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South Africa has a large population, with
disparate access to healthcare resources

Population Healthcare spending

<

O Insured B Uninsured O Private sector = Public sector




South Africa’s high-income population
displays similar tendencies to US population

. Soutn Africea Fligi :
Varizap|e ~ouH Emv rJU” United States
Incorme Population®
Household Income (USD
at PPP) $44,977 $41,994
Pogsesglon of college / 66.7% 32 79
university degree
Access to the internet 39 5% 59 6%
Own / rent a cellular 94.6% 42 5%
telephone
Households W|th two or 60.2% 55 504
more motor vehicles
Access to digital satellite 0 0
/ digital cable TV at home 23.1% SEL I

Note: *High income population refers to the top 20% of earners; Most data points are estimates based on the most recently available information
Source: AMPS 2000; U.S. Census Bureau; Statistics SA



Healthcare funding models — who makes the

Supply-side
control

Demand-side
control

choices?
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The Medical Schemes Act legislates
community-rating for premium determination

CHAPTER 5: RULES OF MEDICAL SCHEME

29(n) The terms and conditions applicable to the admission of a person as a
member and his or her dependants, which terms and conditions shall
provide for the determination of contributions on the basis of income or the
number of dependants or both the income and the number of dependants,
and shall not provide for any other grounds, including age, sex, past or
present state of health, of the applicant or one or more of the applicant's
dependants, the frequency of rendering of relevant health services to an
applicant or one or more of the applicant's dependants other than for the
provisions as prescribed.



Private sector density compared to the US
highlights the difficulty of network creation

Density of Private Sector PCPs Density of MRI Scanners

3.16

Sector Users

16.0

No. of GPs per 1,000
Private Sector Users
No. of MRI scanners
per 1,000,00 Private

e

us | SA uS | SA

Density of Private Sector Specialists

Partly driven by a lower density of Health Care
Supply, South African insurers have given
1.86 great importance to developing expertise in the
design and management of consumer-driven
health plans.

No. of Specialists per 1,000
Private Sector Users

us | SA

Source: Monitor - Discovery Health Global Health Plan Markets Database, William M. Mercer, Towers Perrin, Watson/Wyatt, PwC, Hewitt Associates, Kaiser
Family Foundation, U.S. Census, Mercer National Accounts Survey, Discovery Health, Monitor Analysis






CDH as a model solution

Triangle of healthcare utilization Discovery’s consumer-engaged model
A
Insure
Uncontrollabl benefits
Health Savings
Cost S [ETE g

Account

Prevention and fitness Vitality
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Discovery currently covers over 2m lives on
consumer-directed plans

Covered lives as at 31 December
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Diversity of Discovery’s membership

Member distribution by Industry

Government— Mining  Medical
Agriculture Religious
Leisure
Education
Entertainment
Transportation

Manufacturing

Technology
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Services

Member distribution by Group Size
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HSA limits consumer choice to areas where
rational decisions can be made

Insured
benefits

Health Savings
Account
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Robust actuarial data set on which to
conduct the analysis

Life months (millions) Annual lapse rate
120 4.0%
110

3.0%
100
90 2.0%
80
1.0%
70
60 \ ] 0.0% w ; ; :
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Discovery’s membership base is typical of
the overall insured population

Risk Equalisation Fund Impact
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Source: Centre for Actuarial Research












Coverage %

benefits/

claims

130%
120%
110%
100%
90%
80%
70%

60%

Day-to-day expenditure analysis

Members are

better off Members are
because of the better off

use it or keep it because benefits
model are largely

unlimited

Consumer driven plan Traditional plan
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Claims incurred (R’000s)

Level of sickness



Coverage %

benefits
claims

130%
120%
110%
100%
90%
80%
70%

60%

Day-to-day expenditure analysis

1

2

3 4 5 6

7 8 9 10 11 12 13 14 15 16 17 18 19 20
Claims incurred (R’000s)

Level of sickness









HSA limits consumer choice to areas where
rational decisions can be made

Insured
benefits

Health Savings
Account



Longitudinal study — Is the medical trend of services
covered mainly by MSA’s under control?

Indexed Real PCP spend pmpm

(Comprehensive Plans Only)
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Yrl > Yr 5.5

Total Exposure Considered: +38.5m member months over 5.5 years
* Real rate calculated by adjusting for CPI inflation as per Statistics SA



Longitudinal study — Long-term medical trend of
pathology and physical therapy services

Indexed Real Pathology spend pmpm Indexed Real Physical Therapy spend pmpm

(Comprehensive Plans Only) (Comprehensive Plans Only)

3.00 4.00

3.50
2.50

3.00

2.00
2.50

1.50 2.00

1.50
- %W%W . v V/\v/\nvnvr\/\x\,h\/’\ A M

0.50
0.50

0.00 0.00
Yrl » Yrb55 Yrl » Yr5.5

In-Hospital — Out-of-Hospital In-Hospital — Out-of-Hospital

Total Exposure Considered: £38.5m member months over 5.5 years
* Real rate calculated by adjusting for CPI inflation as per Statistics SA



