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MEDSHIELD MEDICAL SCHEME

STATEMENT OF RESPONSIBILITY BY THE BOARD OF TRUSTEES
for the year ended 31 December 2020

The Board of Trustees of the Scheme ("the Trustees") are responsible for the preparation, integrity, and fair presentation of
the Annual Financial Statements of Medshield Medical Scheme ("the Scheme"/"Medshield"). The Annual Financial
Statements presented on pages 32 - 92 comprise the Statement of Financial Position at 31 December 2020, and the
Statement of Comprehensive Income, Changes in Funds and Reserves and Cashflows for the year then ended, and the notes,
comprising a summary of significant accounting policies and other explanatory information. The Annual Financial Statements
have been prepared in accordance with International Financial Reporting Standards {IFRS) and the Medical Schemes Act, 131
of 1998 as amended, and include amounts based on judgements and estimates made by management.

The Trustees consider that in preparing the Annual Financial Statements of the Scheme, management has used the most
appropriate accounting policies, consistently applied and supported by reasonable and prudent judgements and estimates.

Furthermore International Financial Reporting Standards (IFRS) and Council for Medical Schemes (CMS) guidelines have been
followed. :

The Trustees are satisfied that the information contained in the Annual Financial Statements fairly presents the results of
operations and cash flows for the year and the financial position of the Scheme at year end.

The Trustees are also responsible for the accuracy of information included in the Annual Financial Statements and its
consistency with the Annual Financial Statements. The Trustees are responsible for ensuring that accounting records are
kept. The accounting records disclose, with reasonable accuracy, the financial position of the Scheme which enables the
Trustees to ensure that the annual financial statements comply with the relevant legislation.

The Scheme operates in a self-administered environment which is well documented and has been reviewed regularly by the
Scheme's internal auditors during the financial period. The Scheme maintains a risk register to assess and mitigate its risks.
The internal control procedures are designed to provide reasonable assurance that assets are safeguarded and the risks
facing the Scheme are heing appropriately managed.

The going concern basis has been adopted in preparing the Financial Statements. The Trustees have no reason to believe

that the Scheme will not be a going concern in the foreseeable future, which assumption is supported by forecasts and
available cash resources.

-

The Scheme's external auditors, PricewaterhouseCoopers Inc., are responsible for auditing the Annual Financial Statements
in terms of International Standards on Auditing and their report is presented on pages 28 -31. PricewaterhouseCoopers Inc.
have unrestricted access to all financia! records and related data, including minutes of all Board of Trustees, Board
Committees and Executive Committee meetings. The Principal Officer and management believe that all representations
made to the independent auditors during their audit were accurate and appropriate.

The Annual Financial Statements were approved by the Board on 22 April 2021 and are signed on its behalf by:

crd (’ &
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Mr. Andries Labuscagne Mr. Mammule Chidi Mr. Thoneshan Naidoo

Chairperson : Board of Trustees Deputy Chairperson : Board of Principal Cfficer
Trustees

22 April 2021



MEDSHIELD MEDICALSCHEME ~—

STATEMENT OF CORPORATE GOVERNANCE BY THE BOARD OF TRUSTEES
for the year ended 31 December 2020

Medshield is committed to the principles and practices of fairness, transparency, independence, responsibility, integrity and
accountability in all dealings with its stakeholders. The Board conducts all its affairs according to Medshield values and within
a recognised governance framework. The affairs of the Scheme are managed in accordance with the rules of the Scheme and
also adhere to all aspects of governance as required by the Medica! Schemes Act 131 of 1998, as amended. The Board is also
committed to the principles of the Code of Corporate Practices and Conduct as set out in the King Report on Governance.

Board of Trustees

The Board consists of member represantatives who are nominated and elected by the members of the Scheme, and co-
opted members who are appointed by the Board for their skills and expertise. The Board meets at least once a q'uarter during
the year and monitors the performance of the Scheme. The Board's performance and that of its Committees are appraised
annually against agreed terms of reference. The Scheme is self-administered and all administration matters are under the
direct control of the Board of Trustees. The Board has oversight over a range of key issues and ensures that discussions of
policy, strategy and performance are critical, informed and constructive.

Risk Management and Internal Controls

Risks are identified, placed on a risk register and regularly reviewed by management. The risks are rated, based on likelihood

of materialising and the likely impact on the Scheme. Specific strategies and/or mitigation processes are set in place to deal
with these risks.

The Scheme maintains internal controls and systems designed to provide reasonable assurance about the integrity and
reliability of the Annual Financial Statements and to adequately safeguard, verify and maintain accountability for its assets.
Such controls are based on established policies and procedures and are implemented by qualified personnel with appropriate
segregation of duties. The Board also concludes performance agreements annually with management to evaluate their
performance and compliance with existing control measures.

The Board has appointed an Audit, Risk and Compliance Committee, whose duty it is to assess the risk register and mitigating
plans and actions implemented to mitigate the risks. The Audit, Risk and Compliance Committee reports to the Board
independently and is also responsible for oversight of internal controls, compliance, fraud prevention and ICT governance.

/
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Mr. Andries Labuscaghe Mr. Mammule Chidi Mr. Thoneshan Naidoo

Chairperson : Board of Trustees Deputy Chairperson : Board of Principal Officer
Trustees

22 April 2021




MEDSHIELD MEDICAL SCHEME

BOARD OF TRUSTEES' REPORT
for the year ended 31 December 2020

1

Review of 2020

1.1 Brief Synopsis of the year under review

1.2

The Board is responsible for governing the Scheme in accordance with the Medical Schemes Act 131 of 1998 {"the
Act") and the Scheme rules. The purpose of the Board Report is to inform the Scheme Members and Stakeholders
on how the Board has overseen the management of the Scheme.

As a not-for-profit entity, the Scheme continues to place members at the heart of its business by protecting them
from financial burdens when they face routine or even catastrophic healthcare events, and by guiding them to the
best guality healthcare ocutcomes.

The year 2020 will go down in history as a uniquely challenging year characterised by the global crisis brought about
by the Covid-19 pandemic. The Scheme, like many businesses and individuals, found itself in unchartered territory
and had to adapt to the many business and operational challenges brought on by the pandemic, while also ensuring
that the Scheme serviced its members' healthcare needs. Amongst the many challenges which the Scheme was
faced with included the following:

a) Health and wellness of members and Medshield staff:

b} Economic impact of Covid-19 on the economy and retention of members;

c) Ensuring business continuity;

d} Unlocking Covid-19 benefits for members.

All of these factors have had a major impact on the industry, from which the Scheme was not immune.

At the end of the financial year, the Scheme unfortunately recorded a decline in membership compared to the
previous financial year, and ended the year with 75 285 {2019: 79 465) principal lives and 150 975 {2019: 158 996)
beneficiaries. Amidst the pandemic, it is worth highlighting that due to the significant reduction in heaithcare
expenditure, the Scheme recorded a R396.1m net healthcare result and a surplus after net investment income of
R475.5m, which is more than R490m better than budget. As a result, the Scheme's solvency ratio increased to 52.6%
(2019: 39.6%), which is now twice the statutory requirement of 25%. The improved solvency ratio reflects the
Scheme's strong claims paying ability, which was confirmed by the Global Credit Rating Agency, who have for the
14th consecutive year awarded the Scheme a AA- credit rating. This is the third highest rating in the industry.

Other key matters for the year included the election of new Trustees, and a CMS investigation, which are elaborated
on in the following sections.

Election of new Trustees

The Scheme holds elections every three years at its Annual General Meeting ("AGM"). The elected Trustees serve on
the Board to oversee the governance of the Scheme. This year's elective AGM was initially planned to be held on the
30th June 2020, however due to Covid-19 restrictions, and in line with ensuring the safety of our members, the
AGM, with permission from the Council for Medical Schemes, was postponed to the 30th September 2020. As it was
unknown if the pandemic would subside by September, the Scheme prudently applied to the Council for Medical
Schemes ("CMS"), and was granted permission to hold the AGM virtually.

The AGM was overseen by PwC in its capacity as the Independent Electoral Bedy and by BDO as the Electoral
Auditor. The outcome of the election saw four new Trustees being elected to the Board. Namely:

1. Mr. Andries Labuscagne
2. Dr. Zaheera Soni

3. Ms. Elizabeth Botha

4, Mr. Trevor Wiblin

At a Board meeting held on the 20th October 2020, Mr. Andries Labuscagne was elected as the new Chair of the
Board, and Mr. Mammule Chidi was elected as the new Vice-Chair.
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BOARD OF TRUSTEES' REPORT
for the year ended 31 December 2020
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1.2

13

Review of 2020 (continued)

Election of new Trustees (continued)

The new Board wishes to thank the previous Trustees for their service and contribution to the Scheme:

1. Mr. Charles Akeroyd

2. Mr. Seth Makhani

3. Dr, Laetitia Erasmus

4. Ms. Lethabo Sekele

5. Mrs. Antea Fourie Van Zyl

CMS Investigation and related Directives

The Council for Medical Schemes, in conjunction with the Scheme, conducted a forensic investigation during 2020
into the affairs of the Scheme. The investigation related to the 2018 financial year and prior. Arising from the report,
CMS issued the Scheme with a number of directives, which included setting up an Independent Committee to afford
those implicated in the investigation an opportunity to present their cases. The Scheme is addressing the CMS
directives and at the reporting date, the Independent Committee was still engaging with the issues.

Strategic Direction of the Scheme

The governance structures of the Scheme continued to function efficiently and effectively during 2020, with the
Board and various Committees continuously manitoring and evaluating the work that is carried out by the Executive
Management Team. In November 2020, the Board held a strategic session with Executive Management to review
the Scheme's progress against the strategic plan for the period 2018-2020, covering the following six strategic
pillars:

1. Membership growth;

2. High performance culture;

3. Organisational efficiency;

4. Service excellence;

5. Financial sustainability and governance;
6. Efficient clinical risk management.

Considerable success was achieved in 5 of the 6 areas, as discussed below.
2.1 Membership Growth
2.1.1 New Business Development

In the tough economic environment, exacerbated by the Covid-19 pandemic, the Scheme did not meet its
membership target and ended the year with 75 285 principal members, compared with 79 469 in 2019. During the
year, the Scheme received 17 710 member terminations, which was partially offset by the 13 526 new members
joining the Scheme. The net effect is that the Scheme recorded a decline in membership of 4 184 members (8 021
beneficiaries), which is a -5.3% (-5.0% beneficiaries) decline. While this is concerning, the Scheme is encouraged that
the average age of new lives joining was 39.40, which is lower than the existing average age of members, bringing
the average age of principal members down to 50.68 in 2020. Year on year, this means the Scheme demographics
are improving and was part of the better financial performance of the Scheme.

36 of 46 strategic outputs under this pillar were completed successfully. The Principal Officer (PO) and the Executive
Management Team will continue implementing strategic objectives identified for sustainable membership growth.
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Strategic Direction of the Scheme (continued)
2.1.2 Marketing and Communication

The Schere continued to strengthen the brand through key partnerships with Kaizer Chiefs, and launched a new
marketing partnership in February with Pirates Running Club for the Pirates21k race - Joburg's toughest race -
Powered by Medshield. Due to the uncertainty caused by Covid-19, certain marketing initiatives were put on hold,
including the hosting of corporate wellness days. With many members warking from home, the Scheme pivoted its
marketing strategy towards a greater focus on digital channels and social media. The #MedshieldMovement
campaign was launched during early stages of lockdown, allowing members to exercise from the comfort of their
home by following a number of fitness videos performed by personal trainers. The Scheme played an important role
in the fight against Covid-19 through a number of awareness campaigns about the virus and related safety
protocols, as well as donating R500 000 (five hundred thousand Rand) to the Solidarity Fund and making a further
donation of a Hyundai H1 panel van to the NICD.

40 of 42 strategic outputs under this pillar were successfully completed.
2.2 High Performance Culture

As a self-administered scheme, Medshield employs more than 260 people to service its members. With the safety of
its employees in mind, the Scheme implemented a work from home strategy by limiting the number of staff in the
office to approximately 70, which was cautiously increased as the level of lockdown was relaxed.

The new working from home reality posed new challenges on internet connectivity and training over virtual
channels, which the Scheme adapted to. Amidst these issues, the Scheme managed to be accredited as a Top
Employer 2021 by the Top Employer Institute, recognising the Scheme's investment in people practices.

46 of 49 strategic outputs under this pillar were successfully completed.
2.3 Organisational Efficiency

This strategic pillar is the basis on which the Scheme makes business decisions and reports on its activities. During
the year, the Scheme invested in its IT infrastructure, improved IT security, and made enhancements to the digital
tools to ensure business continuity and enable simpler and easier servicing for members. Technology has a major
role to play in the healthcare sector and the Scheme is looking to enable more digital tools and service channeis for
its members, including virtual consultations through the Medshield Member Application.

17 of 18 strategic outputs under this pillar were successfully completed.
2.4 Service Excellence

In 2020, the Scheme received its self-administration accreditation from CMS. In addition, the Scheme was evaluated
by SABS and was proudly recertified for 1ISO 9001:2015 compliance and is one of only a handful of Schemes in the
industry with this accreditation. Furthermore, the Scheme launched a number of innovations to improve access to
members to simplify their engagement with the Scheme and to help them navigate the South African healthcare
system. Treating Customer Fairly campaign was one of these initiatives.

in the interest of member safety, the Scheme decided to close the regional walk-in centres to the public. Members
were encouraged to engage with Medshield through safer channels such as telephonic and digital mediums. The
Scheme js continuously evaluating the situation and will re-open the regional walk-in centres when it is safe to do
50.

67 of 68 strategic outputs under this pillar were successfully completed.
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Strategic Direction of the Scheme {continued)
2.5 Financial Sustainability & Governance

The objective of this strategic pillar is to control non-healthcare expenditure and ensure that members funds are
used prudently. The Chief Financial Officer oversees all financial matters, including financial transactions,
investments and reporting.

In 2020, the Scheme budgeted for a deficit of R21m, and mainiy due to the significant reduction in healthcare
expenditure arising from the Covid-19 impact, the Scheme recorded a surplus of R475m (R496m better than
budget). This improved financial performance, together with the Scheme's high solvency ratio (52.6%), gives
assurance to the members that the Scheme remains financially sustainable.

The non-healthcare expenditure {administration expenses and broker related services} was R38m better than
budget, and as a proportion of gross contribution income {GCl) decreased marginally to 9.8% for the year under
review (2019: 10.0%). This is below the industry benchmark of around 10.0% for open schemes.

Managing the non-healthcare expenditure continues to be a focus area for the Scheme. The Principal Officer and
Executive Management remain committed to pursuing further efficiencies in managing non-healthcare expenditure
on an ongoing basis, while ensuring that members' expectations continue to be met.

The Scheme has upgraded its systems relating to the procure-to-pay cycle, including adding a small accounting i
system to create an end-to-end solution. The internal control framework, including segregation of duties, has been
strengthened due to the upgrade of systems. The control environment around procurement, payroll and financial
accounting and statutory reporting continues to be strengthened and is further supported by complementary
monitoring controls. During the year, the Board further strengthened governance by revising a number of policies.

25 of 25 strategic outputs under this pillar were successfully completed.
2.6 Efficient Clinical Risk Management

The claims loss ratio for the year under review {(healthcare expenditure as a percentage of net contributions)
decreased to 79.1% (2019: 89.9%). While the reduction in healthcare expenditure due to Covid-19 was a significant
factor in the improved results, the Scheme's managed care initiatives and better tariff negotiations contributed to
the overall performance. Hospital, medical specialists and medicine claims continue to be the most significant
segments of healthcare expenditure, representing for 72.8% [Hospital: 37.1%; Specialists: 22.7%; Medicine: 13.0%]
during 2020.

During the course of the year , the Scheme launched a number of Covid-19 related benefits, including telephonic
and video consultations, medicine courier services, funding of Covid-19 testing, free trauma counselling and a free
Smartcare WhatsApp Doctor service.

31 of 34 strategic outputs under this pillar were successfully completed.
Looking forward
We expect that many of the challenges faced in 2020 will continue to be experienced in 2021, namély:

a) A constrained econoimic environment, further placing strain on membership affordability, membership growth
and retention; :

b) Continued impact of Covid-19 on the country and securing access to vaccines, and;

c) Introduction of new regulations.
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Looking forward (continued)

In November 2020, the Board held a strategic session with Executive Management to set the strategy for the 2021-
2023 period. Key elements of the strategy include:

a) Driving a digital strategy through the introduction of new digital servicing channels and the use of Al tools to
service members as well as enabling of virtual healthcare consultations via the mobile member app.

b} Developing compélling value propositions, which include:
- Launching a new digital plan {MediCurve) in 2021;
- Introducing a low cost benefit option (LCBO} for uninsured members, regulations permitting, and;
- Leveraging partnerships with Kaizer Chiefs and Medshield ambassadors to elevate the brand value of Medshield

c) Working closely with regulators, including:
- On the funding and rollout of the vaccine for members;
- Engaging on new regulations such as NHI, the MSA Amendment Bill and the S59 enguiry, and;
- Unlocking BBBEE as a competitive advantage for the Scheme.,

d) Drive membership growth:
- Organically through achieving FSP accreditation and the creation of a direct sales channel;
- Inorganically through potential amalgamations,

e) Lowering the cost of healthcare for our members by:
- Insourcing of managed care services which is the Scheme's significant strategic project for the next few years;
- Insourcing will enable the Scheme to achieve significant savings which will be passed onto members, and:
- Utilising Scheme reserves to subsidise annual contribution increases.

f) Strengthening governance through:
- Enhancing policies and improving processes;
- Developing our skills, and;
- Continuing to strengthen systems of internal controls;
- Revising the delegation of authority.

The Board places trust in Executive Management to overcome the upcoming challenges and continue to deliver
value to our members.

