category of
claims (i.e. in-hospital, chronic and above-threshold benefits) caused by differences in the underlying insurance contract, claim
complexity, the volume of claims, individual severity of claims, the determination of the occurrence date of a claim and reporting lags.

Changes in composition of members and their dependants;  and

The actual methods or blend of methods used varies by benefit year being considered, categories of claims and observed historical
claims development. To the extent that these methods use historical claims development information, they assume that the historical
claims development pattern will occur again in the future. There are reasons why this may not be the case, which, insofar as they can be
identified, have been allowed for by modifying the methods.  Such reasons include:

The cost of outstanding claims is estimated using the Chain Ladder model. This model extrapolates the development of paid and
incurred claims, average cost per claims and ultimate claim numbers for each benefit year on the basis of observed development of
earlier years and expected loss ratios. Run-off triangles are used in situations where it takes time after the treatment date for the full
extent of the claims to become known. It is assumed that payments will emerge in a similar way in each service month. The proportional
increase in the known cumulative payments from one development month to the next can then be used to calculate payments for future
development months.

The Chain Ladder method is based on the assumption that future claim payments will develop in a similar way to past payment patterns.
No allowance is made for inflationary increases in claims as the majority of claims 97% (97% in 2012) are paid within three months of
the claim being incurred. For the same reason there is no discounting of outstanding claims.

The IBNR estimate is outsourced to Cipla Consult. The person responsible for the calculation is Rod Leerkamp, a Fellow of the Institute
of Actuaries.
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2013 2012

11. OUTSTANDING CLAIMS PROVISION - (continued)

Service day month 53% 52%
One month later 38% 39%
Two months later 6% 6%
Three months later 2% 2%
Four months later 1% 1%

Balance at end of year 100% 100%

Change in 
variable

Change in 
liability 2013

Change in 
liability 2012

% R’000 R’000

In hospital 5% Increase 251                279                 
Chronic 5% Increase 7                    3                     
Day-to-Day 5% Increase 106                304                 

Change in 
variable

Change in 
liability 2013

Change in 
liability 2012

% R’000 R’000

In hospital 5% Decrease (251)               (279)                
Chronic 5% Decrease (7)                   (3)                    
Day-to-Day 5% Decrease (106)               (304)                

An analysis of sensitivity around various scenarios for the general medical insurance business provides an indication of the adequacy of
the Scheme’s estimation process. The Scheme believes that the liability for claims reported in the statement of financial position is
adequate. However, it recognises that the process of estimation is based upon certain variables and assumptions, which could differ
when claims arise.

Changes in assumptions and sensitivities to changes in key variables

The actual average pattern on claims paid as a percentage per month used in the provision:

The table below outlines the sensitivity of insured liability estimates to particular movements in assumptions used in the estimation
process. It should be noted that this is a deterministic approach with no correlations between the key variables. For each sensitivity
illustrated, all other assumptions have been left unchanged.

This analysis is prepared for a change in a specified variable with other assumptions remaining constant. The change in liability also
represents the absolute change in surplus/(deficit) for the period. It should be noted that increases in liabilities will result in decreases in
surplus and vice versa. These reasonable possible changes in key variables do not result in any changes directly in reserves. 

Where variables are considered to be immaterial, no impact has been assessed for insignificant changes to these variables. Particular
variables may not be considered material at present. However, should the materiality level of an individual variable change, assessment
of changes to that variable in the future may be required.
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2013 2012
R’000 R’000

12. POST EMPLOYMENT MEDICAL BENEFIT

Present value of unfunded obligation 4,068             4,486              
Unrecognised actuarial losses -                     -                      

Liability in the statement of financial position 4,068             4,486              

Reconciliation of accrued liability

Opening balance 4,486             3,696              
Current service cost -                     -                      
Interest cost 313                301                 
Expected employer benefit paid (311)               (285)                
Actuarial (gain)/loss (420)               774                 

Actual closing balance 4,068             4,486              

The amounts recognised in the statement of comprehensive income were as follows:

Current service cost -                     -                      
Interest cost 313                301                 

Total expense 313                301                 
Expected employer benefit paid (311)               (285)                
Actuarial (gain)/loss (420)               774                 

Total, included in staff costs (Refer note 18) (418)               790                 
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12. POST EMPLOYMENT MEDICAL BENEFIT - (continued)

Principal assumptions used and sensitivity analysis 

Central 
assumptions 

7.75%

 1% increase 1% Decrease Central 
assumptions 

7.25%

 1% increase 1% Decrease

4,068               4,410             3,764               4,486               4,897             4,124              

% Change 8.40% (7.5%) (8.1%) 9.20% -8.10%

331                  360                (305)                 313                  329                287                 

% Change 8.80% (7.8%) (8.4%) 9.50% -8.40%

Central 
assumptions 

7.75%

 5% increase 
for 5 years 

10% Increase 
for 5 years

Central 
assumptions 

7.25%

 5% increase 
for 5 years 

10% Decrease 
for 5 years

4,068               4,726             5,472               
4,486               5,230             6,074              

% Change 16.20% 34.50% 16.60% 35.40%

Central 
assumptions 

8.5%

 1%  Increase 1% Decrease Central 
assumptions 

7.25%

 1%  Increase 1% Decrease

4,068               3,753             4,430               4,486               4,111             4,922              

% Change (7.7%) 8.90% (8.4%) 9.70%

Accrued liability at 31 December 
(R'000) % change

An employer subsidy of 70% for past Munimed employees and 66.7% for past Global Health employees was assumed and the
employee’s actual date of retirement was taken into account in the calculations.

Healthcare cost inflation

Accrued liability at 31 December
(R'000) % change

It was further assumed that Medical Scheme members will retire on their current medical scheme option and it was assumed that there
was no change in membership based on an assumed Health Care Cost Inflation of 7.75% (2012: 7.25%). The discount rate used was
8.5% (2012:7.25%).

Accrued liability at 31 December 
(R'000) % change

2013

For the purposes of this disclosure, all other assumptions shall be held constant. For plans operating in a high inflationary environment,
the disclosure shall be the effect of a percentage increase or decrease in the assumed medical cost trend rate of a significance similar to
one percentage point in a low inflationary environment.

The Scheme operates a post-employment medical benefit scheme. The method of accounting, assumptions and the frequency of
valuations are similar to those used for defined benefit pension Schemes. The majority of these plans are unfunded.

Discount rate
2013

2012
Healthcare cost inflation

2013

Current service cost & interest
cost  (R'000)

Discount rate

2012
Healthcare cost inflation Healthcare cost inflation

2012
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12. POST EMPLOYMENT MEDICAL BENEFIT - (continued)

2013 2012
R’000 R’000

Beginning of the year 4,486             3,696              
Current service cost -                     -                      
Total movement (418)               790                 

Interest cost 313                301                 
(420)               774                 

Employment benefit paid (311)               (285)                

4,068             4,486              

13. RISK CONTRIBUTION INCOME

Gross contributions 1,722,075      1,680,761       
Less:
Savings contributions* (Refer note 9) (106,890)        (104,367)        
 
Net contribution income 1,615,185      1,576,394       

14. RELEVANT HEALTHCARE EXPENDITURE

Current claims 1,362,856      1,329,933       
Movement in outstanding claims provision 48,598           51,317            

Over provision prior years (6,503)            (1,812)            
Adjustment current year 55,101           53,129            

(109,457)        (110,376)        

      1,301,997        1,270,874 

Claims incurred in respect of related risk transfer arrangements

58,529           55,947            
Movement in outstanding claims provision 2,175             2,138              

Over provision prior years (247)               (479)                
Adjustment current year 2,422             2,617              

60,704           58,085            

Less : Third party recoveries (4,362)            (4,128)            

Net claims incurred 1,358,339      1,324,831       

Less: Claims recovered from savings account * (refer note 9)

Claims incurred not covered by risk transfer arrangements

*Claims are paid on behalf of the members from their of personal medical savings accounts in terms of Regulation 10(3) and the
Scheme’s registered bene�ts. Refer to note 9 to the �nancial statements for a breakdown of the movement in these balances.