21% to 40% increase in medical practitioner
spend when funded from the insured benefit

21% 30% 24% 40%
reduction reduction reduction reduction

100%
90%
80%
70%

60%
B Insured benefit

O Funded from MSA

50%
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Relative costs per member per month
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Amount paid per member

per month (Rands)
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Case study 1: Impact on Hormone
Replacement Therapy Spend

Covered from Savings Covered from Insured
Account Chronic Benefit



Actual spend

Case study 2: Impact on Attention Deficit
Disorder Spend

Ritalin - average claims
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MRI - In Hospital Relative Utilisations

Case study: Impact of consumer-driven healthcare
In curbing in-hospital MRI utilisation
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Longitudinal study — Does the hospital admit rate
iIncrease with duration on the CDHC Plan?

Relative Hospital Events per 1000 members per month

(Comprehensive Plans, 2nd Year Claims = 100)
120
100

80

60

40

20

2002 2003 2004 2005 2006

B Yr of joining M 2" calendar year [0 3" calendar year @ 4" calendar year O 5" calendar year @ > 5 calendar years

No evidence of negative longer-term health implications



Longitudinal study — Hospital admit rates for
chronic and non-chronic members

Admit Rate for Comprehensive plans Admit Rate for Comprehensive plans
by Duration - Chronic by Duration — Non-chronic
120 120
100 100
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60 60 I I ] ]
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2002 2003 2004 2005 2006 2002 2003 2004 2005 2006
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Longitudinal study — Hospital admit rates for
diabetic members

Admit Rate For Diabetic Members
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Penetration of plans with HSA'’s

Estimated market share of plans with HSAs *

80%
70%
60%
50%
40%
30%
20%

10%

0%

1998 1999 2000 2001 2002 2003 2004

*Estimated using HSA premiums as % of Total as per the Council of Medical Schemes Reports



Growth in medicine prices — consumers are
able to influence price

Trend in Real Medicine Price Over Time
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The effect of consumer-induced preventative
care

1. Do people respond to incentives in preventative care?

2. Does a properly structured preventative care program impact on
healthcare costs?

3. Is selection more important than behaviour?
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Vitality membership exceeds 1.2m members

2,500,000
2,000,000
1,500,000
1,000,000

500,000

0
1999 2000 2001 2002 2003 2004 2005 2006

E Vitality lives ® Covered lives



Vitality has materially impacted the quantum
of preventative care sought

180%
160%
140%
120%
100% Non-Vitality
80%
60%

40%

20%

0%

Prostate Cholesterol Cholesterol Mammograms  Pap smears
screening screening (male)  screening
(female)






Do members at higher statuses have lower
claims? Correlation between Vitality Status and
hospital admissions
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How Big are the Savings?
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How Big are the Savings?

100% Current spend levels on
| GP and specialist
consultations, medication
and hospitals

98%

96%

Percentage of
current spend 94%
on GP and

specialist 92%
consultations,

medlcatl_on 90%
and hospitals

88%

86%

84%

10% 20% 30%

Increase in engagement






Higher Vitality engagement amongst
members with chronic iliness

Chronic condition rate — family size of 3
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Is the effect of moving through the statuses that
results in lower claims? Longitudinal comparison of
common group who subsequently diverged

Common base period of .. Members who upgraded one
inactivity (Blue status) " or more statuses
3m life months 664,595 life months
I N -
~ N

Control group: Members
who remained on Blue

5.7m life months

1998 1999 2000 2001 2002 2003

208,431 entrants
in 1998



Is the effect of moving through the statuses that
results in lower claims? Longitudinal comparison of
common group who subsequently diverged
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Is it the effect of moving through the statuses that
results in lower claims? Milliman study confirms
the benefits after allowing for selection

Similar level of claims for both
110% groups to start

Blue Vitality members

15% better performance of

00% engaged group over 2 years
0

80%

70%

Claims of bronze and above
members as % of blue members

60%
2002 2003 2004

423,610 members tracked over 3 years from 2002 to 2004; 330,000 Vitality members considered



The effect of consumer-induced preventative
care

1. Do people respond to incentives in preventative care?

2. Does a properly structured preventative care program impact on
healthcare costs?

3. Is selection more important than behaviour?



Key questions

The effect of Health Savings Accounts:

1.

2.
3.
4

Are HSA'’s good for the healthy and sick?
Do people change their behaviour?
Is there an adverse effect on health?

Is there a point where HSA's result in systemic changes to the health
system?

The effect of preventative care:

1.
2.

3.

Do people respond to incentives in preventative care?

Does a properly structured preventative care program impact on
healthcare costs?

Is selection more important than behaviour?
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