Sustainability and Going Concern

The Board of Trustees remains confident in the financial position of the Scheme, which as noted above, has been
recognised by Global Credit Ratings Agency awarding the Scheme a AA- rating, with a stable outlock. The Scheme's
solvency ratio at the end of the financial year was 52.6%, well above the statutory minimum of 25% as prescribed by
the Act. This is an increase from 39.6% that was achieved in 2019. The impact of Covid-19 on the going concern
assumption was assessed; refer to Note 31 in the Annual Financial Statements.

Corporate Governance and Compliance
Internal reporting is validated through the Audit,Risk & Compliance Committee via its terms of reference.

The Scheme is committed to the principles and practice of fairness, independence, openness, integrity and
accountability in all dealings with its stakeholders, The Scheme endeavours to adhere to all aspects of governance as
required by the Medical Schemes Act 131 of 1998. The Scheme governance structure consists of the foliowing areas:

e Strategic oversight: Board of Trustees
¢ Monitoring: Board Committees
¢ Functional oversight: Executive Management
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5 Corporate Governance and Compliance {continued)

The Board of Trustees is committed to the principles of the Code of Corporate Practices and Conduct as set out in
the King Reports on Governance, and carries out its responsibility to continuously review the effectiveness and
relevance of the governance structures of the Scheme. The Board of Trustees has, as one of its tasks, to conduct
annual evaluations of the governance structures.

The Committees outlined below monitor the Scheme’s operations on behaif of the Board and report quarterly or on
an ad-hoc basis if necessary. The Committees do not assume the operational functions of Executive Management.
Operations remain the responsihility of the Principal Officer and the Executive Committee.

+ Audit, Risk & Compliance Committee: Established in accordance with the provisions of the Act, as amended. The
primary responsibility of the Committee is to assist the Board in carrying out its duties relating to the Scheme'’s
accounting policies, internal control systems, risk & compliance management and financial reporting practices. The
Committee consists of four Independent Members and two Trustees.

Other Committees that supported the Board with overseeing monitoring are:

Finance, Investments and Operations Committee;
Human Capital and Rémuneration Committee;
Marketing, Product Review and Pricing Committee;
Clinical Governance Committee;

Legal Governance and Disputes Committee,

The Board continues to attend to various legal matters that were reported on in the previous financial year. A
progress report on all legal and contractual matters is contained in section 6 below.

The Board of Trustees continues to monitor progress on these matters.
6 Legal and Contractual Matters

The Board of Trustees and the Principal Officer are committed to ensuring that all efforts are made to conclude all
outstanding legal matters expeditiously, whilst protecting the rights and interests of the Scheme and its members.
The Board of Trustees and the Principal Officer are currently attending to the following legal matters of material
significance:

a. Medshield/Alumni Trading

The Scheme was successful in setting aside the trademark sale agreement with Alumni Trading. Alumni has been
ordered to repay the R10m with costs. A liquidation order was subsequently granted due to non-payment of the
award in the prescribed period. An insolvency inquiry initiated indicated that the two majority shareholders of
Alumni have left the country. Legal proceedings are in the process of being instituted with the view to recovering
money paid by Aiumni to them in the amount of R972 230.

b. Medshield/Calabash Health Solution ("Calabash") & Neels Barendrecht & 4 others {"Barendrecht")

This is an action instituted by Medshield in terms of Section 424 of the Companies Act against the former directors
of Calabash in order to hold them personally liable for the debts of Calabash in the amount of R46.2m.

¢. Medshield/Yarona Healthcare Network

Medshield proved claims against Calabash Health Solutions. However, Medshield's claims against the insolvent
estate of Calabash were expunged by the Master of the High Court after HMI lodged objections, and the Master
directed Medshield to prove its claims by way of action.

10
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8.1

8.2

3.3

Legal and Contractual Matters (continued)

c. Medshield/Yarona Healthcare Network {continued)

An ex-parte application by HMI for leave to defend the Calabash action and for leave to institute counter-claims
against Medshield on behalf of Calabash was granted on 19th December 2012. This order was subsequently
rescinded by the High Court on 24th January 2014, the full bench of the High Court on 10th June 2016, as well as
the Supreme Court of Appeal on 24th November 2017. The Scheme recovered the legal costs incurred.

Conclusion

The Board is satisfied that the Scheme strategy continues to be implemented successfully and that the objectives
of the Scheme are being met .These object'ives include keeping proper governance and compliance structures in
place to ensure that the Scheme continues to operate in a financially sustainable manner and continues to meet
and service the needs and expectations of its members,

The Scheme had a challenging year with regard to membership, but it has ended the year more financially sound
than it started, and continues to be able to meet its obligations. The Scheme is set to continue as a going concern
for the foreseeable future. The Board is confident that under the leadership of the Principal Officer, the Scheme
will continue to be sustainable and achieve its strategic objectives.

Description of the Scheme
Terms of Registration

Registration number: 1140

The Scheme is a not-for-profit open medical scheme registered in terms of the Medical Schemes Act No. 131 of
1998, as amended.

Benefit options
The Scheme offers 9 benefit options to employers and members of the public, némely :

- MediValue Prime

- MediValue Compact (efficiency discount option)

- MediBonus

- MediPlus Prime

- MediPlus Compact (efficiency discount option)

- MediPhila

- MediSaver (includes the provision of a Personal Medical Savings Account)

- MediCore

- Premium Plus (includes the provision of a Personal Medical Savings Account)

Personal Members' Savings Accounts (PMSA's)

Personal medical savings constitute trust monies and are managed on the members’ behalf in terms of the
Scheme rules. Savings contributions are refundable upon a member enrolling in another benefit option without a
personal medical savings account or another option in another medical scheme without a personal medical
savings account, or in the event that a member does not enrol in another medical scheme, in which case the
accumulated unutilised personal medical savings account balance is transferred to the member in terms of the
Medical Schemes Act.

11
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8.3

9.1

9.2

9.3

9.4

Personal Members' Savings Accounts (PMSA's) {continued)

Following the Constitutional Court ruling in the Genesis case, the Scheme has changed the Scheme rules with regards
to the treatment of savings monies. Effective 1 January 2018, the Scheme rules state that the savings monies shall be
kept in a Scheme account as stipulated in the Medical Schemes Act and can be utilised to fund the general business
activities of the Scheme. Interest earned will be credited to the Scheme and conversely, it will not be credited to
members' savings accounts.

Risk Management

Risk Management Plan

Strategic risks are identified and placed on a risk register. The risks are rated, based on likelihood and impact on the
Scheme and specific strategies or processes are put in place to deal with these risks. Medshield’s executive
management team updates the risk management plan on an ongoing basis to ensure that it is in line with the current
risks of the Scheme. '

Risk Transfer Arrangements
The Scheme had the following risk transfer arrangement during the year under review:

Netcare 911 Emergency Medical Services*®

* Netcare provides services which include emergency telephonic assistance via health-on-line, emergency response by
road or air ambulance to the scene of an accident, as well as transfer of the beneficiary by road or air to the most
appropriate medical facility.

Managed Care

The Scheme had the following accredited managed care arrangements during the year under review:

Hospital Benefit Management - Medscheme Health Risk Solutions {"MHRS"), a division of Medscheme
Holdings (Piv) Ltd.

Pharmacy Benefit Management - Mediscor PBM {Pty) Ltd. {1 June 2019).

Dental Benefit Management ' - Dental Information Systems (Pty) Ltd {"DENIS").

HIV / AIDS Disease Management |- LifeSense Disease Management {Pty) Ltd.

Diabetes Management - Centre for Diabetes and Endocrinology (Pty) Ltd. (1 April 2019},

Oncology Benefit and Network Management |- Independent Clinical Oncology Network (Pty) Ltd. ("ICON").

The Scheme had the following arrangements with other service providers during the year under review:

ptics (Pty) Ltd.
GP Network Management - The IPA Foundation. ‘
HIV / AIDS Medicine Benefit Management - Pharmacy Direct {Pty) Ltd. (Designated Pharmacy Provider) .
Radiology and Pathclogy Claims Auditing - Verirad (Pty) Ltd.

Prescribed Minimum Benefits (PMBs)

The Scheme has a defined process in place whereby it analyses, verifies and adjudicates PMB claims prior to payment
being effected in order to, as far as possible, prevent fraudulent and incorrectly coded claims from being paid. This
process was reviewed in consultation with the Council for Medical Schemes {CMS) and was in line with the Scheme
Rules and the PMB regulatory provisions as set out by CMS.

12
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MEDSHIELD MEDICAL SCHEME

BOARD OF TRUSTEES' REPORT
for the year ended 31 December 2020

10 Management (continued)
10.2 Principal Officer

Mr. Thoneshan Naidoo was appointed to the office of Principal Officer by the Board of
Trustees. His appointment was effective 1 October 2018,

10.3 The Registered Office of the Scheme is:

288 Kent Avenue PO Box 4346
~ Ferndale Randburg

Randburg 2125

2194

Country of registration and domicile: South Africa

CMS Accreditation number; 1140

10.4 Investment Fund Managers during the year:

Sanlam Investment Managers (Pty) Ltd

55 Willie Van Schoor Avenue Private Bag X8
Bellville Tyger Valley

7530 7536
Financial Services Provider number: 579 '

Allan Gray Life Limited

1 Silo Square PO Box 51318
V & A Waterfront Cape Town
Cape Town 83002

8001

Financial Services Provider number: 6663

Argon Asset Management (Pty) Ltd

1st Floor Colinton House, The Oval PO Box 23254
1 Oakdale Road Claremont
Newlands 7735

Cape Town

7700

Financial Services Provider number: 835

Prudential Portfolio Managers (South Africa) (Pty) Ltd

5th Floor Protea Place PO Box 44813
40 Dreyer Street Claremont
Claremont 7735

Cape Town

7700

Financial Services Provider number: 45199

Stanlib Collective Investments (RF) (Pty) Ltd

17 Melrose Boulevard PO Box 202
Meirose Arch Melrose Arch
2196 2076

10.5 Investment Consultants during the year:

Investec Wealth & Management - a division of Investec Securities {Pty) Ltd

100 Grayston Drive PO Box 78055
Sandown Sandton
Sandton 2146

2196
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10.6

10.7

10.3

11

12

12.1

Actuaries:

Insight Actuaries & Consultants
(Pty) Ltd

Ground Floor, Block ) Private Bag X17
Central Park Halfway House
400, 16th Road 1685

Midrand

1682

Internal Auditors:

BDO Advisory Services (Pty) Ltd Private Bag X5
1st Floor, Wanderers Office Park  Northlands

52 Corlett Drive 2116

lllovo

2156

BDO were appointed the Scheme's internal auditors, effective 1 January 2019.

External Auditors:

PricewaterhouseCoopers Inc. Private Bag X36
4 Lisbon Lane Sunninghill
Waterfall City 2157

Jukskei View

2090

Investment Strategy of the Scheme

The Scheme’s long term investments are spread across four portfolio managers. These portfolio managers
complement each other in terms of the structure and nature of instruments held. The Scheme is invested in bonds,
equities and cash instruments as well as linked insurance policies and pooled funds in diversified portfolios with a
target return of CP1+4% over a three year rolling period, consistent with the Scheme’s investment strategy. This
policy is reviewed annually, taking into consideration market conditions and compliance with the Medical Schemes
Act. The Scheme also uses Stanlib Collective Investments to maximise the short term funds with the view of i
maintaining liquidity and to be able to meet the day-to-day cash requirements of the Scheme.

Committees

Audit, Risk & Compliance Committee

The Audit, Risk & Compliance Committee is mandated by the Scheme by means of Board approved terms of
reference as to its membership, authority and duties. The Committee consists of five mem_ber's, three of whom are
independent and not officers of the Scheme (including the Chairperson),

During the course of the year, the Committee undertook the following functions under the terms of reference
mandated by the Board of Trustees which stipulate the following: :

- To assist the Board of Trustees in its evaluation of the adequacy and efficiency of the internal control systems,
accounting practices, information systems, and auditing processes applied by the Scheme or its admmlstrator in the
day-to-day management of its business;

- To facilitate and promote communication and liaison regarding the matters referred to above or a related matter,
between the Board, Principal Officer and Executive Management of the Scheme;
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12,1  Audit, Risk & Compliance Committee (Cont.)

- To recommend the introduction of measures which the Committee believes may enhance the
credibility and objectivity of financial statements and reports concerning the Scheme and
- To advise on any matter referred to the committee by the Board of Trustees.

- Oversight over the internal and external auditors, including their appointments, fees, plans and
performances.

« - Oversight over the risk management, governance and compliance processes.

The Audit, Risk and Compliance Committee comprised:

a. Independent: J. lohn (Chairperson) (Appointed 01 January 2020 and resigned effective 30 June 2020);
b. Independent: J. Maboa {Chairperson) (Appointed, effective 01 July 2020);

c. Independent: L. Mothae {Appointed, effective 06 August 2020):

d. Independent: M. Matlwa (Appointed, effective 06 August 2020);

e. Independent: R. Gajjar (Appointed, effective 01 July 20198);

f. Independent: N. Mbhele {Appointed 01 January 2017 and term ended 30 June 2020);

g. Trustee: A. Fourie-van Zyl (Appointed 12 July 2017 and term ended 29 November 2020};
h. Trustee: S. Makhani {Appointed 12 July 2017 and term ended 30 September 2020);

i. Trustee: T, Wiblin (Appointed, effective 20 October 2020).

Audit, Risk & Compliance Committee meeting attendance:

a. J. John (Chairperson) Y Y Y N/A N/A N/A
b. J. Maboa (Chairperson) N/A | N/A N/A Y Y Y
c. L. Mothae N/A N/A N/A Y Y Y
d. M. Matlwa N/A N/A N/A Y Y Y
e. R. Gajjar Y Y Y Y Y Y
f.N. Mbhele Y Y Y N/A N/A N/A
g. A. Fourie-van Zyl Y Y Y Y Y Y
h. S. Makhani Y \ Y Y \ N/A
i. T. Wiblin N/A N/A | N/A N/A N/A Y

The Principal Officer, Executive: Operations, Chief Financial Officer and Audit, Risk & Compliance Manager of
the Scheme, as well as the internal and External Auditors, are invited to attend all Audit, Risk and Compliance
Committee meetings of the Scheme and have unrestricted access to the Chairperson of the committee.

12.2  (linical Governance Committee

The Clinical Governance Committee is a Committee of the Board, accountable to the Board for ensuring that
there are effective governance systems to safeguard and improve the quality and safety of clinical care
provided to the members, -

The Clinical Governance Committee comprised:

a. Trustee: Dr.L. Erasmus {Chairperson) (Appointed 12 July 2017 and term ended 30 September 2020);
b. Trustee: Dr.Z. Soni (Appointed, effective 20 October 2020);

c. Trustee: Dr.J. Soni (Appointed, effective 14 March 2018);

d. Trustee: L. de Lange {Appointed, effective 14 March 2018);

e. Independent: J. Mosetlhi {Appointed, effective 01 January 2019);

f. Independent: Dr. A. Good (Chairperson} {Appointed, effective 14 March 2019 ).
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12,2

12.3

Clinical Governance Committee (Continued)

Clinical Governance Committee meeting attendance:

a. Dr. L. Erasmus {Chairperson)
b. Dr. Z. Soni

c. Dr.J. Soni

d. L. de Lange

e. l. Mosetlhi

f. Dr. A. Good (Chairperson)
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* The meetings of 21 May 2020 and 06 August 2020 were joint Marketing and Clinical
Governance meetings.

Human Resources & Remuneration Committee

The Human Resources & Remuneration Committee is a Committee of the Board of Trustees (BoT),
accountable to the BoT, and authorised to take such steps as are in its opinion appropriate and
reasonable to give effect to the Scheme's remuneration policies {including trustee remuneration)
and strategies determined by the BoT, subject to such conditions as may by imposed by the BoT
from time to time. ‘ '

The Human Capital & Remuneration Committee comprised:

a. Independent: P. Marais (Chairperson) (Appointed, effective 01 January 2017);

b. Trustee: L. Sekele (Appointed 12 July 2017 and term ended 30 September 2020);
c. Trustee: Adv. M. Chidi (Appointed, effective 14 March 2018);

d. Trustee: Ms. E Botha {Appointed, effective 20 October 2020);

e. Independent: M. Melville (Appeinted, effective 14 March 2019).

HR & Remuneration Committee meeting attendance:

a. P. Marais (Chairperson) Y Y Y Y Y Y
e. M. Melville Y Y Y Y Y Y
¢, Adv. M. Chidi Y Y Y Y Y Y
d. E. Botha " N/A N/A N/A N/A N/A N/A
b. L. Sekele N Y Y Y N Y

HR & Remuneration Committee meeting attendance {continued):

a. P. Marais (Chairperson) Y Y Y
e. M. Melville Y Y Y
¢. Adv. M. Chidi Y Y Y
d. E. Botha N/A Y - Y
b. L. Sekele Y N/A N/A
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12.4 Marketing, Product Review & Pricing Committee

The Marketing, Product Review & Pricing Committee is a Committee of the Board of Trustees (BoT), tasked with
assisting the BoT in discharging its duties specifically on issues related to product design, pricing, marketing and
new business.

The Marketing, Product Review & Pricing Committee comprised:

a. Trustee: L. Sekele (Chairperson) {Appointed 12 July 2017 and term ended 30 September 2020);
b. Trustee: E. Botha (Chairpersen} {Appointed, effactive 20 October 2020);

c. Trustee: Adv. M. Chidi {(Appointed, effective 14 March 2018 );

d. Independent: M Hulme {Appointed, effactive 26 Octaber 2017).