*The savings contributions are received by the Scheme in terms of Regulation 10(1) and the Scheme’s registered Rules and held in trust
on behalf of its members. Refer to note 9 for more detail on how these monies were utilised.

Actuarial (gain)/loss recognised in the statement of comprehensive income

Current 
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2013 2012
R’000 R’000

15.

Premiums/fee paid 67,101           68,661            

Denis 56,308           62,232            
Netcare 911 6,375             6,429              
Primecure 4,418             -                      

(60,704)          (58,085)          

Denis (51,217)          (50,669)          
Netcare 911 (6,906)            (7,416)            
Primecure (2,581)            -                      

Loss/(profit) share on risk transfer arrangements 1,235             (2,507)            

Denis -                     (4,707)            
Netcare 911 1,235             2,200              

7,632             8,069              

16. MANAGED CARE:  MANAGEMENT SERVICE

Specialists, hospital referrals and pre-authorisation 14,506           14,220            
Pharmacy benefit management 6,331             6,183              
HIV Management 1,059             1,031              
Optical management 1,136             1,126              
Provider profiling 976                980                 
One-care PMB Management 642                668                 
Disease management 1,813             1,687              
Chronic medicine management 1,712             1,626              

28,175           27,521            

17. BROKER SERVICE FEES

Broker fees 21,824           22,816            

21,824           22,816            

In addition to the dental (Denis) and emergency transport (Netcare) services capitation agreements (providing benefits to members on
benefit options other than Origin), the Scheme entered into a third capitation agreement with Primecure (with effect from 1 January
2013) to provide a full capitation service which includes doctors, hospitals, specialists and medicines on the Origin benefit option. The
capitation agreements are in substance, the same as non-proportional commercial reinsurance contracts. 

Net expense per Statement of Comprehensive Income

Claims recovered in respect of risk transfer arrangements

NET EXPENSE ON RISK TRANSFER ARRANGEMENTS
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2013 2012
R’000 R’000

18. ADMINISTRATION EXPENDITURE

Actuarial fees 755                673                 
Administrator’s fee 70,014           68,905            
Bank charges 1,239             1,173              
Depreciation 771                506                 
Employee benefit expenses 12,935           11,916            

Salaries 13,042           10,841            
Post retirement benefit (Refer note 12) 311                285                 
Provision for employment benefit (Refer note 12) (418)               790                 

15                  14                   
Legal and professional services 659                796                 
Marketing 10,082           7,987              
Broker administration -                     6,444              
Leave pay 321                260                 
Municipal fees 282                243                 
Other expenses 3,994             3,367              
Principal officer's fees 1,487             1,105              
Printing and postage 2,570             3,040              
Registrar’s levies 951                948                 
Statutory audit fees 1,161             1,283              

For audit services 1,161             1,283              

Telephone 463                406                 
2,110             1,804              

109,809         110,870          

19. NET IMPAIRMENT (LOSS)/GAIN ON HEALTHCARE RECEIVABLES

Insurance 
Receivables

2013 R’000 R’000 R’000

(511)                 -                     (511)                

1,009               1,009              

498                  -                     498                 

Insurance 
Receivables

2012 R’000 R’000 R’000
(11,555)            -                     (11,555)          

606                  45                  651                 

(10,949)            45                  (10,904)          

Total

Movement in the allowance account for impairment losses
Impairment losses recognised directly in the statement of 
comprehensive income

Impairment is calculated based on individual debtors over 60 days. Resigned members are impaired in full.

Total

Movement in the allowance account for impairment losses

Other

Trustees and committee remuneration and expenses (Refer Note 32)

Other

Impairment losses recognised directly in the statement of 
comprehensive income

Fidelity guarantee/professional indemnity insurance premium
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2013 2012
20. INVESTMENT INCOME R’000 R’000

Financial assets
Held to maturity investments
- Interest on investments 1,250             1,518              

Fair value through profit and loss
- Interest on investments -                     766                 

Available for sale financial assets
- Interest on investments 9,278             8,803              
- Dividends received -                     1,585              

Loans and receivables
- Interest on cash and cash equivalents 4,683             4,653              
- Interest on savings balances 2,472             1,322              

 17,683           18,647            

21. NET FAIR VALUE GAINS ON FINANCIAL ASSETS

Realised gain on disposal of investment 17,579          22,931           

Fair value through profit and loss investments 11,060           99                   
Available for sale investments 6,519             22,832            

(3,692)           5,807             

Fair value through profit and loss investments (7,433)            3,305              
Held to maturity investments 3,741             2,502              

13,887           28,738            

22. OTHER INCOME

Rental income -                     100                 
Profit on disposal of fixed assets -                     7                     
Prescribed credit balances 274                789                 
Other 5                    15                   
Bad debt recoveries 23                  52                   

302                963                 

Unrealised (loss)/gain on revaluation of financial assets 
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2013 2012
R’000 R’000

23. OPERATING LEASES

Operating lease rentals are payable as follows:

Less than one year 21                  192                 
Between one and five years -                     36                   
More than five years -                     -                      

21                  228                 

24. CONTINGENT ASSET

25. NOTES TO THE STATEMENT OF CASH FLOWS

Net profit for the year 116,140         137,895          

Adjustments for:
- Depreciation (Refer Note 18) 771                506                 
- Investment income (15,211)          (17,325)          
- Other income (302)               (963)                
- (17,579)          (22,931)          
- -                     (7)                    
-

3,692             (5,807)            

- Movement on post employment benefit (418)               790                 
- Movement in impairment of receivables (Refer Note 30) (511)               (11,555)          
- Asset management fees 2,168             2,322              

88,750           82,925            

Changes in working capital 14,628           (15,434)          

(Increase)/decrease in trade receivables (7,270)            13,202            
Increase/(decrease) in accounts payable 20,120           (32,370)          
Movement in outstanding claims provision 1,778             3,734              

103,378         67,491            

Realised gain on disposal of investments 
Net realised (loss) on disposal of PPE (Refer Note 2)
Net unrealised loss/(gain) on revaluation of investments held at fair-value-
through-profit or loss (Refer Note 21)

The Scheme grants assistance to its members in defraying expenditure incurred in connection with rendering of any relevant health
service. Such expenditure may be in connection with a claim that is also made to the RAF, administered in terms of the Road Accident
Fund Act No.58 of 1996 (RAFA). If the member is reimbursed by the RAF they are obliged contractually to cede that payment to the
Scheme to the extent that they have already been compensated.  An estimate is not practicable.

The Scheme leases 8 vehicles. The leases typically run for a period of 5 years. Lease payments are fixed for the term of the lease
period. Some leases provide for addditional rent payments that are based on changes in the interest rate.
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26. RELATED PARTY TRANSACTIONS

Identification of related parties

The following are identified as related parties, in terms of IAS 24 Related party disclosure:

Related party Nature of relationship

BJ Kruger Key management personnel (Principal Officer)

Key management

Significant influence

The Scheme is controlled by the Board of Trustees elected by the members of the Scheme.

Parties with significant influence over the Scheme

Administration fees were charged in line with market related rates on an arms-length basis.

Transactions with entities that have significant influence over the Scheme

2013 2012
R’000 R’000

Statement of Comprehensive Income

PMSA: Administration fees 70,014           68,905            
PMSA: Managed care fee 16,319           15,846            
PMSA: Printing, Stationery, Salary, Consultancy and Telephone Expenses 92                  85                   
PMSA: Rental 120                129                 
PMSA: Salaries -                     37                   
PMSA: Consultancy -                     27                   

Administration fees are paid to Professional Medical Scheme Administrators (PMSA). PMSA has significant influence over the Scheme,
as PMSA participates in the Scheme’s financial and operating policy decisions, but does not control the Scheme. PMSA provides
administration and Managed Care services to the Scheme. 

Professional Medical Scheme Administrators (PMSA)

Trustees (Refer Note 2.1 of Report of Board of Trustees for full 
names)
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26. RELATED PARTY TRANSACTIONS - continued

Administration agreement

Managed care agreements

Sundry recharges

Key management personnel and their close family members

Close family members include close family members of the Board of Trustees and Principal Officer.

Transactions with related parties and key management personnel 

2013 2012
R’000 R’000

Statement of Comprehensive Income 
Remuneration - Principal Officer (Refer Note 18) 1,487             1,105              
Gross contributions received 562                519                 
Claims paid from the Scheme 214                496                 
Trustee expenses (Refer Note 32) 2,110             1,804              

Statement of Financial Position
Balances included in trade and other receivables 20                  37                   
Savings plan balances 8                    6                     

The terms and conditions of the related party transactions were as follows:

Transaction type Nature of transaction and terms and conditions thereof

Contributions received

Claims incurred

Contribution debtor

Claims reported not yet paid

The amounts owing to the related parties relate to medical scheme savings balances to which the
parties have a right. The amounts would be payable on demand should an appropriate claim be
issued, or the member exits the scheme.

This constitutes outstanding contributions receivable. The amounts are due immediately. No
impairment provisions have been raised on these amounts.

The administrator pays certain expenses, namely postage, stationery and certain telephone costs on behalf of the Scheme. These 
expenses are subsequently recovered from the Scheme by the Administrator.

This constitutes amounts claimed by the related parties, in their individual capacity as members of the
Scheme. All claims were paid out in terms of the rules of the Scheme, as applicable to other
members.

The administration agreement is in terms of the Rules of the Scheme and in accordance with instructions given by the Board of
Trustees. The agreement is automatically renewed each year unless notification of termination is received or following the cancellation
of the Administrator's Accreditation or the issue of a lawful directive to this effect by the Council for Medical Schemes in terms of the
Medical Schemes Act 131 of 1998 as amended. The Scheme has the right to terminate the agreement on 90 days notice. 

Savings account balances

The terms and conditions of the transactions with entities with significant influence over the Scheme were as follows:

The managed care agreement is in accordance with instructions given by the Trustees of the Scheme. The Scheme has the right to
terminate the agreement on 180 days notice. The agreement is automatically renewed at the end of December unless notification of
termination is received. 

This constitutes the contributions paid by the related party as a member of the Scheme, in their
individual capacity.  All contributions were on the same terms as applicable to other members.

These are claims that have been reported, but not yet paid due to the fact that the Scheme’s year end
fell between the claims payment runs. These claims are settled on the same terms as applicable to
other members.

Key management personnel are those persons having authority and responsibility for planning, directing and controlling the activities of
the Scheme. Key management personnel include the Board of Trustees and the Principal Officer. The disclosure deals with full time
personnel that are compensated on a salary basis (Principal Officer), and the Board of Trustees on a remuneration consideration basis.
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27. SURPLUS/(DEFICIT) FROM OPERATIONS PER BENEFIT OPTION

The scheme offered six benefit options for the financial year under review.  

Platinum option
Gold option
Silver option
Equilibrium
Essence
Origin

PLATINUM GOLD SILVER EQUILIBRIUM ESSENCE ORIGIN TOTAL 
SCHEME

2013 R’000 R’000 R’000 R’000

Risk contributions        384,868      1,008,900         207,776           80,743           34,416             5,372     1,722,075 
Less:  Savings                    -       (101,005)                     -            (5,885)                     -                     -      (106,890)

Risk contribution income        384,868         907,895         207,776           74,858           34,416             5,372     1,615,185 
Net claims incurred       (342,608)       (732,542)       (173,955)          (72,073)          (34,579)           (2,582)   (1,358,339)

Gross claims paid and reported       (330,056)       (810,270)       (168,191)          (75,932)          (32,680)           (2,323)   (1,419,452)
Less: Savings plan claims paid                    -         103,422                     -              6,035                     -                     -        109,457 

              694             1,208                311                 160                  58                     -            2,431 

        (13,246)         (26,902)           (6,075)            (2,336)            (1,957)              (259)        (50,775)

Risk transfer arrangements              (458)           (3,610)              (861)               (452)               (415)           (1,836)          (7,632)

Risk Transfer fees paid         (10,591)         (39,563)           (7,704)            (3,106)            (1,719)           (4,418)        (67,101)

         10,362           36,670             7,010              2,740             1,340             2,582          60,704 

(Loss)/Profit Sharing              (229)              (717)              (167)                 (86)                 (36)                     -          (1,235)

Relevant healthcare result          41,802         171,743           32,960              2,333               (578)                954        249,214 

Less: Administration expenditure         (20,408)         (62,960)         (14,555)            (7,723)            (3,628)              (535) (109,809)     

          (5,108)         (16,292)           (3,850)            (2,041)               (884)                     - (28,175)       

Less: Broker service fee           (4,218)         (11,225)           (3,718)            (1,694)               (812)              (157) (21,824)       

             (562)                286                103               (252)                 (69)                  (4) (498)            

Net Healthcare results          11,506           81,552           10,940            (9,377)            (5,971)                258          88,908 

Investment income            2,122           10,659             2,276              1,642                778                206 17,683        
Savings interest paid                    -           (2,414)                     -                 (58)                     -                     - (2,472)         
Other Income                    9                264                  22                     2                    5                     - 302             
Asset management fees              (305)           (1,179)              (326)               (220)               (109)                (29) (2,168)         

           1,947             7,554             2,088              1,412                702                184 13,887        

Net surplus/(deficit)          15,279           96,436           15,000            (6,599)            (4,595)                619        116,140 

           4,941           19,292             5,301              4,071             1,916                498 36,019        

Basis of allocation:

• 

• 

R’000 R’000R’000

Net realised and unrealised 
gains/(losses) on financial assets

Less: Impairment loss on
healthcare receivables

(Increase)/decrease in outstanding 
claims provision 

Recoveries from Risk Transfer
Arrangements

Less: Managed Care: Management 
Services

Less:  Discounts received on 
claims

Number of members at end of
period

All relevant healthcare income and expenses, including Administration expenses, Broker commission and Managed care services, are
directly allocated to benefit options based on actual amounts.
The impairment of insurance receivables is allocated based on actual savings advances impaired, contribution income per option and
average membership per option.
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27. SURPLUS/(DEFICIT) FROM OPERATIONS PER BENEFIT OPTION - (continued)

The scheme offered five benefit options for the financial year under review.  