Marketing, Product Review & Pricing Committee meeting attendanca:

a. L. Sekele {Chairperson) Y Y Y Y Y /A
b. E. Botha {Chairperson) N/A N/A N/A N/A N/A Y
¢. Adv. M. Chidi Y ¥ ¥y Y \ Y
d. M. Hulme Y Y Y Y Y Y

* The meetings of the 21 May 2020 and 06 August 2020 were joint Marketing & Clinical Governance meetings,

12.5 Finance, Investment & Operations Committee

The Finance, Investments & Operations Comrnittee is a Committee of the Board of Trustees {BoT), accountable
to the BoT, tasked with assisting the BoT in fulfilling its oversighi responsibility in matters relating to the
Scheme's finances, investments and operations, including operational arrangements with third party service
providers.

Finance, Investment & Qperations Committee comprised:

&, Trustee: A. Fourie-van Zyl {Chairperson} (Appeinted 12 July 2020 and term ended 29 November 2020);
b, Trustee: 5. Makhani {Appointed 12 July 2017 and term ended 30 September 2020);

¢. Trustee: T. Wiblin (Appointed, effective 20 October 2020);

d. Trustee: Dr. . Soni{Appcinted, effective 14 March 2018) ;

e. Independent: L. Makaula (Appointed, effective 01 February 2018).

Finance, Investment & Operations Committee meeting attendance:

a. A. Fourie-van Zyl {Chairperson) Y Y Y Y
b, 5. Makhani Y Y Y N/A
¢. T. Wiblin N/A N/A N/A Y
d. Dr. ). Soni Y Y Y - Y
e. L. Makaula Y Y Y Y

12.6 lLegal, Governance & Disputes Committee

The Legal, Governance & Disputes Committee is a Committee of the Board of Trustees (BoT) and has amongst its
purposes to serve as an adjudication body over cases that would have been referred to It by the Executive
Committee or its Commiittee tasked with receiving and adjudicating complaints, grievances and disputes brought
to its attention by members of the Scheme, the Council for Medical Schemes {CMS} or any other person or body
aggrieved in its dealings with the Scheme or its service providers.

The Disputes Committee comprised:

a. Independent: J. Mosetlhi (Chairpersen} {Appointed, effective 01 February 2018);

b. Independent: M. Arnold (Appointed, effective 01 January 2020);

c. Trustee: Dr, Z. Seni (Appointed, effective 20 October 2020);

d. Trustee: Dr. L. Erasmus (Appointed 22 February 2015 and term ended 30 September 2020);
e, Trustee: L. de Lange (Appointed, effective 14 March 2018).

Disputes Committee meeting attendance:

a. J. Mosetlhi {Chairperson) Y Y Y

Y
b. M. Arnold Y Y Y Y
¢. Dr. Z. Soni N/A NSA N/A Y
d. Dr. L, Erasmus Y Y Y N/A
e, L. de Lange Y A Y Y
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14

15

16.1

16.2

17

18

18.1

Result of Operations

The results of the Scheme are set out in the Annual Financial Statements. The Scheme is in a sound
financial position and during the year there were no changes to operations in terms of the raising and
collection of contributions and the assessment and payment of claims.

Accumulated Funds Ratio (Solvency Ratio)

2020 2019

R'000 R'000
Total members' funds per the statement of financial position 2019761 1553947
Less: (52 566) {109 952)
Investment reserves (56 984) {45 678)
Change in accounting policy - {FRS 16 - 105
Unrealised losses / (gains) on financial assets fair valued through profit 5081 {63 716)
& loss
Accounts held in escrow {663) {663}
Accumulated funds per Regulation 30 1967 195 1443994
Gross Contributions 3740545 3 650 242
Accumulated funds ratio (including savings contributions) 52.6%. 39.6%
Accumulated funds ratio {excluding savings contributions) 55.2% 40.6%
Reserves

Movements in the reserves are set out in the statement of changes in funds and reserves in the Annual
Financial Statements. The increase in the solvency ratio year-on-year is mainly attributable to Covid-19
and better management of non-healthcare expenditure by the Scheme in 2020, Furthermore, the
Scheme utilised reserves on a planned basis to reduce the impact of contribution increases.

Outstanding Claims

Movements in the outstanding claims provision are set out in Note 7 to the Annual Financial
Statements. There have been no unusual movements that should be brought to the attention of the
members of the Scheme.

Actuarial Services

The Scheme's actuaries have been consulted and their inputs relied upon in the determination of the
contribution and benefit levels and in the calculation of the outstanding claims provision of the
Scheme (“IBNR").

Non Compliance with the Medicai Schemes Act and Regulations
Contributions Not Received Within The Time Stipulated By The Act
Nature of the non-compliance

Section 26(7) of the Act states that: All subscriptions or contributions shall be paid directly to a medical
scheme not fater than three days after payment thereof becomes due.
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18

18.1

18.2

Non Compliance with Medical Schemes Act and Regulations (Continued)
Contributions Not Received Within The Time Stipulated By The Act {Continued)

Impact

Risk of paying claims where no contributicns were received or possible bad debts as a result of not collecting the
cantributions on time.

Cause of the non-compliance
There were some instances noted where the contributions were not received within three days of becoming due.
Corrective course of action

Strict credit control procedures are in place to prevent loss to the Scheme. Members and employers are continuously
reminded to submit payment and non-payment will result in the suspension of the account and no claims are paid
until the account is brought up to date.

Loss Making Options

Nature of the non-compliance

Section 33(2} of the Act states: The Registrar shall not approve any benefit option under this section unless the Council
is satisfied that such benefit option -

a. includes the prescribed benefits;

b. shall be self-supporting in terms of membership and financial performance;

¢. is financially sound; and '

d. will not jeopardise the financial soundness of any existing benefit option within the medical scheme.

Two of the Scheme's options incurred a net healthcare result deficit.
impact

Benefit options will not be self-sustainable.

Cause of the non-compliance

The Scheme introduced two efficiency discount options is 2020, namely MediPius Compact & MediValue Compact to
offer greater choice to Scheme members and to attract membership. On both these options, the Scheme did not
increase the 2019 contribution rates, leading to both the MediPus Compact and MediValue Compact options incurring
net healthcare deficits.

Corrective course of action

The Scheme, in conjunction with the Scheme's actuaries, constantly reviews the performance of these options, and
after taking all factors into consideration, contributions and benefits are adjusted accordingly on an annual basis in the
normal course of business. Furthermore, the Scheme undertook a review in early 2019 to specifically address Scheme
sustainability and a significant part of this work will encompass loss-making options and effective management of
healthcare expenditure. The Scheme experienced improved performance in 2020, mainly driven by Covid-19
healthcare savings, which had a positive impact on loss-making options. The Scheme improved from 4 loss-making
options to 2 loss-making options and the Scheme intends to achieve optien self-sustainability in the medium term as
per the Scheme's 5 year sustainability plan.
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18  Non Compliance with Medical Schemes Act and Regulations {Continued}

18.3 Direct Or indirect Investments In Other Medical Scheme Administration Companies & Participating Employers

Nature of the non-compliance

Section 35(8) of the Act states — A Medical Scheme shall not invest any of its assets in the business of any other medical
scheme or administrator or employer who participates in the medical scheme.

Impact
Direct equity investment holdings in holding companies of medical scheme administrators.
Cause of the non-compliance

This is as a result of the mandate given to the asset managers by the Scheme, who have the discretion to invest in any
approved instrument, in terms of Regulation 30.

Corrective course of action

The Scheme has obtained exemption from the Council for Medical Schemes for this non-compliance. This exemption
expires on 30th November 2022,
18.4 Claims payments made in excess of 30 days since receipt thereof

Nature of the non-compliance

Section 59(2) of the Act states : A medical scheme shall, in the case where an account has been rendered, subject to the
provisions of this Act and the rules of the medical scheme concerned, pay to a member or a supplier of service, any
benefit owing to that member or supplier of service within 30 days after the day on which the claim in respect of such
benefit was received by the medical scheme.

Impact
Members might be charged interest on the late payment of accounts by the healthcare professionals.
Cause of the non-compliance

These instances mainly arise due to queries on the accounts submitted and further investigation is required before
claims are processed. In these exceptional cases claims were paid later than 30 days after date of submission.
However, there are two main process issues that will arise every year; firstly, PMB claim reversals and corrections will
always breach 30 days because of the nature of the claim and secondly, there are technical system issues which result
in development. This leads to claims being put on hold until the development is implemented, leading to certain claims
breaching the 30 day payment requirement. '

Corrective course of action

The Scheme continuously encourages members and providers to submit the required supporting documentation as

early as possible. The Scheme is continuously implementing new controls to manage the payments of claims in excess
of 30 days.

18.5 Encumbered Assets
Nature of the non-compliance
Section 35(6) of the Act states: A Medical Scheme shall not encumber its assets.
Impact

Cash and cash equivalents are encumbered as guarantees in respect of the deposits made to the South African Post
Office and Framework.
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18

185

18.6

Non Compliance with Medical Schemes Act and Regulations (Continued}

Encumbered Assets (Continued)
Cause of the non-compliance

The deposits were required by the South African Post Office and in order to conduct business with them and
by Framework in terms of their standard contract.

Corrective course of action

The Scheme has obtained exerﬁption from the Council for Medical Schemes for this non-compliance. This
exemption expires on 14 July 2021,

Netcare 911 capitation agreement for the provision of emergency medical services
Nature of the non-compliance

Regulation 7 defines a Designated Service Provider ("DSP") and Prescribed Minimum Benefits {"PMBs"):

Designated Service Provider means a health care provider or a group of providers selected by the medical
scheme concerned as the provider or providers to provide its members' diagnosis, treatment and care in
respect of one or more prescribed benefit conditions;

Prescribed Minimum Benefit (PMB) condition means a condition contemplated in the Diagnaosis and
Treatment Pairs listed in Annexure A or any emergency medical condition;

Section 15A(1) If o medical scheme provides benefits to its beneficiaries by means of a managed health care
grrangement with another person -

a. the terms of that arrangement must be clearly set out in a written contract between parties;

b. with effect from 1 January 2004, such arrangement must be with a person who has been granted
accreditation as a managed health care organisation by the Council; and

c. such arrangement must not absolve a medical scheme from its responsibility towards its members if any
other party to the arrangement is in default with regard to the provisions of any service in terms of such
agreement.

Impact

On or about June 2015, the Scheme entered into a contract with Netcare 911 for the provision of emergency
medical services based on a capitated arrangement and in terms of the agreement Netcare was appointed as
a DSP of the Scheme. CMS issued a ruling on 22 December 2017 whereby the agreement is sanctioned {not
valid) by regulation 8 and 15F of the Act. The contract expired on 31 December 2017. The Scheme was
contracted with Netcare 911 on a monthly basis during 2020, while a new arrangem'ent was being
formulated.

Cause of the non-compliance

a) In terms of the agreement, the Scheme required the cail centre of Netcare 911 to he utilised for
authorisations, which entails provisions of non-PMB's and therefore, the Scheme could not appoint Netcare
911 as a DSP;

b) As the agreement is a capitation agreement, reguiation 15F prohibits the Scheme from entering into a
capitation agreement unless the transfer of the risk is to an accredited managed health care organisation and
Netcare 911 is not accredited. : ‘

Corrective course of action

The Scheme acknowledged the Registar's ruling and informed CMS that it would abide by it. The Scheme
engaged with the CMS with regard to the matter and a way forward is being determined on how the Scheme
will implement business process changes to ensure com&lliance with the Act going forward.




MEDSHIELD MEDICAL SCHEME

BOARD OF TRUSTEES' REPORT
for the year ended 31 December 2020

13

13.7

18.8

18.9

Non Compliance with Medical Schemes Act and Regulations {Continued)

Donations
Nature of the non-compliance

Section 30(1){a) of the Act states — A Medical Scheme may in its rules make provision for donations to any

hospital, clinic, nursing home, maternity home, infirmary or home for aged persons of all or some of its
beneficiaries;

Impact

The Scheme played an important role in the fight against Covid-19. As part of of this effort, the Scheme
donated R500 000 (five hundred thousand Rand) to the Solidarity Fund and a further donation of a Hyundai
H1 panel van, with a book value of R168 000 (one hundred and sixty eight thousand Rand) to the NICD.

Cause of the non-compliance
The donations made were to organisations that are not compliant with the Act.
Corrective course of action

The Scheme will ensure that all donations going forward comply with $30(1)(a) of the Act.

Commission paid to brokers on partial contributions received
Mature of the non-compliance

Regulation 28(5) of the Act states that: Payment by o medical scheme to o broker in terms of sub-regulation {2) shall

be made on @ monthly basis and upon receipt by the scheme of the relevant monthiy contribution in respect of that
member.

Circular 70 of 2019 - Revised Administrator Accreditation Standards — Version &, standard reference 8.1.1, clarifies
that the commission payable to brokers must only be calculated on contributions received in full. The standard was
effective from 1 tanuary 2020.

impact

The Scheme paid commission of approximately R193 000 (one hundred and ninety three thousand Rand} to
about 200 brokers on part-paid contributions received by the Scheme, from January to July 2020.

Cause of the non-compliance

The Scheme has historically interpreted the regulation of the Act as permitting payment of commission to
brokers upon receipt of contributions, whether the contribution was received in full or not.

Corrective course of action

The Scheme implemented the revised standard, effective 1st August 2020.
Contingent fee based arrangements

Nature of the non-compliance

Section 26(5) of the Act states — No payment in whatever form shall be made by a medical scheme directly or
indirectly to any person as a dividend, rebate or bonus of any kind whatsoever.
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18.9

18.10

18.11

Non Compliance with Medical Schemes Act and Regulations (Continued)

Contingent fee based arrangements (continued)
Impact

The Scheme has paid Medscheme Holdings (Pty} Ltd recovery fees of R1 303 825 (one million, three hundred
and three thousand, eight hundred and twenty five Rand) since inception of the contract, commencing 1
lanuary 2019,

Cause of the non-compliance

The Scheme received a letter from the Council of Medical Schemes on 2 July 2020, where they have made
certain enquiries and concluded that clause 3 of Annexure "B" of the contract which, provides for additional
payments to Medscheme by Medshield in the following terms, contravenes $26(5).

Clause 3 of Annexure "B" of the contract provides for additional payments in the following terms: "In
addition, Medshield shall pay Medscheme a quarterly incentive fee of 25% excluding VAT for all successful
recoveries performed on behalf of the Scheme.”

The Council goes on to state "It is our view that clause 3 payments constitute a form of a bonus".
Corrective cotrse of action

The Scheme has obtained legal opinion and is appealing the Council's ruling.

Personal medical savings accounts utilised to offset contributions

Nature of the non-compliance

Regulation 10(3) of the Act states — Personal medical aid savings accounts prohibit the medical savings funds
to be used to offset contributions unless to settle the scheme upon termination of membership.

Impact

The Scheme utilised approximately R3 905 717 (three million, nine hundred and five thousand, seven
hundred and seventeen Rand) from about 95 members to offset contributions, from their personal medical
savings account,

Cause of the non-compliance

The Scheme utilised members' personal medical savings account balances to offset contributions, from 1st
July 2020.

Corrective course of action

The Scheme applied for exemption in terms of Circular 28 of 2020, which was granted on 8th June 2020,

Contributions dealt with by the Service Provider
Nature of the non-compliance

Section 26 (6) of the Act states that “No person other than an employer shall receive, hold or in any manner

deal with the subscription or contribution which is payable to a medical scheme by or on behalf of o member
of such medical scheme”

Impact

Q Link deals with contributions payable to the Scheme which contravenes the Act as they are not an
employer of any members of the Scheme. Q Link collected R2 148 786 (two million, one hundred and forty

elght thousand and seven hundred and eighty six Rand) in the 2020 financial vear on behalf of the Scheme,
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18  Non Compliance with Medical Schemes Act and Regulations {Continued)

18.11 Contributions dealt with by the Service Provider {continued)

Cause of the non-compliance

The Scheme is contracted with Q Link Holdings (Pty} Ltd to provide electronic collection services with regards
to contributions due from the Department of Defence employer group. An amount of R6 739 was paid to Q
Link for their services in the 2020 financial year.

Corrective caurse of action

The Scheme will apply for an exemption from the Council of Medical Schemes in 2021 for this service.

19 Events After Balance Sheet Date

Mo events have occurred subsequent to the financial year end that materially affected the Annual Financial
Statements that the Board of Trustees believe should be brought to the attention of the members of the

Scheme.

20  [nvestments in and Loans to Employers of Members of the Scheme and to Other Related Parties

The Scheme holds no investments in, nor has it made loans to, members or other related parties.
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Mr. Andries Labuscagne
Chairperson : Board of Trustees
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Mr. Mammule Chidi
Deputy Chairperson : Board of
Trustees
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Independent Auditor’s Report

To the Members of Medshield Medical Scheme
Report on the financial statements
Opinion

We have audited the financial statements of Medshield Medical Scheme (the Scheme), set out on
pages 32 to 92, which comprise the statement of financial position as at 31 December 2020, and the
statement of comprehensive income, the statement of changes in funds and reserves and the
statement of cash flows for the year then ended, and notes to the financial statements, including a
summary of significant accounting policies.

In our opinion, these financial statements present fairly, in all material respects, the financial pesition
of the Scheme as at 31 December 2020, and its financial performance and cash flows for the year then
ended in accordance with International Financial Reporting Standards and the requirements of the
Medical Schemes Act of South Africa.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Qur
responsibilities under those standards are further described in the Auditor’s Responsibilities for the
Audii of the Financial Statements section of our report.

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

Independence

We are independent of the Scheme in accordance with the Independent Regulatory Board for
Auditors’ Code of Professional Conduct for Registered Auditors (IRBA Code) and other independence
requirements applicable to performing audits of financial statements in South Africa. We have
fulfilled our other ethical responsibilities in accordance with the IRBA Code and in accordance with
other ethical requirements applicable to performing audits in South Africa. The IRBA Code is
consistent with the corresponding sections of the International Ethics Standards Beard for
Accountants’ International Code of Ethics for Professional Aceountants (including International
Independence Standards).