Platinum option
Gold option
Silver option
Equilibrium
Essence

PLATINUM GOLD SILVER EQUILIBRIUM ESSENCE TOTAL 
SCHEME

2012 R’000 R’000 R’000 R’000 R’000 R’000

Risk contributions         391,058     1,001,380         207,332           52,008           28,983     1,680,761 
Less:  Savings                     -       (100,111)                      -            (4,256)                     -      (104,367)

Risk contribution income         391,058         901,269         207,332           47,752           28,983     1,576,394 
Net claims incurred       (350,397)       (722,719)        (165,979)          (56,543)         (29,193)   (1,324,831)

Gross claims paid and reported       (340,077)       (799,214)        (157,156)          (59,386)         (28,183)   (1,384,016)
Less: Savings plan claims paid                     -         105,970                      -             4,406                     -        110,376 

               352             1,288                 360                161                102            2,263 

        (10,672)         (30,763)            (9,183)            (1,724)           (1,112)        (53,454)

Risk transfer arrangements           (2,002)           (4,880)               (330)               (432)              (425)          (8,069)

Risk Transfer fees paid         (12,743)         (43,436)            (8,499)            (2,330)           (1,653)        (68,661)

          10,356           37,139              7,776             1,701             1,113          58,085 

Profit Sharing                385             1,417                 393                197                115            2,507 

Relevant healthcare result           38,659         173,670           41,023            (9,223)              (635)        243,494 

Less: Administration expenditure         (22,986)         (65,108)          (14,810)            (5,044)           (2,922) (110,870)     

          (5,403)         (16,220)            (3,865)            (1,312)              (721) (27,521)       

Less: Broker service fee           (4,811)         (12,044)            (4,008)            (1,228)              (725) (22,816)       

            2,570             7,408                 812                  97                  17 10,904        

Net Healthcare results             8,029           87,706           19,152          (16,710)           (4,986)          93,191 

Investment income             2,677           11,131              2,744             1,310                785 18,647        
Savings interest paid                     -           (1,301)                      -                 (21)                     - (1,322)         
Other Income                113                671                 119                  27                  33 963             
Asset management fees              (361)           (1,320)               (369)               (168)              (104) (2,322)         

            4,417           16,250              4,513             2,244             1,314 28,738        

Net surplus/(deficit)           14,875         113,137           26,159          (13,318)           (2,958)        137,895 

            5,576           20,540              5,693             2,896             1,670 36,375        

Basis of allocation:

• 

• 

Less: Impairment loss on
healthcare receivables

All relevant healthcare income and expenses, including Administration expenses, Broker commission and Managed care services, are 
directly allocated to benefit options based on actual amounts.
The impairment of insurance receivables is allocated based on actual savings advances impaired, contribution income per option and 
average membership per option.

Less:  Discounts received on 
claims
(Increase)/decrease in outstanding 
claims provision 

Recoveries from Risk Transfer
Arrangements

Less: Managed Care: Management 
Services

Net realised and unrealised 
gains/(losses) on financial assets

Number of members at end of
period
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28.

Outstanding claims provision

Held-to-maturity investments

Provision for impairment of receivables

Post employment medical benefit

Key assumptions concerning the future and other key sources of estimation uncertainty at the statement of financial position date, that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities in the next financial year, are
discussed below.

In the process of applying the Scheme’s accounting policies, management has made the following judgements that have the most
significant effect on the amounts recognised in the financial statements.

The Scheme follows the IAS 39 guidance of on classifying non-derivative financial assets with fixed or determinable payments and fixed
maturity as held-to-maturity. This classification requires significant judgement. In making this judgment, the Scheme evaluates its
intention and ability to hold such investments to maturity.

For more information on the movement in this provision and the amounts disclosed in the statement of comprehensive income, please
refer to Note 12.

The outstanding claims provision is a provision made for the estimated cost of healthcare benefits that had occurred before the year-
end, but that had not been reported to the Scheme by that date. This provision is determined as accurately as possible based on a
number of factors, which include previous experience in claims patterns, claims settlement patterns, changes in the nature and number
of members according to gender and age, trends in claims frequency, changes in the claims processing cycle, and variations in the
nature and average cost incurred per claim.

CRITICAL ACCOUNTING JUDGEMENTS AND AREAS OF KEY SOURCES OF ESTIMATION AND UNCERTAINTY 

The assumption used in the valuation of post employment medical benefit is based on a standard set of assumptions reviewed by
actuaries on a regular basis to ensure that they are market-related.

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations of
future events that are believed to be reasonable under the circumstances.

For the assumptions and risks associated with this provision refer to Note 1.8 and Note 30 on financial risk management.
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29. INSURANCE RISK MANAGEMENT

29.1. Risk management objectives and policies for mitigating insurance risk

Frequency and severity of claims

Sources of uncertainty in the estimation of future claim payments

The Scheme’s strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio of similar risks over a number of
years and, as such, it is believed that this reduces the variability of the outcome.

The Scheme annually re-rates these products to ensure that the necessary profitability is maintained relative to the risk exposure. It is
relatively easy to assess the future claim payments since the large majority is lodged soon after year-end before the four-month
expiration of claims period comes into effect.

For insurance contracts issued, climatic and seasonal changes, as well as the spread of pandemics give rise to more frequent and
severe claims.

The primary insurance activity carried out by the Scheme assumes the risk of loss from members and their dependants that are directly
subject to the risk. These risks relate to the health of Scheme members. As such the Scheme is exposed to the uncertainty surrounding
the timing and severity of claims under the contract. The Scheme also has exposure to market risk through its insurance and investment
activities.

Experience shows that the larger the portfolio of similar insurance contracts, the smaller the relative variability about the expected
outcome will be. In addition, a more diversified portfolio is less likely to be affected across the board by a change in any subset of the
portfolio. The Scheme has developed its insurance underwriting strategy to diversify the type of insurance risks accepted and within
each of these categories to achieve a sufficiently large population of risks to reduce the variability of the expected outcome.

The Scheme uses several methods to assess and monitor insurance risk exposures both for individual types of risks insured and overall
risks. These methods include internal risk measurement models, sensitivity analyses and scenario analyses. The theory of probability is
applied to the pricing and provisioning for a portfolio of insurance contracts. The principal risk is that the frequency and severity of
claims is greater than expected. Insurance events are, by their nature, random, and the actual number and size of events during any one
year may vary from those estimated with established statistical techniques.

The Scheme manages its insurance risk through benefit limits and sub-limits, approval procedures for transactions that involve pricing
guidelines, pre-authorisation and case management, service provider profiling, centralised management of risk transfer arrangements as 
well as the monitoring of emerging issues.

The Board of Trustees has developed and approved a documented policy for the acceptance and management of insurance risk to
which the Scheme is exposed. Reference has also been made to the requirements of the Medical Schemes Act in compiling the
insurance risk-management policy. This policy is reviewed annually and the benefit options provided to members are structured to fall
within the acceptable insurance risk levels specified. The Board of Trustees also determines the policy for entering into alternative risk
transfer agreements and/or commercial reinsurance contracts. The annual business plan is structured around the insurance risk-
management policy.

29.2. Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of risk, geographic
location and demographics of members covered
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29. INSURANCE RISK MANAGEMENT - (continued)

Sensitivity of insurance risk

Claims development

Concentration of insurance risk

2013 Day-to-day Total
PMB Non-PMB PMB Non-PMB

R’000 R’000 R’000 R’000 R’000 R’000

< 26 Gross 48,817             27,479           406                  318                  33,950           
Net 47,680             25,977           345                  201                  30,016           104,218          

26 - 35 Gross 21,384             11,248           166                  27                    17,845           
Net 20,603             10,660           147                  22                    15,876           47,308            

36 - 50 Gross 78,541             42,140           1,965               349                  74,223           
Net 76,172             39,725           1,689               239                  65,396           183,220          

51 - 65 Gross 177,423           94,123           9,168               1,814               146,666         
Net 173,245           89,138           7,595               1,138               127,640         398,755          

>65 Gross 306,807           119,448        13,669             2,836               157,672         
Net 299,980           113,879        11,320             1,974               137,886         565,040          

Net Total 617,680           279,379        21,096             3,573               376,814         1,298,541       

Add:
Prior year claims taken againt IBNR excluding claims from risk transfer arrangements (46,854)          
(Over) provision prior year IBNR (6,750)            
IBNR 57,524            
Rectified benefits 365                 
Related Risk Transfer Arrangements claims 58,529            
Third party recoveries (Discount of R1 346) included in table above) (3,016)            

Net claims incurred (Refer Note 14) 1,358,339       

The strategy is set out in the annual business plan, which specifies the benefits to be provided by each option, the preferred target
market and demographic split thereof.

All the contracts are annual in nature and the Scheme has the right to change the terms and conditions of the contract at renewal.
Management information, including contribution income and claims ratios by option, target market and demographic split, is reviewed
monthly. There is also an underwriting review program that reviews a sample of contracts on a quarterly basis to ensure adherence to
the Scheme’s objectives.

The following table summarises the concentration of insurance risk, with reference to the carrying amount of the insurance claims
incurred (before and after risk transfer arrangements) by age group and in relation to the type of risk covered/benefits provided. Where
appropriate, prescribed minimum benefits (PMB) and non-PMB claims have been split.

Age grouping - As at 31 
December

ChronicIn-hospital

Disclosure regarding the sensitivity of claims to changes in key variables is shown in Note 11:  Outstanding claims provision.

Disclosure pertaining to claims development is not required as the uncertainty regarding the amount and timing of claim payments is
typically resolved within one year (as permitted under IFRS 4).  Consequently, no claim development tables are provided.
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29. INSURANCE RISK MANAGEMENT - (continued)

2012 Day-to-day Total
PMB Non-PMB PMB Non-PMB

R’000 R’000 R’000 R’000 R’000 R’000

< 26 Gross 40,413             33,598           95                    409                  36,827           
Net 39,456             31,736           80                    254                  32,443           103,969          

26 - 35 Gross 22,142             15,051           45                    47                    55,847           
Net 21,300             14,162           40                    31                    16,832           52,365            

36 - 50 Gross 64,152             54,900           471                  402                  134,121         
Net 62,677             51,634           424                  264                  68,545           183,544          

51 - 65 Gross 151,876           109,988        1,437               2,103               291,306         
Net 148,319           103,279        1,201               1,315               136,357         390,471          

>65 Gross 236,195           165,517        1,796               3,065               455,094         
Net 231,164           157,982        1,475               2,141               142,459         535,221          

Net Total 502,916           358,792        3,220               4,005               396,636         1,265,570       

Add:
Prior year claims taken againt IBNR excluding claims from risk transfer arrangements (47,949)          
(Over) provision prior year IBNR (2,291)            
IBNR 55,746            
Rectified benefits 880                 
Related Risk Transfer Arrangements claims 55,506            
Third party recoveries (Discount of R1 497 included in table above) (2,631)            

Net claims incurred (Refer Note 14) 1,324,831       

-

-

-

Risk transfer arrangements

The Scheme’s strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio of similar risks over a number of
years and, as such, it is believed that the variability of the outcome is reduced.

Age grouping - As at 31 
December

The types of benefits offered by the Scheme in return for monthly contributions are indicated below:

In-hospital Chronic

In-hospital benefits cover all costs incurred by members, whilst they are in hospital to receive pre-authorised treatment for certain
medical conditions.
Chronic benefits cover the cost of certain prescribed medicines consumed by members for chronic conditions / diseases, such as
high blood pressure, cholesterol and asthma.

The strategy is set out in the annual business plan, which specifies the benefits to be provided by each option, the preferred target
market and demographic split of this market.
All the contracts are annual in nature and the Scheme has the right to change the terms and conditions of the contracts at renewal.
Management information including contribution income and claims ratios by option, target market and demographic split, is reviewed
monthly. There is also an underwriting review programme that reviews a sample of contracts on a quarterly basis to ensure adherence to
the Scheme’s objectives.

Day-to-day benefits cover the cost of all out of- hospital medical attention, such as visits to general practitioners and dentists and
prescribed non-chronic medicines.

In addition to the dental (Denis) and emergency transport (Netcare) services capitation agreements (providing benefits to members on
benefit options other than Origin), the Scheme entered into a third capitation agreement with Primecure (with effect from 1 January
2013) to provide a full capitation service which includes doctors, hospitals, specialists and medicines on the Origin benefit option. The
capitation agreements are in substance, the same as non-proportional commercial reinsurance contracts. 
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NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

30. FINANCIAL RISK MANAGEMENT

30.1. Financial risk factors

Risk in terms of risk transfer arrangements

-

30.2. Market Risk

30.3. Price risk

KeyHealth Medical Scheme manages its investment portfolio in accordance with the requirements of Regulation 30 and Annexure B of
the Medical Schemes Act 131 of 1998 as amended. Specific consideration is given to sections 35(4), 35(5) and 35(8) the Act, which
require specific management actions regarding financial assets. 

The Scheme is exposed indirectly to price risk through investments held and classified as at fair-value-through-profit-and-loss, available
for sale and held-to-maturity. The Scheme is not exposed directly to commodity risk. To manage price risk, the Scheme diversifies its
portfolio.  Diversification of the portfolio is done by asset managers/insurers in accordance with the mandate set by the Scheme.

The Scheme is exposed to financial risk through its financial assets, financial liabilities and insurance liabilities. In particular the key
financial risk is that the proceeds from its financial assets are not sufficient to fund the obligations arising from its insurance contracts.
The most important components of this financial risk are liquidity risk, credit risk, interest rate risk and market risk.

Market risk refers to the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market
prices. Market price risk comprises three types of risks: currency risk, interest rate risk and other price risk.

The following committees have been established by the Board of Trustees to assist in the implementation and monitoring of these risk
management processes:

Audit Committee

Price risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market prices
(other than those arising from interest rate risk or currency risk), whether those changes are caused by factors specific to the financial
instrument or its issuer or factors affecting all similar financial instruments traded in the market.

The Scheme manages these risks through various risk management processes. These processes have been developed to ensure that
the long-term investment return on assets supporting the insurance liabilities is sufficient to fund members’ reasonable benefit
expectations.

The Scheme cedes insurance risk to limit exposure to underwriting losses under various agreements that cover individual risks, group
risks or defined blocks of business, on a co-insurance, yearly renewable term, excess or catastrophe excess basis. These risk transfer
arrangements spread the risk and minimise the effect of losses. The amount of each risk retained depends on the Scheme’s evaluation
of the specific risk, subject in certain circumstances, to maximum limits on the basis of characteristics of coverage. According to the
terms of the risk transfer arrangements, the third party agrees to reimburse the ceded amount in the event the claim is paid. According to
the terms of the capitation agreements, the suppliers provide certain minimum benefits to all scheme members (Primecure on Origin
benefit option and Netcare and Denis to all other benefit options), as and when required by the members . The Scheme does, however,
remain liable to its members with respect to ceded insurance if any reinsurer (or supplier) fails to meet the obligations it assumes. No
significant insurance risk has been reinsured.
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30. FINANCIAL RISK MANAGEMENT - (continued)

30.4. Interest rate risk

Up to 1 
month

1-3 months 3-12 months 1-5 years Over 5 years Non-interest 
bearing

Total

As at R’000 R’000 R’000 R’000 R’000 R’000 R’000
31 December 2013

-                     -                       31,120           17,630             -                       -                     48,750            

-                     -                       -                     -                       -                       -                     -                      

-                     -                       405,168        -                       -                       -                     405,168          

215,121         -                       -                     -                       -                       -                     215,121          

Total 215,121         -                       436,288        17,630             -                       -                     669,039          

Up to 1 
month

1-3 months 3-12 months 1-5 years Over 5 years Non-interest 
bearing

Total

As at R’000 R’000 R’000 R’000 R’000 R’000 R’000
31 December 2012

-                     -                       15,000           45,009             -                       -                     60,009            

-                     -                       51,387           -                       -                       -                     51,387            

-                     -                       188,162        -                       -                       -                     188,162          

230,729         -                       -                     -                       -                       -                     230,729          

Total 230,729         -                       254,549        45,009             -                       -                     530,287          

Interest rate risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of changes in market
interest rates.