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in
our audit of the finanecial statements of the current period. These matters were addressed in the
context of our audit of the financial statements as a whole, and in forming our opinion thereon, and
we do not provide a separate opinion on these matters.

i PricewaterhouseCoopers Inc., 4 Lisbon Lane, Waterfall City, Jukskei View, 2090
Private Bag X36, Sunninghtll, 2157, South Africa
T: +27(0) 11 797 4000, F: +27 (0) 11 209 5800, WWW.DWE.CO.ZA

Chief Exacutive Officer: L S Machaba

The Company's principal place of business is at 4 Lishon Lane, Walerfali City, Jukskei View, where a list of directors' names is available for inspection.
Reg. no. 1998/012055/21, VAT reg.no. 4950174682, .



Key audit matter ! How our audit addressed the key aundit

matter
The outstanding claims provision of ‘We obtained an understanding from the
R175,000,000 at year-end as described in Note 7 | Scheme’s actuaries regarding the process to
to the financial statements, is a provision calculate the outstanding claims provision,
recognised for the estimated cost of healtheare which included the design and implementation

benefits that have been incurred prior to year-end | of controls within the process. The actuarial
but that were only reported to the Scheme after method applied by the Scheme is one that is

vear-end. generally applied within the medical scheme
industry.

The outstanding claims provision is calculated by ‘

the Scheme’s actuaries which is reviewed by We obtained the actual claims data from the

management and the Audit, Risk and Compliance | member administration system covering the

Committee and recommended to the Board of year ended 31 December 2020. The actual

Trustees for approval. claims data includes the impact of COVID-19

The Scheme’s actuaries use an actuarial method, and therefore the impact has been taken into
based on the Scheme’s actual claim development | account in the claims patterns in the
patterns throughout the year, to project the year- | outstanding claims provision.

end provision. This method applies a combination
of the Basic Chain Ladder (“BCL") and the For a sample of actual claims received by the
Bornheutter Ferguson (‘BF’) methods. The claim Scheme in the 31 December 2020 financial year,
service date, processing date and amount are used | we tested the accuracy of the service and process

to derive claim development patterns. These dates. No material inconsistencies were noted.

historical patterns are then used to estimate the

outstanding claims provision. We substantively tested a sample of claims
against the relevant Scheme rules and assessed

We identified this to be a matter of most completeness of the claims data.

significance to the audit because of the

uncertainty in the projected claims pattern. A The claims data that was included in the

change in the projected claims pattern can cause a | Scheme’s actuarial method was agreed to the

material change to the amount of the provision. above actual claims data with no material
inconsistencies noted.

To assess the reasonableness of the Scheme
actuaries’ estimation process, we compared the
actual claim results in the current year to the
prior year provision. Based on our assessment,
the estimation process was considered
reasonable.

QOur internal actuarial experts independently
calculated the Scheme’s outstanding claims
provision, taking into account the claims data
tested above. We compared our results with that
of the Scheme and found the amounts to
approximate each cther.

Other Information

The Scheme’s trustees are responsible for the other information. The other information comprises the
information included in the document titled “Medshield Medical Scheme Annual Financial
Statements for the year ended 31 December 2020". The other information does not include the
financial statements and our auditor’s report thereon.

Our opinion on the financial statements does not cover the other information and we do not express
an audit opinion or any form of agsurance conclusion thereon. '

In connection with our audit of the financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with
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the financial statements or our knowledge obtained in the audit, or otherwise appears to he materially
misstated.

If, based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the Scheme’s Trustees for the Financial Statements

The Scheme’s trustees are responsible for the preparation and fair presentation of the finanecial
statements, in accordance with International Financial Reporting Standards and the requirements of
the Medical Schemes Act of South Africa, and for such internal control as the Scheme’s trustees
determine is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

In preparing the financial statements, the Scheme’s trustees are responsible for assessing the
Scheme’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting, unless the Scheme’s trustees either intend to
lquidate the Scheme or to cease operations, or have no realistic alternative but to do so.

Auditor’s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are censidered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain

professional scepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override
of internal control. _

e  Obtain an understanding of internal control relevant to the audit 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 Scheme’s internal control.

o  FEvaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by the Schetne’s trustees.

» Conclude on the appropriateness of the Scheme’s trustees’ use of the going concern basis of
accounting and based cn the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Scheme’s ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditor’s report to the related disclosures in the financial statements or, if such
disclosures are inadequate, to modify our opinion. Qur conclusions are based on the audit
evidence obtained up to the date of cur auditor’s report. However, future events or conditions may
cause the Scheme to cease to continue as a going concern,

o  Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with the Scheme’s trustees regarding, among other matters, the planned scope and

timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.

30




From the matters communicated with the Scheme’s trustees, we determine those matters that were of
most significance in the audit of the financial statements of the current period and are therefore the
key audit matters. We describe these matters in our auditor’s report, unless law or regulation
precludes public disclosure about the matter or when, in extremely rare circumstances, we determine
that a matter should not be communicated in our report because the adverse consequences of doing so
would reasonably be expected to outweigh the public interest benefits of such communication.

Report on Other Legal and Regulatory Requirements

Non-compliance with the Medical Schemes Act of South Africa

As required by the Council for Medical Schemes, we report that there are no material instances of
non-compliance with the requirements of the Medical Schemes Act of South Afrlca that have come to

our attention during the course of our audit.

Audit Tenure

As required by the Council for Medical Schemes’ Circular 38 of 2018, Audit Tenure, we report that
PricewaterhouséCoopers Inc. has been the auditor of Medshield Medical Scheme for 20 years.

The engagement partner, Clinton Mitchelson, has been responsible for Medshield Medical Scheme’s
audit for 2 years.

RMWMW& Tae

PricewaterhouseCoopers Ine.
Director: Clinton Mitchelson
Registered Auditor
Johannesburg, South Africa
30 April 2021
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MEDSHIELD MEDICAL SCHEME

STATEMENT OF FINANCIAL POSITION

as at 31 December 2020
2020 2019
Note R'000 R'000
ASSETS
Non-current assets 603 756 282 648
Property, plant and equipment 2 5212 6219
Right-of-use assets 3 17 346 35556
Financial assets 581198 240 873
- Fair value through other comprehensive income 4 581 198 l 240 873
Current assets 1944 525 1845 326
Financial assets 1664 546 1658 561
- Fair value through other comprehensive income 4 864 152 966 319
- Fair value through profit or loss 4 800 394 692 242
Trade and other receivables 5 31772 29572
Cash and cash equivalents 6 248 207 157 193
Total assets 2548281 2127974
FUNDS AND LIABILITIES
Members' funds 2019761 1553 947
Accumulated funds 1962 777 1508 269
Investment reserves 56 984 45678
- Fair value through OCl reserve - debt 38 175 19726
- Fair value through OCI reserve - equity 18 809 25952
Non-current liabilities
Lease liabiiities 3 1231 16 944
Current liabilities 527 289 557 083
Lease liabilities 3 19 841 20525
Qutstanding claims provision 7 175 000 200 000
Personal medical savings account trust liability 8 164 993 161 507
Trade and other payables 9 167 455 175 051
Total funds and liabilities 2548 2381 2127974
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MEDSHIELD MEDICAL SCHEME

STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2020

Risk contribution income

Relevant healthcare expenditure

Net claims incurred

Risk claims incurred

Third party claim recoveries
Hospitai discounts

Accredited managed healthcare services
Net income on risk transfer arrangements

Risk transfer arrangement fees paid
Recoverias from risk transfer arrangements

Gross healthcare result

Broker service fees

Administration expenses

Net impairment losses on healthcare receivables
Net healthcare result

Net impairment losses on financial assets

Other income

Investment income

Sundry income

Fair value adjustments

Fair value adjustment on financial assets held at fair value through profit and

loss

Realised gain on financial assets held at fair value through profit and loss

Other expenditure
Asset management fees

Finance Expense
Net surplus for the year

Other comprehensive income
ftems that may be reclassified to profit or loss:
Fair value adjustment for financial assets valued through OCI (debt

instruments)
Net impairment losses on financial assets

Reclassification adjustment on realised gains for debt instruments

items that will not be reclassified to profit or loss:

Fair value through OCI adjustment for equity investments

Realised fair value through OCI for equity instruments
Reclassification adjustment on realised gains for equity instruments

Total comprehensive income for the year
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Note

10

11

11

12

13
14

26.1

15
16

26.1
15

2020 2019
R'000 R'000
3653013 3560709
(2 890 753) (3 200 904)
(2 830 954) (3148 007)
(2840 103) (3158 478)
4411 6011
4738 4 460
(59 782) {59 335)
{17} 6 438
(16 886) (17 979)
16 869 24 417
762 260 359 805
(76 007) (74 420)
(286 901) (287 165)
(3 234) (3161)
396 118 (4 941)
(22 631) -
153 286 141 553
147 930 135116
5356 6 437
(33 639) 2454
(68 797) 702
35 158 1752
{13 639) (13 015)
[ (13639)] [ (3015)
(3 947) (4 562)
475 548 121489
18 449 2 096
11451 10 685
22631 -
(15 633) {8 589)
(7 243) _ (20382)
(7 143) (20 342)
(21 040) 32 867
21040 (32 867)
486 854 103 243




MEDSH!ELD MEDICAL SCHEME

STATEMENT OF CASH FLOWS
for the year ended 31 December 2020

Cash flows from operating activities

Net cash flows generated from operaticns
Interest on cash and cash equivalents

Cash flows from investing activities

Acquisition of property, plant & equipment

Purchase of fair value through OCl financial assets

Proceeds on disposals of fair value through OCl financial assets
Dividends

Interest

Net cash flows utilised from investing activities

Cash flows from financing activities

Capital lease payments

Net cash flows utilised in financing activities

Net increase / (decrease) In cash and cash equivalents

Cash and equivalents at the beginning of the year

Cash and equivalents at the end of year

Note

18

15

=

6

2020 2019
R'000 R'000
Restated
390 107 34 547
1855 2786
(1613) (383)
{1114 266) (452 829)
790 156 372142
26 058 26 845
20 488 13 714
(279 177) (40 511)
21771)] | {18 627)]
(21 771) {18 627)
91014 {21 805)
157 193 178 998
248 207 157 193

The prior year period has been restated due to a prior year period adjustment. Refer to Note 29
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MEDSHIELD MEDICAL SCHEME
STATEMENT OF CHANGES IN FUNDS AND RESERVES
for the year ended 31 December 2020
Fair value Fair value
Accumulated  through OCI through OCI Total members’
funds reserve {Debt) reserve (Equity) funds
Note R'000 R'0O0 R'000 R'000
Balance as at 1 January 2020 1,508,269 19,726 25,952 1,553,947
Surplus for the year ' 475,548 475,548
Net impairment (losses) on financial assets 26.1 22,631 22,631
Unrealised fair value changes through OCI for equity 4 (7,143) (7,143)
Fair value changes through QC! for debt instruments 4 11,451 11,451
Reclassification adjustment on realised gains for debt 15 (15,633) (15,633}
Realised fair value through OCI for equity instruments - (21,040) (21,040}
Reclassification adjustment on realised losses for equity (21,040} 21,040 -
Total comprehensive income 454,508 18,449 (7,143) 465,814
Balance as at 31 December 2020 1,962,777 38,175 18,809 2,015,761
Balance as at 1 January 2019 1,354,018 17,630 46,294 1,421,291
Surplus for the year ‘ 121,489 - - 121,489
Change in accounting policy - IFRS 16 29 (105) (105)
Unrealised fair value changes thraugh OCI for equity 4 ‘ (20,342) (20,342)
Fair value changes through OCI for debt instruments 4 10,685 10,685
Reclassification adjustment on realised gains for debt
instruments 15 - (8,589) (8,589)
Realised fair value through OC! for equity instruments - - 32,867 32,867 i
Reclassification adjustment on realised gains for equity 32,867 (32,867) -
Realised gain on financial assets held at fair value through - - : - -
Total comprehensive income T 154,251 2,096 (20,342) 136,005
Balance as at 31 December 2019 1,508,269 19,726 25,952 1,553,947
i
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

1

11

1.2

Significant accounting policies
The following are the significant accounting policies applied in the preparation of the Annual Financial Statements.
These policies comply with International Financial Reporting Standards (IFRS).

These policies have been consistently applied, unless otherwise stated. The format of the statement of comprehensive
income conforms with the requirements set out in Circular 41 of 2012, issued by the Council for Medical Schemes.

Basis of preparation

Statement of compliance

The Annual Financial Statements are prepared in accordance with IFRS as defined by 1AS 1 and the Medical Schemes Act
131 of 1998 as amended.

Basis of megsurement

The Annual Financial Statements are prepared on the going concern basis using the historical cost basis, except for
certain financial instruments, which are carried at fair value.

Functional and presentation currency

These financial statements are presented in Rands, which is the Scheme's functionat and presentation currency. All the
financial information presented in Rands has been rounded to the nearest thousand Rand.

Use of estimates and judgements

The preparation of annual financial statements, in conformity with IFRS, requires the use of certain critical accounting
estimates. It also requires management to exercise its judgment in the process of applying the scheme’s accounting
policies. The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are
significant to the Annual Financial Statements, are disclosed in Notes 3, 7, 22 & 26.1.

Adoption of new and revised International Financial Reporting Standards (IFRS)

a. New standards, amendments and interpretations effective in 2020 and relevant to the Scheme:

Reference Standard, interpretation or amendment Effective date
These amendments to IAS 1 and IAS 8 and consequential amendments to
Amendment to
other iFRSs:
(AS1,'
Presentation of [a) use a consistent definition of materiality through the IFRSs and the
financial Conceptual Framework for Financial Reporting; ’

statements ' and|p) clarify the explanation of the definition of materiai; and

1A58," _ ; _ ‘ bout i il ] Annual periods
Accounting ¢) incorporate some of the guidance in 1AS 1 about immaterial information. beginning on or after 1

policies, changes|d) The amended definition is: ' January 2020,
in accounting
estimates and
errors ' on the

definition of
material.

" Information is material if omitting, misstating, or obscuring it could
reasonably be expected to influence decisions that the primary users of
general purpose financial statements make on the basis of those financial
statements, which provide financial information about a specific reporting
entity.”
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

1  Significant accounting policies (continued)

1.2 Adoption of new and revised International Financial Reporting Standards {IFRS) (continued)

b. New standards, amendments and interpretations not yet effective for December 2020 but relevant to the scheme:

Reference

Standard, interpretation or amendment

Effective date

IFRS16, 'Leases’
COvVID-19-
Related Rent
Concessions
Amendment

The IASB has provided lessees {but not lessors) with relief in the form of an
optional exemption from assessing whether a rent concession related to
COVID-19 is a lease modification, provided that the concession meets certain
conditions. Lessees can elect to account for qualifying rent concessions in the
same way as they would if they were not lease modifications. In many cases,
this will resuit in accounting for the concession as a variable lease payment.

Annual periods
beginning on or after 1
June 2020 (early
adoptions is
_permitted.)

IFRS 17,"
Insurance
Contracts '

The IASB issued IFRS 17, " Insurance contracts ', and thereby started a new
epoch of accounting for insurers. Whereas the current standard, IFRS 4, allows
insurers to use their local GAAP. IFRS 17 defines clear and consistent rules that
will significantly increase the comparability of financial statements. For
insurers, the transition to IFRS 17 will have an impact on financial statements
and on key performance indicators.

Under iFRS 17, the general model requires entities to measure an insurance
contract at initial recognition at the total of the fulfilment cash flows
(comprising the estimated future cash flows, an adjustment to reflect the the
time value of money and an explicit risk adjustment for non-financial risk) and
the contractual service margin. The fulfilment cash flows are remeasured on a
current basis for each raporting period, The unearned profit {contractual
service margin) is recognised over the coverage period.

Aside from this general model, the standard provides, as a simplification, the
premium allocation approach. This simplified approach is applicable for certain
types of contract, including those with a covererage period of one year or less.

For insurance contracts with direct participation features, the variable fee
approach applies. The variable fee approach is a variation on the general
model. When applying the variable fee approach, the entity's share of the fair
value changes of the underlying items is Included in the contractual service
margin. As a consequence, the fair value changes are not recognised in a profit
or loss peried in which they occur but over the remaining life of the contract.

The Scheme plans to adopt IFRS17 on 1 January 2023, with full retrospective
adoption

Annual periods
beginning on or after 1
lanuary 2023

Annual periods
beginning on or after 1
January 2023,

Early application is
permitted for entities
that apply IFRS 9,
'Financial
instruments', at or
before the date of
initial application of
IFRS 17.

IFRS 17,'

Insurance

Contracts'
Amendments

In response to some of the concerns and challenges raised, the Board
developed targeted amendments and several proposed clarifications intended
to ease implementation of IFRS17, simplify some requirements of the standard
and ease transition. The amendments are not intended to change the
fundamental principles of the standard or unduly disrupt implementation
already underway.

IFRS 17, ' Insurance
Contracts'
Amendments

1.3 Significant estimates and judgements

The areas involiving significant estimates and judgements are:

a) estimation judgements made in relation to lease accounting {Note 3)

b) estimation of provision for incurred but not reported claims {IBNR) (Note 7}

c) critical judgements (Note 22)

d) expected credit losses on financial assets {Note 26.1)
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

1

14

1.5

1.6

Significant accounting policies (continued)
Property, plant and equipment

Property, plant and equipment is reflected at historical cost less accumulated depreciation and accumulated impairment
losses. Depreciation is charged on the straight-line basis over the estimated useful lives of the assets. Estimated useful lives
and residual values are reassessed annually.

The estimated current maximum useful lives are:
Furniture and fittings - 5 years

Office equipment - 4 years

Motor vehicles - 4 years

Computer equipment - 3 years

Leasehold improvements - 3 years

Maintenance and repairs which nelther materially add to the value of the assets nor appreciably pralong their useful lives
are charged against income.