Cash and cash
equivalents

Available for 
sale investments

Held-to-maturity 
investments

The table below summarises the Scheme’s exposure to interest rate risks. Included in the table are the Scheme’s investments at
carrying amounts, categorised by the earlier of contractual repricing or maturity dates.

Financial assets
fair value
through profit or
loss

The Scheme is exposed directly to interest rate risk through cash and cash equivalents and indirectly through investments in unit trusts
and insurance contracts as it places funds at both floating and fixed interest rate.  

Held-to-maturity 
investments
Financial assets
fair value
through profit or
loss

Cash and cash
equivalents

Available for 
sale investments
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30. FINANCIAL RISK MANAGEMENT - (continued)

30.5. Credit risk

The receivables comprise of insurance receivables and loans and receivables.

- Receivables for contributions due from members; and
- Receivables for amounts recoverable from service providers and brokers.

Management of credit risk on insurance and other receivables

The Scheme has not renegotiated the terms of receivables and does not hold any collateral or guarantees as security.

Management of credit risk on investments and cash and cash equivalents

Exposure of insurance and other receivables to credit risk

A strict policy of advance payments is implemented to limit poor credit quality loans and receivables.

All trade and other receivables are with counterparties with no external ratings.

Actively pursuing all contributions not received after 3 days of becoming due, as required by S26(7) of the Medical Schemes Act 131 of
1998, as amended; and
Performing credit checks on intermediary brokers.

The main components of insurance receivables are:

The Scheme establishes an allowance for impairment that represents its estimate of incurred losses in respect of accounts receivables.
The main component of this allowance is a specific loss component that relates to individual significant exposures and a collective loss
component established for groups of similar assets in respect of losses that have been incurred but not yet identified. The collective loss
allowance is determined based on historical data of payment statistics for similar financial assets. Details of the impairment provisions
are included in notes 4 and 19.

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the Scheme.

The Scheme manages credit risk on receivables by:

The Scheme’s principal �nancial assets are cash and cash equivalents, trade and other receivables and investments. 

Cash transactions are limited to high credit quality financial institutions. The Scheme has a policy of limiting the amount of credit
exposure to any one financial institution.
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30. FINANCIAL RISK MANAGEMENT - continued

30.5. Credit risk - continued

The ageing of components of receivables at year-end was:

Contribution Debtors Note 2013 2013 2012 2012
Gross Impaired Gross Impaired
R’000 R’000 R’000 R’000

Fully performing 4 75,319             -                       63,154           -                      
Past due (4-30 days) 4 384                  264                  377                105                 
Past due (31-60 days) 4 -                       -                       55                  48                   
Past due ( > 61 days) 4 645                  645                  940                890                 

Total 76,348             909                  64,526           1,043              

Members & Providers

Fully performing 4 707                  96                    232                115                 
Past due (4-30 days) 4 85                    58                    167                147                 
Past due (31-60 days) 4 164                  164                  183                183                 
Past due ( > 61 days) 4 8,950               8,950               9,092             9,092              

Total 9,906               9,268               9,674             9,537              

Other Debtors

Fully performing 4 3,440               29                    9,060             76                   
Past due (4-30 days) 4 4                      4                      5                    5                     
Past due (31-60 days) 4 3                      3                      10                  10                   
Past due ( > 61 days) 4 922                  27                    79                  79                   

Total 4,369               63                    9,154             170                 
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30. FINANCIAL RISK MANAGEMENT - (continued)

Exposure of insurance and other receivables to credit risk - continued

Impairment provision reconciliation
Total

Insurance 
receivables

Other

R’000 R’000 R’000

10,751             -                     10,751            
Amount utilised during the period -                       -                      

(511)                 -                     (511)                

Unused provision reversed during the period (5,584)              (5,584)            
Additional provisions made in the period 5,073               5,073              

Balance as at 31 December 2013 10,240             -                     10,240            

Total

Insurance 
receivables

Other

R’000 R’000 R’000

22,306             -                     22,306            
Amount utilised during the period -                       -                     -                      

(11,555)            -                     (11,555)          

Unused provision reversed during the period (12,959)            (12,959)          
Additional provisions made in the period 1,404               1,404              

Balance as at 31 December 2012 10,751             -                     10,751            

Exposure of investments and cash & cash equivalents to credit risk

Amount recognised in the statement of comprehensive income 
for the period (Refer note 19)

Trade and other receivables

The Scheme limits its exposure to credit risk by investing in liquid securities and only with counterparties that have a high credit rating.
Given these high credit ratings, the Trustees do not expect any counterparty to fail to meet its obligations. Annexure B of the Regulations
to the Medical Schemes Act 131 of 1998, as amended, prescribes the credit limits per institution, which reduces the individual risk per
institution. The utilisation of these credit limits is regularly monitored.

Trade and other receivables

Balance as at 1 January 2012

Amount recognised in the statement of comprehensive income 
for the period (Refer note 19)

Balance as at 1 January 2013
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30. FINANCIAL RISK MANAGEMENT - (continued)

Credit rating

2013 2012
R’000 R’000

Cash & cash equivalents 215,121         230,729          

F1 66,417           20,278            
F1 54,430           100,459          

Investec call account A+ 91,534           109,977          
ABSA Savings current account F1 2,735             10                   
Cash on hand * 5                    5                     

48,750           60,009            

Cadiz investment * 31,120           28,954            
* 17,630           31,055            

-                     51,387            

* -                     51,387            

405,168         188,162          

Liberty Life AA -                 13,616            
Investec High Income A1 112,387         -                  
Sanlam AA 1,294             1,241              
Sanlam Absolute Return AA 56,005           -                  
Stanlib Property Income Fund * 16,177           29,642            
Stanlib Medical Scheme Fund B * 50,099           -                  
Prudential * 87,612           74,681            
Coronation * 81,594           68,982            

Total 669,039         530,287

* Counterparties with no credit ratings available

ABSA current accounts

Allan Gray Domestic Stable Med

The above credit ratings were obtained from the Fitch Ratings Agency rating list as at 31 December 2013.

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference to external credit ratings (if
available) or to historical information about counterparty default rates.

Held-to-maturity financial 
assets

Available-for-sale financial
assets

ABSA call account - (savings call account)

Financial assets held at fair
value through profit or loss

Counter parties with external 
credit rating

Metropolitan investment
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30. FINANCIAL RISK MANAGEMENT - (continued)

30.6. Liquidity risk

Liquidity risk is the risk that the Scheme will not be able to meet its financial obligations, as they fall due.