Impairment of non-financial assets

Assets that are subject to depraciation or amortisation 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. In assessing value in use, the estimated future cash flows are discounted to their
present value using a discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

For the purposes of assessing impairment, assets that cannot be tested individually are grouped at the lowest leveis for
which there are separately identifiable cash flows {cash-generating units). Impairment losses recognised in prior periods are
assessed at each reporting date for any indications that the loss has decreased or no longer exists. An impairment loss is
reversed if there has been a change in the estimates used to determine the recoverable amount. An impairment |oss is
reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, if no impairment loss had been recognised.

Right-of-use assets
{i) The Scheme's leasing activities and how they are accounted for:

The Scheme leases various offices, computer and office equipment. Rental contracts are typically made for fixed periods of 1
to 3 years. There are no extension or termination options in the Scheme's rental contracts.

Contracts may contain both lease and non-lease components. The Scheme allocates the consideration in the contract to the
lease and non-lease components based on their relative stand-alone prices. However, for leases of offices for which the
Scheme is a lesses, it has elected not to separate lease and non-lease components and instead accounts for these as a single
lease component.

Lease terms are negotiated on an individual basis every three years and contain a wide range of different terms and
conditions. The lease agreemenits do not impose any covenants other than the security interests in the leased assets that are
held by the lessor. Leased assets may not be used as security for borrowing purposes.

Until the 2018 financial year, leases of property, plant and equipment were classified as operating leases, see Note 27 for
details. From 1 lanuary 2019, leases are recognised as a right-of-use asset and a corresponding liability at the date at which
the leased asset is available for use by the Scheme. :

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease liabilities include the net
present value of the following lease payments:
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Significant accounting policies {continued)

1.6 Right-of-use assets {(continued)

1.7

- fixed payments (including in-substance fixed payments);

- variable lease payments that are based on a rate, initially measured using the rate as at the commencement date.

The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be readily
determined, which is generally the case for leases in the Scheme, the lessee's incremental borrowing rate is used,
being the rate that the individual lessee would have to pay to borrow the funds necessary to obtain an asset of
similar value to the right-of-use asset in a similar economic environment with similar terms, security and conditions.

To determine the incremental borrowing rate, the Scheme, where possible, uses third-party financing received by
the individual lessee as a starting point, adjusted to reflect changes in financing conditions since third party
financing was received.

The Scheme is exposed to potential future increases in variable lease payments based on a rate, which are not
included in the lease liability until they take effect. When adjustments to lease payments based on a rate take
effect, the lease liability is reassessed and adjusted against the right-of-use asset.

Lease payments are allocated between principal and finance cost. The finance cost is charged to profit and loss over
the lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for
each period.

Right-of-use assets are measured at cost comprising the following:

- the amount of the initial measurement of the lease liability
- any initial direct costs

Right-of-use assets are generally depreciated over the shorter of the asset's useful life and the lease term on a
straight-line hasis.

Financia! assets

Previously, the Scheme's financial assets were classified depending on the pu'rpose for which the financial assets -
were acquired. Following the adoption of IFRS 9, the Scheme has classified its financial assets based on the business
model used to manage the financial assets and the contractual terms of the cash flows.

(f) Classification
From 1 January 2018, the Scheme classifies its financial assets in the following measurement categories:

a} those to be measured subsequently at fair value through other comprehensive income and fair value through
profit and loss, and

b) those to he measured at amortised cost.
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1  Significant accounting policies {continued)

1.7 Financial assets {continued}

(ii) Recognition and derecognition

Regular way purchases and sales of financial assets are recognised on trade-date, the date on which the
Scheme commits to purchase or sell the asset. Financial assets are derecognised when the rights to receive
cash flows from the financial assets have expired or have been transferred and the Scheme has transferred
substantially all the risks and rewards of ownership.

{iii) Measurement

At initial recognition, the Scheme measures a financial asset at its fair value plus transaction costs that are
directly attributable to the acquisition of the financial asset.

Debt instruments
Fair value through other comprehensive income (OCl)

Assets that are held for collection of contractual cash flows and for selling the financial assets are measured
at FYOCl. Movements in the carrying amount are taken through OCI, except for the recognition of impairment
gains or losses and interest income which are recognised in profit and loss. When the financial asset is
derecognised, the cumulative gain or loss previously recognised in OCl is reclassified from equity to profit and
loss and recognised in other gains/{losses). Interest income from these financial assets is included in finance
income using the effective interest rate method. Impairment expenses are presented as separate line item in
the statement of profit and loss.

Fair value'through profit or loss (FVPL)

Assets that do not meet the criteria for amortised cost or FVOCI are measured at fair value through FVPL.
Gains or losses on a debt instrument that is subsequently measured at FVPL, is recognised in profit or loss,
and presented separately.

Amortised Cost

Assets that are held for collection of contractua! cashflows where those cashflows represent solely payments
of principal and interest are measured at amortised cost. Interest income from these financial assets is
included in interest income using the effective interest rate method. Any gain or loss arising on derecognition
is recognised directly in profit or loss and are presented in investment income. Impairment losses are
presented as a separate line item in the statement of profit or loss.
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1  Significant accounting policies (continued})

1.7 Financial assets (continued)

Equity Instruments

The Scheme subsequently measures all equity investments at fair value. At initial recognition, the Scheme has
made an irrevocable election to present equity investments at FVOCI, and therefore there is no subsequent
reclassification of fair value gains and losses to profit and loss following the derecognition of the investment.
Dividends from such investments continue to be recognised in profit and loss as other income when the Scheme's
right to receive pavments is established. ‘

(iv) Impairment

The Scheme assesses impairment on financial assets on a forward looking basis. The expected credit losses
associated with its debt instruments are carried at FVOCI. The impairment methodology applied depends on
whether there has been a significant increase in credit risk (SICR). The trigger for an SICR is a downgrade of the
sovereign by 2 notches or more, of the international scale rating scale since the acquisition of the asset.

The methads for calculating expected credit losses for each financial asset type depends on the underlying assets
and their properties. Sometimes several techniques and models may be used within a single asset class. Calculation
methods and models may differ from company to company based on the type of assets in each category. '

The Scheme calculated expected credit losses on the Scheme's fixed income investments using the Moody's
Analytics ImpairmentCalc model, which incorporates their Geor macroeconomic data, forecasts, weightings and
correlations to convert historic credit losses to forward looking expected credit losses. Refer to Note 26.1

For trade receivables, of which the majority represents insurance receivables, the Scheme does not apply the
impairment guidelines as outlined in IFRS9, as insurance receivables are not included in IFRSS. Impairments relating
1o trade receivables are governed under the scope of IFRS4.

(a) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted
in an active market. Receivables arising from insurance contracts are also classified in this category and are
reviewed for impairment as part of the impairment review of receivables. They are included in current assets,
except for maturities greater than 12 months after the statement of financial position date. These are classified as
non-current assets, The scheme's loans and receivables comprise trade and other receivables and cash and cash
equivalents in the statement of financial position. Loans and receivables are recognised initially at fair value and
subsequently measured at amortised cost using the effective interest method, less provision for irhpairment.

(b) Trade and other receivables :
Trade and other receivables are measured on initial recognition at fair value, and are subsequently measured at
amortised cost using the effective interest method, less provision for impairment. An appropriate allowance for
estimated recoverable amounts is recognised in the statement of comprehensive income when there is objective
evidence that assets have been impaired. This allowance is based on a review of the ageing profile of outstanding
balances and historical recovery rates. The carrying amount of the asset is reduced through the use ofan
allowance account, and the amount of the loss is recognised in the statement of comprehensive income wnthm _
"net impairment losses on healthcare receivables”. When a trade receivable is uncollectable it is written off
against the allowance account. Permanent impairments are written off to the statement of comprehensive income
when identified. Subsequent recoveries of amounts previously written off are credited against net impairment
losses on healthcare receivables in the statement of comprehensive income. Reéceivables arising from healthcare
insurance contracts with members are also classified in this category.

41




MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

1

1.7

1.8

1.9

1.10

111

Significant accounting policies {continued)
Financial assets (continued)

{c) Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, deposits held on call with banks and other short term
liquid investments that are readily convertible to cash and are subject to an insignificant risk of change in
value. Short term liquid investments have maturities of 3 months or less. Cash and cash equivalents are
classified as loans and receivables and subsequently measured at amortised cost using the effective interest
method.

Investment in Structured entity -

The Scheme's investments in investee Funds is subject to the terms and conditions of the respective
Investee Fund’s offering documentation and are susceptible to market price risk arising from uncertaingies
about future values of those Investee Funds. The investment manager makes investment decisions after
extensive due diligence of the underlying fund, its strategy and the overali quality of the underlying fund’s
manager. All of the Investee Funds in the investment portfolic are managed by portfolio managers who are
compensated by the respective Investee Funds for their services. Such compensation generally consists of
an asset-based fee and a performance-based incentive fee and is reflected in the valuation of the Fund’s
investment in each of the Investee Funds.

The right of the scheme to request redemption of its investments in Investee Funds ranges in frequency
from weekly to semi-annually.

Trade payables

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

Provisions

Provisions are recognised when the Scheme has a present legal or constructive obligation as a result of past
events, for which it is probable that an outflow of economic benefits will be required to settle the
obligation, and a reliable estimate can be made of the amount of the chligation. Where the effect of
discounting to present value is material, provisicns are adjusted to reflect the time value of money.

Medical insurance contracts

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 the other heneficiary are classified as insurance contracts. The
contracts issued compensate the Scheme's members for healthcare expenses incurred in accordance with
PMB's (prescribed minimum benefits) and scheme rules.

Description of healthcare benefits provided

The types of benefits offered by the scheme in terms of its rules in return for monthly contributions are
- In-hospital benefits,

- Chronic benefits, and

- Day to day benefits

Accounting for contributions received

Gross contributions comprise medical risk contributions and member savings contributions.
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1l.11

Significant accounting policies {continued)

Medical insurance contracts (continued)

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, which is unbundled and accounted for under IFRSS. The earned
portion of risk contributions received is recognised as revenue. Risk contributions are earned from the date
of attachment of insurance 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. Contributions received in
advance are included in trade and other payables.

Liabilities and related assets under the liability adequacy test

The liability for insurance contracts is tested for adequacy by discounting current estimates of all future
contractual cash flows, 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
income for the year.

Accounting for broker fees

Broker fees are recognised as incurred, on a monthly basis.

Claims incurred

Gross 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.

Risk claims incurred comprise:

- Claims submitted and accrued for services rendered during the year, net of recoveries from members for
co-payments and savings plan accounts, for which a separate liability is already recognised;

Risk claims incurred comprise:

- Claims for services rendered during the previous year not included in the outstanding claims provision for
that year, net of recoveries from members for co-payments and savings plan accounts;

- Claims settled in terms of risk transfer arrangements;

- Claims incurred, not vet reported and

- Accredited managed healthcare services.

Outstanding risk claims

Claims outstanding comprise provisions for the Scheme's estimate of the ultimate cost of settling all claims
incurred but not yet reported at the statement of financial position date. 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 claims processing cycles and variations in the nature and
average cost incurred per claim. The provision is calculated based on claims reported not yet settled and
claims not reported.
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1.11

112

Significant accounting policies {continued)
Medical insurance contracts (continued)

Estimated co-payments and payments from savings plan accounts are deducted in calculating the
outstanding claims provision. The Scheme does not discount its provision for outstanding claims on the basis
that claims must be settled within four months of the medical event and therefore the discounting of the
provision is not considered material.

Medical Savings Accounts

The medical savings account, which is managed by the Scheme on behalf of its members, represents savings
contributions (which are a deposit component of the insurance contracts), net of any savings claims paid on
behalf of members in terms of the Scheme's registered rules.

The deposit component of the insurance contracts has been unbundled, since the Scheme can measure the
deposit component separately. The deposit component is recognised in accordance with 1AS 39 and is initially
measured at fair value and subsequently at amortised cost using the effective interest rate method. The
insurance component is recognised in accordance with IFRS 4.

Unspent savings at year-end are carried forward to meet future expenses for which the members are
responsible. In terms of the Medical Schemes Act 131 of 1998, as amended, balances standing to the credit
of members are refundable only in terms of Regulation 10 of the Act.

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

Liability Adequacy Test

Liability adequacy tests are performed to ensure the adequacy of the member insurance contract liabilities as
at the reporting date. In performing these tests, current estimates of future cash flow under the Scheme's
insurance contracts are used. Any deficiency is immediately recognised in the Scheme's surplus or deficit.

Risk transfer arrangements

Contracts entered into by the Scheme with third party service providers under which the Scheme is
compensated for losses/claims (through the provision of services to our members) on one or more contracts
issued by the Scheme and that meet the classification requirements of insurance contracts are classified as
risk transfer arrangements (reinsurance contract). 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
freated as pre-payments.

Risk transfer claims and benefits reimbursed are presented in the statement of comprehensive income and
statement of financial position on a gross basis.

Amounts recoverable under such contracts are recognised in the same year as the related claim.

Assets relating to risk transfer arrangements include balances due under risk transfer arrangements for
outstanding risk claims provisions and claims reported not yet paid. Amounts recoverable under risk transfer
arrangements are estimated in a manner consistent with the risk claims provisions, claims reported not yet
paid, and settled claims associated with the risk transfer arrangement taking into account the terms of the
contract. a4
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1.12

1.13

1.14

1.15

Significant accounting policies {continued)
Risk transfer arrangements (cont.)

Amounts recoverable under risk transfer arrangements are assessed for impairment at each reporting date.
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.

Accredited managed healthcare expenditure

Accredited managed healthcare expenditure consists of expenses incurred for accredited services rendered
by accredited managed healthcare providers. They are classified under relevant healthcare expenditure and
included in the gross healthcare result. Unaccredited managed healthcare expenses are included in
administration expenses.

Revenue recognitibn

Contribution income

Contribution income is dealt with in 1.11.

Interest fncorﬁe | |

Interest income’is recognised on a time p_roportion basis using the effective interest method.
Dividend income

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

Reimbursements from the Road Accident Fund (RAF)

The Scheme grants assistance to its members in defraying expenditure incurred in connection with the
rendering of any relevant health services. 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 as amended (the
RAFA). If the member is reimbursed by the RAF, they are contractually obliged to cede that payment to the
Scheme to the extent that thev have already been compensated.

A reimbursement from the RAF is a possible asset that arises from a claim 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. Due to the uncertain outcome of
claims to the RAF, the Scheme has accounted for reimbursements on a cash received basis. If an inflow of
economic benefits has become probable, the Scheme discloses the contingent asset. Amounts received from
members in respect of reimbursements from the RAF are recognised as third party claim recoveries and
deducted from claims and they are not reflected as sundry income. '

45




MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

1 Significant accounting policies (contiriued}

1.16 Defined contribution fund/ Employee benefits

Pension Obligation

The Scheme participates In a defined contribution plan via a managed umbrella fund. A defined
contribution plan is a plan under which the Scheme pays fixed contributions into a separate entity. The
Scheme has no legal or constructive obligations to pay further contributions if the fund does not hold
sufficient assets to pay all employees the benefits relating to employee service in the current and prior
periods. The contributions are recognised as employee benefit expenses when they are due. Prepaid
contributions are recognised as an asset to the extent that a cash refund or a reduction in the future
payments is available. '

Leave pay accrual

The Scheme recognises, in full, employees' rights to annual feave entitlement in respect of past services.

incentives

Management and staff incentives are recognised as an expense in staff costs as incurred.
1.17 Allocation of income and e.xpenditure to benefit options

The following items are directly allocated to benefit aptions:

- Risk contributions;

- Risk claims incurred;
- Net income/(expense) on risk transfer arrangement fees;
- Accredited managed healthcare services;

- Broker fees;

The remaining items are apportioned based on the number of members on each option {or other suitable
basis)

- Administration fees;

- Net impairment losses or reversals on healthcare receivables;
- Net impairment losses on financial assets;

- Investment income;

- Other income; and

- Finance expense.
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Computer an;l
: Leasehold Furniture & office
2  Property, plant and equipment Improvements Motor vehicles fittings -aquipment, Total
R'000 R'000 R'000 R'000 R'000
Year ended 31 December 2020
@Gross carrying amount
At beginning of year 3442 1716 9241 4120 18 519
Additions - - 109 1504 1613
At end of year 3442 1716 9 350 5624 20132
‘Accumulated depreciation
At beginning of year {3 051) (1610) (4 137} {3 502) (12 300)
Depreciation charges {236) {60) {1 656) (668) (2 620)
At end of year {3 287) {1 670) (5 793) (4 170) {14 520)
Net carrying amount at end of year 155 46 3 557 1454 5212
Computer and
Leasehold Furniture & office
2 Property, plant and equipment Improvements Motor vehicles fittings equipment Total
R'000 R'000 R'000 R'000 R'000
Year ended 31 December 2019
Gross carrying amount
At beginning of year 33098 1716 9129 3893 18136
Additions : 44 - 112 - 227 383
At end of year 3442 1716 9241 4120 18 519
Accumulated depreciation :
At beginning of year (2 657} {1 415) (2 462) (2 818) (9352)
Depreciation charges (394) (195) (1 675) {684} {2 948)
At end of year (3 051) {1610} - {4137) (3 502) {12 300}
Net carrying amount at end of year 391 106 5104 618 6219
2020 2019
R'000 R'000
3 Right-of-use assets
Leased properties 6 842 13923
Leased equipment 10 504 21634
Total right-of-use asset 17 346 35 556
Reconciliation of right-of-use asset
Opening Balance as at 1 January 2020 ) 35556 -
IFRS16 transition value - 55992
Additions 5374 B
Depreciation {23 584) {20 436)
Closing Balance at at 31 December 2020 17 346 35 556
Lease liability
Current (19 841} (20 525}
Non-current (1231) {16 944}
(21 072) {37 469)
Reconciliation of lease liability
Cpening Balance as at 1 January 2020 (37 469) -
IFRS16 transition value - {56 096}
Increase in lease liability - Right-of-use asset {5 374)
Lease payments 21771 18 627
Closing Balance as at 31 December 2020 (21 072) {37 469)

The Scheme determined the incremental borrowing rate using information obtained from the Scheme’s bankers, Nedbank. It obtained pricing
for computer and office equipment, which was prime less 0.5%. The Scheme used that rate for leased equipment and adjusted the rate o
prime less 1.0% for leased properties.
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4  Financial assets

Current

- Fair value through other comprehensive income
- Fair value through profit or loss

Non-Current

- Fair value through other comprehensive income

Fair value at the beginning of the year

Additions/re-investments

Disposals at fair value at date of disposal

Re-investment of investment income

Fair value adjustment for financial assets valued through OCI {debt instruments)
Fair value adjustment for financial assets fair valued through profit and loss

Fair value adjustment for financial assets valued through OCI {equity instruments)

Fair value at the end of the year

Investments have been managed by a number of fund managers namely:

Segregated portfolio investments
Sanlam Investment Management
Argon Asset Managers

Prudential Portfolic Managers

Unitised investments
Allan Gray Life Limited
Stanlib Investment Managers

Financial assets comprise the following:

Financial Assets - other comprehensive income
Listed equities

Debt instruments

Money market instruments

Financial Assets - profit and Joss
Unitised instruments
Money market instrumenits - risk

2020 2019
R'000 R'000
1664 546 1 658 561
864 152 966 319
800 394 692 242
581 198 240 873
581198 ] | 240873
2 245 744 1 899 434
1899 434 1721265
1067 429 412 229
(822 231) (350 598)
130 443 123741
11451 10 685
(33 639) 2454
{7 143) {20 342)
2245744 1899 434
1 445 350 1207 192
531214 519 398
483 276 165 323
430 860 522471
300 394 692 242
538 636 603 305
261758 88937
2245 744 1899434
473943 474 462
387 496 249 675
583911 483 055
1445 350 1207192
591 654 603 305
208 740 88 937
800 394 692 242

The fair value of the investments and other assets is based on market value at year end. Listed equities are.based on the JSE Ltd closing
price, debt instruments and money market instruments are based on the Bond Exchange of South Africa closing price. Unitised

investments are measured at the repurchase price.The maximum exposure to credit risk at the reporting date is the fair value of debt
securities classified as financlal assets.The Scheme has invested in bonds spread across all bond types and the market performance of
the bond indices varied between 11.50% (2019; 7.50%) on the 1-3 year bond index to 10.58% (2019: 12.05%} on the 7-12 year bond

index. All investments are denominated in South African Rands.
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2020 2019
R'000 R'000

Trade and other receivables
Receivables arising frem medical insurance contracts 46 579 41935
Contributions outstanding 37 478 32 920
Contributions outstanding - Private members 9999 9836
Contributions outstanding - Group members 27 479 23 084
Recoveries from members for co-payments 1601 1422
Provider debtors 4121 3797
~ Claims recovery for emergency services (Meditrac) 3614 3614
Savings plan account advances {Note 8) 165 182
Receivables arising from non- medical insurance contracts 51337 51236
Interest accrued on call and current accounts 213 408
Inter-account bank transfer 494 494
Prepayments 1183 1206
Rent deposit 90 69
South African Post Office deposit 520 520
MVA Recoveries* 269 371
Fees recoverable from former Trusteas** 10 322 10322
Research fees recoverable for prior years** 27 667 27 667
Consulting fees recoverable .57 57
Trademark cost recovery*** 10000 10 000
Sundry accounts receivable 522 122
Less : Provision for impairment loss {Note 14) {66 544) {63.599)

*%

* &%

31772 : 29 572

The carrying value of trade and other receivables is a reasonable approximation of their fair value due to the short term maturities of these
assets. The maximum exposure to credit risk is the carrying value of each class of receivable mentioned above. The Scheme does not hold
any collateral as security. The other receivables arising from non-medical insurance contracts include no impaired receivables (refer to Note
26 for credit quality evaluation}.

MVA recoveries are motor vehicle accident recoveries from the Road Accident Fund.

As per the Counci! for Medical Schemes directive issued 15 June 2012 these amounts were to be recovered from varigus parties. These
amounts are fully impaired as the recoverability is uncertain and the impact on the Financial Statements is effectively zero.

The Scheme purchased three trademarks from Alumni Trading {Pty) ttd for R10m in 2013, The purchase agreement determined that Alumni
must cause the trademarks to be transferred to Medshield which it falled to do. Medshield sent a notice of termination to Alumni in which
the R10m was demanded to be returned.

' 2020 2019
R'000 R'000

Cash and cash equivalents
Current accounts 247 544 156 530
Current accounis held in escrow 663 663
248 207 157193

The average effective interest rate on current accounts was 3.8% (2019: 5.6%). The carrying value of cash and cash equivalents is a
reasonable approximation of their fair value due to their short term maturities.

Yieldex Trading {"Landlord") and the Scheme entered into a lease agreement in respect of the premises situated at Glenrand MIB House, 288
Kent Avenue Ferndale Randburg, and in terms of which the Landlord requires that the Scheme furnishes the Landiord with a letter of
guarantee in respect of the Scheme's rental obligation to the Landlord in terms of the Lease. The Scheme has furnished the Landlord with
the required guarantee in the amount of R881 500.
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2020 2019
R'000 R'000
6 Cash and cash equivalents {continued)
Deposit for South African Post Office 663 663
Total current accounts held in escrow 663 663
7 Outstanding claims provision
Provision for outstanding claims incurred but not reported 175 000 200 000
Analysis of movements in outstanding claims
Balance at heginning of year 200 000 199 600
Payments in respect of prior year {163 060) (228 937)
Over/{under)provision in prior period {Note 11) 36 940 (29337)
Adjustment for current year (Note 11) 138 060 229337
Balance at end of year 175000 200 000

The existing accounting policy relating to the outstanding ciaims provision considers current estimates of all contractual flows,
therefore in terms of IFRS 4, no further liahility adequacy test is required.

Methodology applied to determine the provision

The actuaries apply two methods to determine the IBNR "incurred but not reported"” provision, namely the Chain tadder Method
and the Bornuetter-Ferguson Method:

The Chain Ladder Method involves calculating menthly ¢laims run-off factors per benefit category from the data provided and then
using these factors to make projections of the total claims incurred in each month, based on payments made to-date. To ensure
homogeneity, these projected figures are then used to estimate an IBNR claims reserve for each month, split per benefit category
and then allocated per benefit option.

The Bornhuetter-Ferguson Method applies the run-off calculated through the Chain Ladder Method to a total monthly claims
estimate based on previous years' claims ratio experience. The total claims estimate is calculated based on total contributions
received and the assumption that the claims ratio is in line with that of prior year.

The results from these methods is bootstrapped to provide a distribution of possible IBNR provisions based on the statistical
distribution of actual run-off factors.

Process used to determine the assumptions

The actual method or blend of methods used may vary each year due to factors relevant to that year. 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:
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7 Outstanding claims provision (continued)

Process used to determine the assumptions (continued}

- changes in processes can relate to change in the proportion of paper versus electrenic claims submissions {electronic being
quicker), changes/improvements on the administration system which improves turnaround times, proportion of working
days in the month (public and school holidays do not have the same effect) and other ad hoc factors such as power outages
or staff strikes that affect the development/recording of claims paid and incurred such as changes in claims submission

procedures;

“maximum levels of medical benefits to be provided); and

Assumptions

changes in composition of beneficiary profiles and their clinical status.

economic, legal, political and social trends {resulting in different than expected levels of inflation and/or minimum and/or

The assumption that has the greatest effect on the measurement of the outstanding claims provision is the proportion of
claims paid 3 months after the year end (as at the end of March) when expressed as a percentage of the expected total
¢claim payments in respect of the full year for which the outstanding claims provision is being estimated, based on historical
claims development information.

The analysis of sensitivity of the various estimation techniques and variables for the determination of the claims provision
provides an indication of the adequacy of the Scheme's estimation process. Adequacy implies that it is equally likely that
the actual result will be higher or lower than the calculated estimate . The Board 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.

Even though a significant proportion of the claims relating to the financial year have already been processed, the Board
considers the most significant variable to be the pattern of claim submission.

Changes in assumptions and sensitivities to changes in key variables

Although the provision for outstanding claims is believed to be adequate the results are subject to a certain degree of
uncertainty. As opposed to claims for 2020 that have already been paid, the claims for the 2020 estimate to be paid in
future payment months are still subject to uncertainty. This quantity forms a useful basis for a sensitivity analysis. The table
beiow illustrates the effect of a 10% increase and decrease in the claims expected to be paid in 2021 for claims with a 2020

service date.

Claims for 2020
services paid during

Outstanding claims

Outstanding claims

% change in outstanding

Scenario 2020 provision provision claims provision
R'000 R'000 R'000
Base scenario 2836 831 175 000 3011831
Increase 2836831 192 500 3029331 0.58%
Decrease 2836831 157 500 2994331 -0.58%

The same analysis appears below for the outstanding claims provision for 2019 where claims paid after March 2020 for 2019
forms the basis for the sensitivity analysis. Note that the base scenario figures below are actuals, not estimates.

3073730

Claims for 2019 L
services paid during | Outstanding claims | Outstanding claims % change in outstanding
Scenario 2019 provision provision claims provision
R'000 R'G00 R'000 s '
Base scenario - 2893730 200 000 3093730 _
increase 2 893 730 220000 3113730 0.65%
Decrease 2 893 730 180 000 -0.65%
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

8 Personal medical savings account trust liability

Balance on personal member savings at the beginning of the year
" Less: Advances on member savings at beginning of the year

Net balance on member savings at the beginning of the year

Add: Member savings contributions received or receivable (Note 10}
" Transfers from other schemies _ '

Claims paid on behalf of members (Note 11)

Less: Refunds ’

Less : Savings utilised to pay contributions

Add: Advances on savings plan accounts {Note 5)

Balance due to members savings at the end of the year

- The Scheme has two savings options.

2020 2019
R'000 R'000
161 507 168 948
(182) (391)
161 325 168 557
87 532 89 533
2 299 1783
{72 955) (88 355)
(9 467) (10 193)
(3 906) -
165 182

164 993 161 507

- The personal medical savings contains a demand feature in terms of regulation 10 of the Medical Schemes Act that any
credit balance on a member’'s personal 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.

- Advances on member personal medical savings are included in trade and other receivables (Note 5). The Scheme does

not charge interest on advances on personal medical savings accounts.

* As at the end of the period the carrying amount of the personal medical savings accounts were deemed to be equal to
their fair values, which is the amount payable on demand. The amounts were not discounted due to the demand feature.

- The carrying value of personal medical savings is a reasonable approximation of its fair value as it is payable on demand.

- The Scheme rules were changed effective 1 January 2018 to reflect that personal medical savings account {PMSA) trust '
monies received are the funds of the Scheme and there is no obligation to deposit PMSA trust monies received into a
separate trust account. Furthermore the Scheme rules state that PMSA trust monies received may be utilised by the
Scheme to fund Scheme operations, The Scheme does not allocate interest to PMSA balances.
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NOTES TO THE FINANCIAL STATEMENTS

for the year ended 31 December 2020

9 Trade and other payables

Payables arising from medical insurance contracts

Accrual for member refunds
Contribution credit balances

Contributions received in advance

Reported claims not yet paid
Balance at beginning of year
Payment made for the year
Current year claims
Claims run payable at year end

Amounts owing to managed care service providers
Amounts owing to ambulance services

Payables arising from non- medical insurance contracts
Accrual for consulting services
Accrual for acquisition and retention activities
Accrual for IT related services
Accrual for actuarial services
Accrual for leave liability
Accrual for legal fees
Provision for internal audit fees
Provision for external audit fees
Accrual for forensic services
Accrual for marketing fees
Accrual for salaries and staff welfare*
Accrual for printing, postage & stationary
Accrual for telephony
Accrual for travel
Unallocated deposits
Other payables

2020

2019
R'000 R'000
106 803 123311
6573 4116
6573| [ 4116|
68 213 75 909
25574 35723
35723 13 066
{2 756 912) (3 035 482)
2721189 3022416
25 574 35723
6331 7451
112 112
60 652 51740
4079 3752
3507 -
4319 4909
176 724
6 015 5073
1370 3792
1797 1037
2930 2763
3369 552
81 2939
23 768 22 964
1064 1447
222 -
172 -
7 442 1208
341 580
175 051

167 455

The carrying value of trade and other payables is a reasonable approximation of their fair value due to short term maturities of

these liabilities.

* Included in the accruals for salaries is the provision for short-term incentives of R23.0m.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

2020 2019
R'000 R'000
10 Risk contribution income

Gross contributions - 3740 545 3650242
Less: unbundled savings contributions (Note 8} (87 532) (89 533)

Risk contribution income 3653013 3560709
2020 20198

_ L R'000 R'000

11 Risk claims incurred

Gross claims 2721189 3022416
Claims serviced in respect of risk transfer arrangements {Note 12) 16 869 24417 -

Movement in outstanding claims provision 175 000 200 000
Over provision in prior year {Note 7) 36940 (29 337}

Adjustment for current year (Note 7) 138 060 229337
Claims paid from savings accounts {(Note 8}* {72 955) (88 355)

- 2840103 3158478

Recoveries from the Road Accident Fund _ .- {4411) . {6 011)
Hospital discounts {4 738) {4 460)

Accredited managed care healthcare services** 59 782 59 335

2890736 3207 342

* Claims are paid on behalf of the members from their personal medical savings accounts in terms of Regulation 10(3) and the
Scheme's registered benefits. Refer to Note 8 to the financial statements for a breakdown of the movement of the personal
medical savings trust account.

3020 2018

R'000 . R'000
**Accredited managed healthcare services '
Medscheme Health Risk Solutions {(MHRS) & Mediscor (01 June 2019) - medicine
benefit management* ' 12 624 14 004
Medscheme Health Risk Services - hospital benefit management* 33012 32 850
LifeSense Disease Management** ‘ ' 5954 5802
Denis Dental Management* ‘ 3591 4105
Centre for Diabtes and Endocrinology {effective 1 April 2019)*** 4143 2574
Independent Clinical Oncology Network {Pty) Ltd. ("ICON"). ' - 458 -
' ’ 59782 59335

The calculation of allocation of each benefit is as follows: -
*Per member per month :
**par member per registration

*¥¥patient count per month

12 Net income on risk transfer arrangements
Netcare Hospitals (Pty) Ltd t/a Netcare 911

The recovery in respect of Netcare 911 is based on the total costs incurred by them in respect of services rendered to the Scheme.
Services include emergency telephonic assistance via health-on-line, emergency response by road or air ambulance to the scene
of the accident as well as transfer of the beneficiary by road or air to the most appropriate medical facility.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 3.1 December 2020

2020 2019
R'000 R'000
12 Net income on risk transfer arrangements {continued)

Premiums paid {16 886} {17 979}
Centre for Diabetes and Endocrinology (Pty) Ltd - {1261)
Netcare Hospitals (Pty) Ltd t/a Netcare 911 {16 836) {16 718)
Recoveries (Note 11) 16 869 24 417
Centre for Diabetes and Endocrinology (Pty) Ltd - 3179
Netcare Hospitals {Pty) Ltd t/a Netcare 911 16 869 21238
Met income per the statement of comprehensive income 17 6438
2020 2019

‘ R'000 R'000

13 Administration expenses

" Actuarial Fees 2723 3313
Administration IT system and hosting costs 23378 20967
Audit Committee fees 532 434
Audit fees 2 926 3013
- Current year 2676 2219
- Prior year 250 794
Bank charges : 2238 2238
Benefit management services 8721 9364
Board of Healthcare Funders membership fees 1109 1090
Claims processing fees 1021 1229
Communication costs 1688 - 2055-
Computer services 4046 5229
Conference expenses 254 314
Consulting fees 3081 6331
Council for Medical Schemes 3084 3185
Depreciation {Note 2) 2620 2948
Distribution costs 9089 5674
insurance premiums 431 335
Internal audit fees 3387 2981
Fidelity guarantee and professional indemnity insurance 475 445
Forensic fees 2466 - 3792
Legal fees 4080 3759
Marketing fees 15340 22 644
Meeting expenses 236 419
Motor vehicle expenses 938 1316
Office rent 2293 2011
Personnel and related costs 137 716 130 175
- Salaries and related costs 129 146 123 032
- Provident fund contributions 8570 7 143
Penalties - - 188
Postage and printing 3981 3655
Principal Officer Fees (Note 20} 6188 6050
Regional office infrastructure, facilities and support 360 536
Rentals of office equipment 392 396
Right-of-use asset depreciation (Note 3) 23584 20436
Stationery 888 1040
Strategic Projects 8 305 4 475
Subscriptions 233 29
Telephone 2963 3813
Third party recovery fees - 1838
Trustees fees (Note 20) 4315 4437
Trave! & Entertainment 1820 4951
286 901 287 165

55




(191 €) (veT €)
(c¥8) (682)
{o1e €) (o6 T)
0004 000,4
610T 0Z0T

9s

JUSWIS1RYS alo2U] aY1 Ul (S9550]) JUawedwl 12N
1eah ay1 Buninp 1Jo ua1ium s1gap ped : ppy
Jeah ay1 Suunp (pasies) suoisiaoid 19N
S2IqEAIRdal aIedYIedY Uo saLaA0dB) [ (sesso] Juautedun) 18N TFT