2013  Up to 1 month 1-3 months 4-12 months 1-5 years Over 5 years Total

R’000 R’000 R’000 R’000 R’000 R’000

Insurance Liabilities
28,132             -                     -                       -                       -                     28,132            

13,293             -                     -                       -                       -                     13,293            

40,475             14,055           2,994               -                       -                     57,524            
91                    341                -                       61,540             -                     61,972            

81,991             14,396           2,994               61,540             -                     160,921          

Financial Liabilities
Trade and other payables 3,569               -                     554                  -                       -                     4,123              

-                       -                     -                       -                       4,068             4,068              

49,868             -                     -                       -                       -                     49,868            

53,437             -                     554                  -                       4,068             58,059            

Total liabilities 135,428           14,396           3,548               61,540             4,068             218,980          

Ultimate responsibility for liquidity risk management rests with the Board of Trustees, which has built an appropriate liquidity risk 
management framework for the management of the Scheme’s short, medium and long-term funding and liquidity management 
requirements.

The table below analyses the financial liabilities of the Scheme into relevant maturity groupings based on the remaining period at
statement of financial position date to the contractual maturity date:

Unallocated deposits received

Reported claims not yet paid

Outstanding claims provision

Post employment medical 
benefits

Savings Plan Liability

Net contributions received in
advance

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities; the availability of funding through liquid
cash positions with various financial institutions ensures that the Scheme has the ability to fund the day-to-day operations of the Scheme.

The Scheme’s liquidity management policy involves projecting cash flows and considering the level of liquid assets necessary to meet
these and monitoring liquidity ratios against external regulatory requirements.
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30. FINANCIAL RISK MANAGEMENT - (continued)

30.6. Liquidity risk - continued

2012  Up to 1 month 1-3 months 4-12 months 1-5 years Over 5 years Total

R’000 R’000 R’000 R’000 R’000 R’000

Insurance Liabilities
26,932             -                     -                       -                       -                     26,932            

17,532             -                     -                       -                       -                     
17,532            

35,033             20,713           -                       -                       -                     55,746            
5,625               -                     -                       59,267             -                     64,892            

85,122             20,713           -                       59,267             -                     165,102          

Financial Liabilities
Trade and other payables 3,400               -                     511                  -                       -                     3,911              

-                       -                     -                       -                       4,486             4,486              

26,921             -                     -                       -                       -                     26,921            

30,321             -                     511                  -                       4,486             35,318            

Total liabilities 115,443           20,713           511                  59,267             4,486             200,420          

30.7 Legal risk

Net contributions received in
advance

Legal risk is the risk that the Scheme will be exposed to contractual obligations which have not been provided for. At 31 December
2013, the Scheme did not consider there to be any significant concentration of legal risk that had not been provided for (2012: R0).

Unallocated deposits received

Reported claims not yet paid

Post employment medical 

Savings Plan Liability
Outstanding claims provision
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30. FINANCIAL RISK MANAGEMENT - (continued)

30.8. Capital adequacy risk

Accumulated funds ratio
2013 2012

R’000 R’000

Total Member’s Funds per the statement of �nancial position 548,403         416,893          
Less:

(39,889)          (29,325)          

Accumulated funds per Regulation 29 of the Act 508,514         387,568          

Gross contributions 1,722,075      1,680,761       

Accumulated fund ratio 29.5% 23.1%

30.9 Investment risk

Breakdown of investments

- Held-to-maturity financial investments;
- Financial assets held at fair value through profit or loss; and
- Available for sale financial assets.

Investment risk is the risk that the investment returns on accumulated assets will not be sufficient to cover future liabilities. Continuous
monitoring takes place to ensure that appropriate assets are held where the Scheme liabilities are dependent on the performance of the
investment portfolio and that a suitable match of assets exists for all liabilities.

Cumulative net gains on re-measurement to fair value of financial instruments and investment
properties included in the accumulated funds and revaluation reserve

The risk that there are insufficient reserves to provide for adverse variations on actual and future experience. The Medical Schemes Act
131 of 1998, as amended, requires a minimum solvency ratio of accumulated funds expressed as a percentage of gross annual
premiums to be 25%. The Scheme’s solvency ratio was 29.5% as at 31 December 2013 and 23.1% at 31 December 2012. The Council
for Medical Schemes monitors the solvency ratio of the Scheme closely and updated business plans are submitted as required by the
Council.

The Scheme’s objectives when managing capital are to maintain the capital requirements of the Medical Schemes Act 131 of 1998 as
amended and to safeguard the Scheme’s ability to continue as a going concern in order to provide bene�ts for its stakeholders.

The investments managed by the Trustees are split between the following categories in the annual financial statements:
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30. FINANCIAL RISK MANAGEMENT - (continued)

Held-to-maturity financial assets

As at 31 
December 

2013

As at 31 
December 

2012
R’000 R’000

31,120           28,954            
-                     15,000            

17,630           16,055            

Total 48,750           60,009            

Financial assets held at fair value through profit or loss

As at 31 
December 

2013

As at 31 
December 

2012
R’000 R’000

Global Allan Gray Domestic Stable Med - Insurance contract -                     51,387            

Total -                     51,387            

Available for sale financial assets

As at 31 
December 

2013

As at 31 
December 

2012
Prudential - Insurance contract 87,612           74,681            
Coronation - Insurance contract 81,594           68,982            
Liberty - Insurance contract -                     13,616            
Investec High Income Fund 112,387         -                      
Stanlib - Property collective investment scheme 16,177           29,642            
Stanlib - Medical collective investment scheme 50,099           -                      
Sanlam - Money market collective investment scheme 1,294             1,241              
Sanlam - Absolute return insurance contract 56,005           -                      

405,168         188,162          

Metropolitan - Money Market linked investment - insurance contract

Available for sale financial assets are made up of the following:

To understand the risks associated with these investments better, the following disclosure is presented under each category.

Cadiz  - Fixed term interest bearing investment ( Cadiz top 40 index) - insurance contract

Financial assets held at fair value through profit or loss are made 
up of the following:

Held-to-maturity financial assets are made up of the following:

Metropolitan - Share linked investment - insurance contract
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30. FINANCIAL RISK MANAGEMENT - (continued)

Fair value estimation

 •
 •

 •

Level 1 Level 2 Level 3 Total
R’000 R’000 R’000 R’000

Financial assets at fair value through profit or loss
 • -                       -                       -                     -                      

Available-for-sale investments
 •

-                       405,168           -                     405,168          

-                       405,168           -                     405,168          

Level 1 Level 2 Level 3 Total
R’000 R’000 R’000 R’000

Financial assets at fair value through profit or loss
 • -                       51,387             -                     51,387            

Available-for-sale investments
 •

-                       188,162           -                     188,162          

-                       239,549           -                     239,549          

 •
 •

 •

Investments in collective investment schemes and
insurance policies

Quoted prices (unadjusted) in active markets for identical assets or liabilities (level 1).
Inputs other than quoted prices included within level 1 that are observable for the asset or liability, either directly (that is, as prices) 
or indirectly (that is, derived from prices) (level 2).
Inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs) (level 3).

The fair value of interest rate swaps is calculated as the present value of the estimated future cash flows based on observable
yield curves.

As required by IFRS 7 and set out in IFRS 13 for financial instruments that are measured in the statement of financial position at fair
value, the disclosure of fair value measurements should be by level of the following fair value measurement hierarchy:

2013

2012

Investments in collective investment schemes and
insurance contracts

Investments in collective investment schemes and
insurance contracts

The fair value of financial instruments traded in active markets is based on quoted market prices at the statement of financial position
date. A market is regarded as active if quoted prices are readily and regularly available from an exchange, dealer, broker, industry group,
pricing service, or regulatory agency, and those prices represent actual and regularly occurring market transactions on an arm’s length
basis. 