BWaYIS

au1 Ag panladas aq [|IA SIUNOLUE 3S3Y) JAYIALM LIEHIIUN S| 11 Se paliedw] uaaqg SABY SWa)l 253y ||y (LIOTY) Hewapel] plRIyspalAl syl pue (Wg gy) swiep) aouRngLly JeJpsiy 341 o1
pa1e[a] posies SWajt SWodul AIpuns Jaylny s1am a1ayL (Wg oY) $32) Bun|nsuco pue (W/'/Z4) S8} y21easal (WEQTY) 5293 921sn1) 0 Pale|aJ 3LWodU] AIpUNS 3yl pasiel SIS AY L “siapew
40 JaQWINU € UO UONIE [283] INUISUI 01 BWISYIS Y3 0} SPAIIBIIP PANSS] WIS [EDIPSIAl 10} [1UNO) 343 Agataym pouiad diysiolena ay) 01 Ajuewnd 1eja] stusuuedw) 101430 AJpuns

{655 £9) (TT) (£L292) {60 1) {099 19) (156 7) (£¥T S)

€69 E €9c 1 44} el - BET LT6T pouad ay1 Bulnp pasiaA3J SJUNOLWE pashun
{600 9) (ST 1) {egz) {£z9) - {800 T) (£56 ) 1224 2U1 Suunp apew suoisinold [euocIppy
(9t£2) 80¢ {rzr) {wor) - (698) (ov0 1) Jeah ay1 Suunp (pasies)/pasianal suolsiaold 19N
(e8¢ 19) {6vE) {905 2) (665} {099 15) (z907) (£0T ¥) soueleq uluadQ

felol sguineg s101g9p suojHod s101qap Aipuns slaquiawl sdnoto
1apinosd s1aqualy a1enlld Jahojdwz
$10302pP UGN LIILD)

000.4 000.4 0004 0004 0004 000, 0004 6T0¢ 12quiddaQ TE
(¥rs 99) [E2] {s18 2} {895 T) {099 15) {eos €} {959 9)

5819 TT0T S0t 08¢ - ELE 918 pouad syl Sulnp pasiaadd sjunowe pasnun
(0££ 6) (£T6) {g6t) {sss) - {vve 1) (szE9) 1eaA ay1 Sulnp apew suoisiaoad [BUOIIPPY
(s¥6 2) 26 {28T) (s£%) - {t/8) (605 T) Jeah ay1 Sulinp (pasied}/pasiaaal suoisinoid 12N
(665 £9) (Tt1) {279 72) (60 T) {099 19) (te62) {£¥1 ) 2ouejeq Suluado

|elol s3ulneg sJojqap suonod sioyqap Aipuns HEREDT sdnotgy
13pnod s1aquisiy aeAkd 12Aojdwiz
$J0}{ap UoRNgLIUC)
000.4 0004 0004 0004 0004 0004 0004 0207 1aqudiad TE

sa|gqea1adal Jo sjuauniedw Joj uoisiaond b1

0707 49quia3ag TE papua ipak ayy iof
SINIWALYLS TYIDONVYNI4 IHL O1 ST1ON

FWIHIS TVOId3IN aT3IHSA3IN



MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

2020 2019
R'000 R'000
15 Investment income
Interest income 84790 81 981
Interest on financial assets 82935 79195
Interest an cash and cash equivalents 1855 2 786
Net realised gains on disposal of financial assets 15633 8 589
Realised gains from debt instruments : 23 896 10303
Realised losses from debt instruments (8 263) (1714)
Dividend income ' 47 507 44 546
147 930 135116
16  Sundry income
Consulting fees from former Trustees recovery - 1527
Sale of old furniture - -
Fraud recoveries 5356 4528
Unallocated deposits written back after prescription / bad debts recovered - 382
5356 6437

17  Contingent assets:

a. Action has been instituted against Calabash Health Solutions (Pty) Ltd {In liguidation) and its former directors regarding the
potential recovery of the amount of R46.2m relating to claims paid by the Scheme as a result of Calabash’s breach of a
capitation agreement. The matter is still being pursued by the Schemes legal representatives. -

b. The Scheme has 957 (2019: 1 162) outstanding road accident claims to the value of R111.6m {2019; R109.9m) at 31 December
2020. Due to the uncertain outcome of claims against the Road Accident Fund by members, recoveries are only accounted for
on a cash received basis.

2020 2019
R'C00 R'000
Restated
18  Cash flow generated by operations
Surplus for the year 475548 121 489
Adjustments for : ' {76 186) {100 107)
Qutstanding claims provision adjustments (25 000} 400
Asset management fees - : . 11036 10518
Investment income ' {147 930) {135 116}
Net impairment losses on healthcare receivables ' 3234 3161
Fair value adjustment for financial assets fair valued through profit and loss 33639 (2 454)
Depreciation 26204 23384
Net impairment losses on financial assets 22 631 -
389362 21382
Working capital changes
(increase} in trade and other receivables (2 200} {1699}
(Increase) / decrease In trade and other payables (7 596) 24 621
Decrease / (increase) in personal medical savings account trust liability 3486 (7 441)
Net impairment losses on healthcare receivables (2 945) {2 316}
390 107 34 547
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

19 Related party transactions

M

ity

The Board of Trustees and the Principal Officer have the authority as well as the respansibility for planning, directing and controlling
the activities of Medshield Medical Scheme. The Trustees are responsible for the affairs of the Scheme.

Principal Officer and Executive Management

Principal Officer
2020 2019
Transactions for the year: ‘ R'0G0 R'000
" Remuneration and considerations - Principal Officer {Note 20) 6188 6 050
- Total Remuneration 4030 3767
- Short-term incentive provision 2096 2147
. Other disbursements (Operational expenses)* 62 136
Medical Aid contribution and claims made to and received from the S5cheme 52 42
- Membership contributions made by Principal Officer 62 62
- Claims paid in respect of the Principal Officer {10) {20)
Balances at year-end : 2 096 2147
- Short-term incentive provision | 2006 ] | 2147 |
Key Management
2020 2019
R'000 R'000
Transactions for the year: - )
Remuneration and considerations 21 658 19 191
- Total Remuneration - 15 845 12945
- Short-term incentive provision 5515 5484
- Other disbursements (Operational expenses) 298 762
Medical Aid contribution and claims made to and received from the Scheme 159 133
- Membership contributions made by executives 240 215
- Claims paid in respect of executives (81) (82)
Outstanding balances due to related porties:
Board of Trustees 2020 2019
R'000 R'000
- Fees and Remuneration considerations 4113 3831
- Other disbursements 202 606
- Membership contributions made by Trustees 947 660
- Claims paid in respect of Trustees 927 654
- Trustee personal medical savings accounts balances 76 56

Terms and conditions of the related porty transactions were os follows:
Remuneration
This constitutes fees received by the member, acting in the capacity of a trustee of the Scheme.

Contributions 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 applicabie to members.

Claims incurred

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 members,

Member savings

The amounts owing to the related parties relate to medical aid savings balances to which the parties have a right. In line with the
Scheme rules, these balances no longer earn interest. The amounts are all current, and would need to be payable on demand
should an appropriate claim be issued, or the member exits the Scheme.
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

22

23

Critical accounting judgments and areas of key sources of estimation uncertainty

Certain critical accounting judgments in applying the Scheme's accounting policies and 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.

' The ultimate liability arfsing' from cloims made under insurance contracts

There are some sources of estimation uncertainty that need to be considered in the estimate of the liability that the
Scheme will ultimately pay for such claims. Initial estimates are made based on calculations on reported claims and
derived as the claims process deveiops. All estimates are revised and adjusted at year-end by management. Refer to -
Note 7 for the method used to calculate the outstanding claims provision.

Fair value of financial assets

Refer to the accounting policy for impairment of financial assets {Note 1.7) for the criteria used to assess impairment
of debt securities.

Impairment of financial assets

The loss allowances for financial assets are based on assumptions about risk of default and expected loss rates. The
Scheme uses Moody's Analytics which produces a set of macroeconomic forecasts for South Africa that considers the
historical accuracy of various forecasters to identify reliable sources. These are incorporated into their GCorr
macroeconomic forecast set. Based on research conducted by Moody's, they recommend the use of their Baseline,
Stronger Near-Term (S1) {"Bullish"), and Moderate Recession (S3) ("Bearish") forecast sets weighted 40%, 30%, 30%
respectively for a forward looking adjustment for the purposes of IFRS 9. Moody's consider both public and private
South African company defaults in this research. The methodology does consider the industry of the asset and
includes the calculations likely volatility of that industry to the average impact on the South African economy.

Covid-19 has had a fundamental impact on the economy and forecasts were updated to reflect this. Moody's do not
disclose the specific macroeconomic variables that they have found to be best predictive of changes in credit risk in
South Africa, but do provide indicators of the impact of certain of their measures. Under all three scenarlos South
Africa will experience a contraction of GODP. GDP {and debt to GDP) is the single most significant macroeconomic factor
used in the model. GDP assumptions by nature are uncertain and therefore the GDP assumptions contain the most
significant uncertainty. ' '

Lease liabilities

The Scheme calculates its lease liabilities on all operating leases. The future lease payments are determined for the
period of lease. The net present value of the future lease payments is calculated using the incremental borrowing rate.
The sum of the present value of the leases determines the lease liability. The period of the lease is three years in
accordance with Scheme policy. The incremental borrowing rate was determined using information obtained from the
Scheme's bankers, Nedbank, which was prime less 0.5% for computer and office equipment and less 1% for property
leases {(Note 3)

insurance risk management
Nature and extent of risks arising from insurance contracts

The Scheme issues contracts that transfer risk to the Scheme from the members. This section summarises these risks
and the way the Scheme manages.them.
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

23 Insurance risk management {continued)
Insurance risk - description of benefit options

The types of benefits offered by the Scheme in return for monthly contributions are a mix between traditional and
savings options as indicated below:

In-hospital benefits cover all costs incurred by members, up to the member's benefit limit, whilst they are in hospital
to receive pre-authorised treatment for certain medical care.

‘Chronic benefits provide cover to members limited to their specific options as prescribed by the chronic disease list,
When limits have been reached, additional benefits per option as registered by the Council for Medical Schemes are
. made available to members and will be paid in accordance with Scheme rules,

Day-to-day benefits cover the cost (up to Scheme approved tariff) of all out of haspital medical attention, such as
visits to general practitioners and dentists as well as prescribed non-chronic medicines,

The MediSaver and Premium Plus options include a savings benefit to cover day-to-day costs.

The above benefits a're extended to the principal member and their dependents based on their elected benefit
option.

Risk management objectives and policies for mitigating insurance risk

The primary insurance activity carried out by the Scheme assumes the cost of healthcare provision to members and
their dependents, The risks relate to the health of the Scheme members. As such the Scheme is exposed to the
uncertainty surrounding the timing and severity of claims under the contracts, The Scheme also has exposure to
market risk through its insurance and investment activities.

The Scheme manages its insurance risk through benefit limits and sub-limits, approval procedures for transactions
that involve pricing guldelines, pre-authorisation and case management and service provider profiling.

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

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. Medical scheme regulations do not permit selection of risk by explicit risk
rating, e.g. rating by age or medical health. The structuring of options enables the Scheme to attract and discourage
certain risk. However all options must contain prescribed minimum benefits.

Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount of risk, location
and demographics of members covered.,

Insurance risk - Demographic Analysis

Age grouping {in years)

Current year claims :
2020 2019
Claims expenditure Claims expenditure
Nurber of _ Number of
Beneficiaries - Male " Female Beneficiaries Male Female
R'000 R'000 ) " 'R'000 |- R'000
<25 54217 162 332 168 915 54 217 197 828 206 538
26-35 19954 75112 171248 19954 87782 171374
36-54 29 249 225948 297971 33249 235188 330555
55-65 29 499 360 308 417 624 31499 393130 401 373
>65 18 056 401 206 440 5325 20 077 467 762 530 886
150 975 1224 506 1496 283 158 996 1381690 1640726
Grand Total 2721189
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

23 Insurance risk management {continued)
Frequency and severity of claims

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

Sources of uncertainty in the estimation of future claim payments

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

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 vears and, as such, it is believed that this reduces the variability of the outcome.

The strategy is set out in the annual business plan, which specifies the benefits to be provide'd by each option, the
preferred target market and demographic split thereof. The Scheme has the right to change the terms and conditions of
the contracts at renewal. Management information including contribution income and claims management information
including claims ratio by option and target market demographic split, is reviewed monthly.

The main risks addressed by the Scheme in determining the contribution rates and benefits of the Scheme's different
options are summarised below:

- Only part of the year's data is available when the pricing exercise is performed and for the last three treatment
months a substantial portion of the claims will be outstanding {i.e. either not yet submitted or submitted but not yet
paid).

- Adjustments would then need to be made for outstanding claims. This would mean applying factors derived from this
year's and previous year's data. There is a risk that these claims are either overstated or understated.

- Projections of claim amounts need to be made for the remainder of the current year. This would involve using
seasonality adjustments, which may differ from year to year. There is a risk of the actual experience being different
to the projected experience.

- .Assumptions need to be made regarding future medical price inflation and increases.in. benefit utilisation as.a result
of factors such as ageing of the membership and medical advancements. There is a risk that actual experience will
differ from these assumptions.

- Expenses and fees will be loaded into the contributions. The risk is that the budgeted values may differ from actual
costs incurred by the Scheme.,

- Implicit currency projections need to be made due to the import of medicine, medical equipment and the
potential volatility of the exchange rate makes this uncertain.

- Changes in benefit design need to be allowed for. This may be difficult if the design differs significantly from that
previously offered by the Scheme.

- The risk exists that the actual changes in the Scheme's and each of the option's demographic profile will differ from
those allowed for in the assumptions.

- Allowance has been made for the possible effects of changes in the legislative and market environment. Thereis a
risk that these allowances have been over or understated.
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23 Insurance risk management {continued)

Risk transfer arrangements

The Scheme entered into a capitation agreement with Netcare Hospitals (Pty) Ltd trading as Netcare 911 (refer
Note 12). The capitation agreements involve transfer of risk and are, in substance, the same as a 100% quota
share reinsurance treaty.

According to the terms of the capitation agreements, the suppliers provide certain minimum benefits to certain
Scheme members, as and when required by the members. The Scheme does however remain liable to its
members with respect to ceded insurance if any supplier fails to meet the obligation it assumes.

When selecting a supplier the Scheme considers their relative security. The security of the supplier is assessed
from public rating information where applicable and from internal investigations, and reviewed on an on-going
basis.

Sensitivity of the Scheme's financial position

According to the Medical Schemes Act of 1998, the reserve levels of Schemes must be equal to or exceed 25% of
net contributions {i.e. including savings contributicns).

The table below indicates how sensitive the Scheme's results are to changes in the claims experience:

Change in
variable 2020 2019
% R'000 R'000
Actual surplus for the year ' 475548 121 489
Surplus after change in claims experience 1% lower 502 759 151713
Surplus after change in claims experience 1% higher 448 336 91 264

Prescribed minimum benefits {(PMBs)

The Scheme has a robust process in place whereby it analyses, verifies and adjudicates PMB claims before being
paid in accordance with the cost of the claim so as to, as far as possible, prevent fraudulent and incorrectly coded
claims from being paid. The process followed is in line with the registered Scheme rules.
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24 Financial instruments by category

The accounting policies for financial instruments have been applied to the line items below:

Assets as per statement of financial position

31 December 2020 R'000 R'000 R'000 R'000
Category Loans and Financial assets Insurance Total carrying
receivables receivables amount

Finahcial assets (Note 4) - 2245744 - 2245744
Trade and other receivables (Note 5} (323) - 32095 31772
Cash and cash equivalents (Note 6) 248 207 - - 248 207

247 884 2245744 320095 2525723
31 December 2019 R'000 R'000 R'000 R'000
Category Loans and Available-for- Insurance Total carrying

receivables sale financial receivables amount
assets

Financial assets (Note 4} - 1899 434 - 1899 434
Trade and other receivables {Note 5) (424) - 29 996 29572
Cash and cash equivaients {Note 6) 157 193 - - 157 193

156 769 1899 434 29996 2 086 199
Liabilities as per statement of financial position
31 December 2020 R'000 R'000 R'000
Category Financial liabilities Insurance Total carrying

at amortised cost payables amount

Lease liabilities {Note 3} 21072 21072
Medical savings (Note 8} 164 993 - 164 993
Trade and other payables {Note 9) 60 652 106 803 167 455

246 717 106 803 353520
31 December 2019
Category Financial liabilities Insurance Total carrying

at amortised cost payables amount
Lease liabilities {Note 3} 37 469 37 469
Medical savings (Note 8) 161507 - 161 507
Trade and other payables {Note 9) 51740 123 311 175051
: 250 716 123 311

374 027
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25 Credit quality of financial instruments

The credit quality of financial assets that are neither past due nor impaired can be assessed by referance to information
about counterparty default rates:

Trade receivables

Members do not have external credit ratings. The members are split between groups and private. During the 2020
financial period there were 9,767 (2019: 10,208) new members and 76,998 (2019: 79,757) that existed during the
financial period. Of these 7,424 (76%) [2019: 8,385 (82%)] of the new members and 58,418 (76%]} [(2019: 62,041

{78%)] existing members {older than a month) were not suspended during the financial period due to non-compliance of
credit control rules. Suspension for new members was 2,343 (2019: 1,823) and for members that existed at the
beginning of the year was 7,581 (2019:7,291).

31 December 2020

R'000 R'000
Group Private
members members
Fully performing and not impaired (active members between 0 to 30 days) 17 992 6112
Past due but not impaired (between 30 to 60 days) 2 830 26
Past due and impaired {60+ days for active members and all left members) * _ 6657 : 3801
' 27 479 9999
31 December 2019 R'000 R'000
Group Private
members members
Fully performing and nat impaired {active members between 0 to 30 days) 15990 6822
Past due but not Impaired (between 30 to 60 days) 1947 87
Past due and impaired (60+ days for active members and all left members) * 5 147 2 53'2
23084 9 836

* As per the credit control policy of the Scheme, only active members over 60 days and resigned members are impaired.