The fair value of financial instruments that are not traded in an active market is determined by using valuation techniques. These
valuation techniques maximise the use of observable market data where it is available and rely as little as possible on entity specific
estimates. If all significant inputs required to fair value an instrument are observable, the instrument is included in level 2.

If one or more of the significant inputs is not based on observable market data, the instrument is included in level 3.

Quoted market prices or dealer quotes for similar instruments.

Other techniques, such as discounted cash flow analysis, are used to determine fair value for the remaining financial instruments.

Specific valuation techniques used to value financial instruments include:

Investments in collective investment schemes and
insurance policies
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KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

32. TRUSTEES’ REMUNERATION AND CONSIDERATION

2013

Honorarium Meeting fee Allowances

Travel and 
Accommo-

dation

Training and 
conference 

fees Total cost
R’000 R’000 R’000 R’000 R’000 R’000 R’000

1 Bennett  P* 30                   70                    5                    57                    1                      6                    169                 
2 Deetlefs JP 28                   45                    5                    8                      -                       -                     85                   
3 Fourie BG* -                     3                      -                     1                      -                       -                     4                     
4 Gouws PJS 28                   73                    5                    129                  3                      7                    245                 
5 Greyling JH 36                   79                    9                    72                    1                      6                    202                 
6 Grobbelaar JH* 29                   49                    5                    26                    -                       -                     109                 
7 Jacobs JJ* -                     7                      -                     3                      -                       -                     10                   
8 Kruger DPJ 28                   68                    5                    32                    1                      6                    140                 
9 Meyer TF* -                     14                    -                     2                      -                       -                     16                   
10 Moonsamy P* -                     7                      -                     9                      -                       -                     16                   
11 Mulder OJH 28                   63                    5                    84                    4                      6                    189                 
12 Sharman EP 32                   101                  9                    260                  3                      6                    411                 
13 van den Berg A* -                     3                      -                     1                      -                       -                     4                     
14 van Zyl JS 28                   54                    5                    25                    -                       6                    117                 
15 Vermaak EW 28                   77                    5                    135                  5                      -                     250                 
16 Young A 27                   44                    5                    60                    -                       6                    142                 

322                 758                  59                  903                  18                    48                  2,109              

2012

Meeting fee Allowances

Total 
Remune-

ration

Travel and 
Accommo-

dation
Conference 

fees Total cost
R’000 R’000 R’000 R’000 R’000 R’000 R’000

1 Bennett  P* 80                   4                      84                  54                    1                      5                    144                 
2 Deetlefs JP 43                   4                      47                  5                      -                       -                     52                   
3 Gouws PJS 85                   4                      89                  108                  3                      5                    205                 
4 Greyling JH 68                   6                      74                  51                    -                       -                     125                 
5 Grobbelaar JH* 69                   4                      73                  33                    -                       -                     106                 
6 Jacobs JJ* 13                   -                       13                  6                      -                       -                     19                   
7 Kruger DPJ 78                   7                      85                  29                    1                      5                    120                 
8 Meyer TF* 31                   -                       31                  10                    -                       -                     41                   
9 Moonsamy P* 10                   -                       10                  8                      -                       -                     18                   
10 Mulder OJH 72                   4                      76                  87                    4                      5                    172                 
11 Sharman EP 119                 8                      127                237                  3                      5                    372                 
12 van Zyl JS 50                   4                      54                  12                    -                       5                    71                   
13 Vermaak EW 86                   4                      90                  126                  6                      -                     222                 
14 Young A 52                   4                      56                  76                    -                       5                    137                 

856                 53                    909                842                  18                    35                  1,804              

*Audit Committee members (part/full period)

Total expenses

Trustees & 
Audit 

Committee 
members*

Other 
disbursements 
and reimburse-

ments

Total expenses

Trustees & 
Audit 

Committee 
members*

Other 
disbursements 
and reimburse-

ments



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

33. NON-COMPLIANCE WITH THE MEDICAL SCHEMES ACT

33.1 Sustainability of benefit options

 • Continuing to allow for reasonable increases of the right profile members;
 •

 • Improving the overall membership profile of the Scheme;
 • Reducing claims expenses of the Scheme through effective case managements; and
 • Implementation of an investment policy to improve the return on investments.

33.2 Contributions received three days after payment becomes due

Section 26(7), of the Medical Schemes Act, stipulates the following:

33.3 Payment of benefit within 30 days of lodging of claim

33.4 Payment of stale claims

Regulation 6 (Chapter 2 to the Regulations of the Medical Schemes Act) states the following:

In terms of Section 59 of the Medical Schemes Act 131 of 1998, as amended, claims should be paid within 30 days after the day
on which the claim  was received. Instances were noted where claims were paid 30 days after notification was received.

The Scheme appointed actuaries are actively involved in the annual design and continued monitoring of the Scheme's benefit
options. The benefit design changes were derived with the following in mind:

Redesigning benefits options in order to influence claims patterns and subsequently increase the solvency levels and
competitiveness of the Scheme;

“All subscriptions or contributions shall be paid directly to a medical scheme not later than three days after payment thereof
becoming due.”
Contributions of members belonging to certain employer groups will only be suspended once the contributions received are
allocated to the specific member records. It is also the policy of some of these groups to only pay their contributions on the 7th of
the month, following the month that payment is due. Provision 13.2.1 of the Scheme Rules requires that these members should
only be suspended after 30 days of the contributions becoming due.

In terms of Section 33(2) of the Medical Schemes Act 131 of 1998, as amended, each option shall be self-supporting in terms of
membership and financial performance. The equilibrium and essence options were not self sustaining during 2013 based on net
healthcare results.

The majority of the Scheme's employer group business is with Local Authorities. The SALGBC (South African Local Government
Bargaining Council) resolved that contributions for employees in Local Government be paid in arrears and confirmed this by
including it as part of the accreditation requirement for participating Medical Schemes. This decision and the tendency to pay
contributions only by the 7th of a month resulted in a major portion of the Scheme’s monthly contributions, from the various Local
Authorities, being received outside the time limit as set out in the Act.

Processes are in place to ensure that these groups are monitored closely, so as to minimise any potential financial losses to the 

Although claims are paid after the 30 day period, this is in line with the normal business process of the Scheme as the Scheme
rules stipulate that a member has 6 months to dispute a claim that is not paid.

Manner of payment of bene�ts.—(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.

Instances were identified where claims were accepted for payment more than four months after the treatment date.



KEYHEALTH MEDICAL SCHEME

NOTES TO THE  ANNUAL FINANCIAL STATEMENTS
for the year ended 31 December 2013

33. NON-COMPLIANCE WITH THE MEDICAL SCHEMES ACT - (continued)

33.5 Accumulated Funds ratio

34. COMMITMENTS

The Scheme has a guarantee in place with ABSA bank for R20 million for the ACB collection facility.

Regulation 29(2) of the Medical Schemes Act 181, of 1998 stipulates the following:

" ...medical scheme must at any time maintain accumulated funds, expressed as a percentage of gross annual contributions for
the accounting period under review of not less than 25%."

At year end, the accumulated funds, expressed as a percentage of gross annual contributions, amounted to 29.3% (2012: 23.1%).

The 5 year business plan as approved by the Council for Medical Schemes indicated below:

Year Required solvency ratio at period end Achieved solvency ratio at period end
2010 12,1% 12.10%
2011 13,5% 15.60%
2012 16,1% 23.10%
2013 17,4% 29.50%
2014 25,4%
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