Cash and cash equivalents
Cash and cash equivalents are held with Nedbank and Standard Bank {Lesotho). The ratings for Nedbank as financial
institutions {per Moody's rating } are P-1 for Moody's short term rating and BaZ2 for their long term rating and for -

Standard Bank Lesotho are P-1 for short-term and Ba2 for long-term.

Financial assets

Credit ratings obtained for certain debt and money market instruments included in portfolio investments are
summarised as foliows: '

Rating = ..R'000

Instruments guaranteed by the government of the RSA zaAAA : 314 327
Debt instruments - Other zahAA 368979 |

Long-term money market instruments zaAA 311123
995429

The above information was based on the average credit ratings of the instruments as communicated to the Scheme by
the relevant fund managers (Sanlam, Prudential, Argon & Allan Gray). The credit ratings used by the asset managers
were provided by Meody's and Standard & Poor's.
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25

26

26.1

Credit quality of financial instruments {continued)
Financial assets (continued)

Management is satisfied with the quality and suitability of the asset managers and their performance as mandated by the Board
of Trustees.

Financial risk management

Financial risk management strategy and policy

. The Scheme's overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise

potentially adverse effects on the financial performance of the investments that the scheme holds to meet its obligations to its
members. Certain risk management and investment decisions are made under the guidance policies approved by the Board of
Trustees. The Board of Trustees provides written principles for risk management, as well as written policies covering specific
areas, such as interest rate risk, credit risk and investing excess liquidity.

Based on the nature of the Medical Schemes industry, the assets are considered to be the capital of the Scheme. The Scheme
ensures, on a monthly basis, that it complies with regulation 30 and annexure B of the Act. The current investment structure is
that 30% of total assets are held in equity, 30% of total assets are held in bonds and the remainder held in interest bearing assets
and other asset tvpes .

The investment objectives are:

to ensure that there are sufficient funds to meet benefit and operating expense commitments as they fall due;

to make adequate provision for possible long-term adverse claim experience;

to manage risks such as exposure to adverse exchange rates;

to manage the risk of diversification and credit rating/evaluation of third parties;
- to satisfy regulatory requirements in respect of the Scheme's investments;

- and to achieve an investment return of CPI + 4% (net of costs) on funds held in the investment portfolio (excludes cash and
money market fund balances) over a three year rolling period, whilst minimising the potential for capital loss over any 12 month
period as well as achieving a return equal to STeFi on funds held directly in cash and money market type funds.

Financial risk factors

2020 2019

. . _ 'R'000 R'000

Instruments exposed to Interest rate risks 1180147 821 667
Instruments exposed to Price risk 1 065 597 1077 767

The Scheme's activities expose it to a variety of financial risks including market risk {fair value interest rate risk, cash flow interest
rate risk and price risk) credit risk and liquidity risk. The risks arise from open positions in interest rate and equity products all of
which are exposed to general and specific market movements.

(i) Cash fiow and fair value interest rate risk

The Scheme's investment policy s to hold the majority of its investments in interest bearing instruments. The Scheme's income
and cperating cash flow are therefore substantially influenced by changes in market interest rates. Investments in [nterest
bearing instruments issued at variable rates expose the Scheme to cash flow interest rate risk {i.e. loss of income if the rates
decrease and increase in income if they increase). Investments in interest bearing instruments issued at fixed rates expose the
Scheme to fair value interest rate risk {i.e. movement in interest rates would have a direct effect on the fair value of the
instruments}. :

An increase or decrease of 1% (100 basis points) in market interest raies on money market instruments and cash and cash
equivalents at 31st December 2020, with all the other variables remaining constant would increase or decrease the Scheme's
accumulated reserves by R 10 408 581 {2019: R 7 291 850).

73




vL

YEP GEET (¥8s v1) T09 11 %E'S %0°C-

9L 9PET (z6T £} £68TCL %E'9 %0 1-

8TOPSET - S8BT 621 %L %0'0

QI 19T bl L LIV 9EL %ES %0'T

TO9B9ET 8S ¥1 69. el %E'6 %0°¢
Spunj pa1enWNIdY 1oedwn anjea Jjed anjea Juiso)d paisnipy uinjal Xapuj adueyd % .

0004 0004 0004 6T0Z 1oaquiadaq 1€
Isv [8V 1 {£1802) ¥00Z01T %b'E %0 C-

098 Lov 1 {60¥ OT) 6rr0E0 T %b'v %0 T-

69¢ 805 T - 8930101 %¥'S %00

LL98TST 60F 01 L9 TS0T %9 %01

LB806ES T LT8 0L S/9T901T WYL %0
Spuny paie|nwnNIdY wveduw) anjea neq anjea Suisop paisnipy uinjal Xapu| 23uey) %

0004 0004 0004 0zZ0¢ 1equiadag T¢
SRT 6ZL Z66 TLS €99 0€S 95T 6T0T 1oqwadaqg 1€

8S20F0T TS99 26 €99 s LT 0207 19qwadag 1€

*
yse) [ejoL spunyj }ayaew Asuoy MO4I53 Ul P[RY SIUNOJIE JU3LIND [SIUNOIIE JUBLINYD

'poliad feah § B J3A0 Xapul |43 1S Y3 J0 winuue Jad s3ueyd aSelane ay) Uo paseq aie saINseaws AYARISUSS 353U L "JUNOWE BLUES 3L} A UsED POsSeaJdsp SABY PInom UoIalIp
apsoddo ayy ul a8ueyd enba ue (Wzez’ Z Y 16T0Z) 0Z0T V! WHEOY DT ¥ AQ YSed Paseaudu] 9ABY pInom 31ep SunJodas ay1 18 LINIAJ JUSWISIAUL BU] Ul 2583.10U1 JUBdIad U0

v -(uoilelAap piepuels T Aq a8UBYd PINOM UINY3J X3PUI Y1 aNjeA J2Jel Ul 33Ueyd pawwnsse %T AI9A3 10} '3'1) UOIIRIASD PJEPUR)S SU3 ST LIN1SL Xapul Ul a8ueyd e jo 1padsal
ul 98UBY? 9% J0) Pasn (PO ay] "SIUB|EAINDS YSED pUE LSED PUB SJUSLUISSAUL JO JU3UOMWIND Yses aly) IO} X3pU 1331 3Y3 JO JUBLIBAOL 34 Uo paseq 5| sishjeue A3AINSURS 3Y )
sy :S1sApoun AYAIISUIS - §S1 Jaxapw anjon o4 (1)

“(UoHIW G69Y *6T0T) UONIW 979y 0 s 231id ANnba 01 Pasodxa SIUBLUISDAU] SEU SWAYIS SYL SWAYIS
8Y1 Ad 195 SHWI| SYI YHM IDUBPICIIE U] SI UOIIBIYISISAIQ "SPUCQ PUE SJUILLNIISUL 12X ew A3uow Buipnjaul Aq oljojiiod S S3ISIBAIP BWBYIS Y3 Y51 a3Ld 53 aFeurw
o[ "sannba ul play SIUSLIISIAUL JO 3sneaaq ysu 3aud Ajlanaas Aunbs o} pasodxa s SWaYIS 3yl “papel) Ajaignd aJe 1843 S2RILL JBY0 40 ALNDS Ul S5159AU] BWBYIS YL

ysu aad (1)

(ponunuoa) sio3oey Ysi [ePPUBUY  T°9T

{panunuoa) Juawadeuew ysH |eldueuld - 9

0Z07 412qWa2ag TE papua 1paA ay1 Jof
SININILYLS TVIONVYNId FJHL OL SALON

JINFHIS T¥DI1A3N A13THSAIN



SL

L9S9TET (I5¥ /€) 44414 %L - %0'ST-

Z6C SEET {9z BT) 616 0EC %3¢ %45°L-

QTOPSET - QL9 6¥C %E0T %00

EvLZIET 9¢L 8T 00f 89¢C %R /LT %S°L

697 T6E T TSV L€ 9¢T L8T %E'SE %0°ST
SpUNy pPaleINWINY pedwi anjea.lled anjea Suisoa paisnipy uJin3al xapuj adueyd %

0004 000,38 000.4 . 6T0¢ 1oquadag TE
¥¥T 0SP T {rz1 85) TLE 62€ %' 9- %0'ST-

L0Z 6LV T {290 67) ¥E¥ 85¢ %e'T %S /-

69¢ B80S T - 96¥ /8¢ %4°8 %00

CEELEST 290 62 895 9T+ %Z 9T %S'L

€6£995 1 T 85 079 St %LEC %0'ST
Spunj palenwnady 1redw anjea djeq anjea Sujsopy pasnipy uinad xapuj a3uey) %

0¢0Z 1Pquiadad 1€

S/9 6% 5.9 6¥C 6TOC 18qWalad TE

961 /8¢t 961 /8¢ 0207 soquiadaq 1g
spuoq [e10} spuog

‘poliad Jeah

G B JAAC Xapul puog [|Y 24} J0 wnuue Jad a8ueyd aFe.iane sy UO Pase( e saINseal AALISUDS 8say L *JeaA LIES 10} 13qLIRIBQ TE 18 a|qedldde (%0 pue %S L ‘%ST ‘610Z)
0ZOZ 10} %0 PUB %5°/ “%ST SUIMO|[0) Y1 UO LINIBL XBpUl 3Yl 01 ueyd ay1 1e Sunjoo| Aq palen|eas udaq sey 1edwiay] xapu) puog ||V Syl Se Saseq Jejiwis e uo parydiam
aJe $31314n935 Sujieaq 1$8133U1 S,9LU8YIS YL JBY] paLINsse s11| "p[ay ojjojod 3y3 jo pue AJ[IIB|OA JUSLIND BU3 1O aAnejuasaldal s1UOIEIASP pJepuelsS 1Byl pue Xapul

puog (|v 2431 o1 Jejiuns palySiom sy ojjojod 1P 5,9WSYIS Yl 18Y] PAWINSSE 51 "elep 1sed Suish AjljigeLIeA Sunseaw Jo) a(qeUNS OS|E 511 "AMAIISUIS 9JUaY pUE Aljigeniea
JO 3Unseaw e se Aud)dwis 11 03 NP si (3pow siyy Buisn 1oj uoseas 3y “(Uonesp piepuels T Aq 28UBYD PINOM LIN3B1 X3PUI 3Y) ANjeA 131l Ul 33ueyd pawinsse %T Al
10} *81) "UOIBIASP PIEPLIRIS DU S| LIMAJ Xopul ul 98ueyd e jo10adsal ul 9a1d uf aBUBYD % 104 PISN [JPOLU AY ] - *spuag pajenb jo sadueyd 3o1d sy} Ag paInsesw 3.10ja18Y}

SI UINJA. X3PUI 3] "a8UBYIXS puUOq AU} UC Papell SPUOG 3yl Jo cljofiod pajy3iam e 51 xapul Puog ||V-SYL "Xapul puog (I Y1 U0 JUILSAOW 341 Lo paseq S| AjAanisuas ay|

spuog :sisAjpun AJnnisuas - Ysi 38YJouw anjoa ipd (111}
{panunuoa) siopde} ysu [B13UBUL 19T

(panunuod} Juawadeuew S| [eRUBULY - - 9

0Z07 12qQWia23g [£ papua 4paAh 3y iof
SLINIWAILYLS TYIDNVYNI4 JHL OL S31ON

FTHIS TvIId3W G13IHSAIN



9L

SH0 2ET T foce £z€) LEV ¥SL %0°8T- %0¢-

T8 6ECT {gss 512) vizZ €98 %0'8- %0¢-

665 LPET (L££ L0T) 066 696 %0'C %0T-

BTOPSET - [92 LL0T %071 %0

79T 8951 LLLLOV rESRT 1 %0°¢C %01

6260491 €99 91 0ZEE6CT %0°ZE %0T

90L8LL T QEE £CE 6O TOF T %02k %0E . .
Spun} pajenwniny edw) anjea e anjea uisopd pasnipy uIn}as xapuj agueyd) %

000,4 0004 0004 6T0Z Joquiadag Ig
065 88T T (6£9 6T€) 816 S/ %0ET- %0€-

0STS6CT. (61T €12) 8Lt TSR %0'ET- %0¢-

60L TOV T (095 907) 80 656 %0 €- %0T-

697805 T, - /655901 %0°L %0

68191 095907 LSTCLTT %0 LT %0T

BRETTLT 6TT ETT LELBLTT %0 LT %0T

6 LT8T 6/961¢E [LES8ET %0°LE %0¢
Spuny pae NNy edwi anjea Jsie4 anjea Suisop paisnipy uinias Xapu| asueyd %

000.4 000,4 000,34 0T0T J13quadag 1L
9L 7L0T 194 LLOT 6T0Z Joquadaq 1€

/655901 £65590T 0Z0¢ 1oquuadaq 1e
sa1nb3 je1o0 sannbg :

‘poliad Jeak

€ B JSAD JUSLISAOW XSPUI SJBYS || 3Y3 10 Winuue Jad aSueyd a9e1ane 3yl U0 paseq a1e sainseat ANANSUaS 353y (6T0Z Joquadag T Suipua 1894 343 104 %0T PUB %0Z ‘%0E) 0207 13qWadaa

1€ Sulpua Jead a1 .10} %0T PUL %0T '%0¢ 40 sa8ueyd 98e1usu5d Suimojoy 2U3 uo paseq an|ea Jje) 01.33ueld By} e Supjoo| AQ paien|eas ueaqg sey 1edwi all ‘plaY ojofod 43 JO PUE ALIIIE|OA

. WALND 31 JO BANEIUSSS.AS. 51 UOIEBP PIEPUESS 1841 PUR XSPUI 2JBYS || 241 03 Jefiwis paiydiam st onojuiod Alnba ;58405 3y 1Y) pawunsse s 1| "E1ep 1sed Buisn Appiqenena Buidnseawl
10} 3|geUNS os|e S17| "ANAINSUSS 83Uy pUB AY|IQRLIBA JO SunseaLW e se ARdljduis sH 03 3np SI [Ppow siy] Bulsn 10j Uoseal Sy -(uoienap piepuels T Ag aBueyd pinom WINIa) XSpUL 343 SN{eA Jox ew
Ul 95UBYD PILINSSE 9T AI9AS J0J “D']) UOIIBIASE pJepuels 311 St UIN1al Xapul ul 35UBY3 e jo 10adsal ul aSueyD % 404 PISN [2pow 3y} "sadeys pajonb o sa8ueyd ao1ad ay1 Aq paunsesw a10ja1a)

§1 UIN12J X2pUl 2y 1 "3S( DY UO pape.] s3Jeys palsl ayl ||e L0 oljoiiod palySiam e 5] x3pU| S4eys ||y YL "X3pu| 3Jeys |1V P21LBI2 AN Y3 JO JUBLUACIL 3] UD PIsE( S SISA|eUe AUALYISUSS 31

sannb3 :sisAjoun APnJNSUaS - ySu 3a)souw anjpn a4 {i1)

{panuizuoa) sio1ae] )sH |eaueul  T°92

{panuiuo) Juswadeuel YsU [eUBUY 9T

0707 12quia23d 1§ papua 1paA ayl 10f
SINIIATLYLS TVIDONYNI4 JHL OL S31ON

AWIHDS 1VII1Q3N a13IHSAIN



MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26  Financial risk management (continued)
26.1 Financial risk factors (continued)
{iv) Currency risk

The Scheme operates in South Africa and therefore its cash flows are denominated in South African Rand {ZAR). The
- exposure of the Scheme's solvency to foreign currency movements was 8.77% (2019: 8.72%). This was due to the
Scheme's assets being invested in bonds, cash and money market instruments on international markets . The Scheme's
. reserves are managed in compliance with Regulation 30, which limits offshore exposure and excludes investment in
- offshore eq’t.iities. The Scheme's underlying investment portfolios can, and will, hold Rand hedge securities.

{v) Credit risk

Credit risk arises from cash and cash equivalents, contractual cash flows of debt financial assets carried at fair value
through profit and loss {(FVPL) and debt financial assets carried at fair value through other comprehensive income
{FVOCI). as well as credit exposures to members, including outstanding receivables {insurance and non-insurancel.

a) Risk management -

Credit risk is managed on a Scheme level. For financial assets, the Scheme invests only in those financial instruments . .
that are in compliance with Regulation 30 of the Act. Cash and financial asset transactions are limited to high credit
quality institutions with high credit ratings. The Scheme manages the credit risk specifically relating to trade and other
receivables, by ensuring it applies a clearly defined credit policy per category of debtor. For credit quality assessment
of financial assets refer to Note 25.

In terms of the Act, contributions are required to be settied within three days after they become due. Direct paying
members {(DPM’s) are invoiced in advance and if they are cash paying, they are suspended after 30 days if the
contribution is not received. DPM's paying via debit order are suspended when the debit order is rejected, thereby
reducing credit risk. Groups are suspended after thirty days. There is significant concentration of credit risk through
exposure to the mining industry.

The Scheme's investments in debt instruments are considered to be low risk investments. The credit ratings of the
investments are monitored for credit deterioration.

b) Impa?rment of financial assets
The Scheme has two types of financial asset that is subject to the expected credit loss model, being debt investments

carried at fair value through other comprehensive income (FVOCI), and debt investments carried at fair value through
profit and loss (FVPL):

Debt investments carried at fair value through other comprehensi\re income

Insurance and non-insurance trade & other receivables are subject to the impairment requirements of IFRSS and the
impairment losses have been included in Note 14.

While cash and cash equivalents are also subject to the impairment requirements of IFRS9, the identified impairment
loss was immaterial.
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26  Financial risk management {continued)
26.1 Financial risk factors {continued)

{v) Credit risk {continued)
Debt investments at fair value through other comprehensive income

Expected credit losses on the debt investments (fixed income investments} and money market investments were

measured on the general approach. The general approach of IFRS9 requires an assessment of the relevant stage. For
" stage 1 assets, one-year credit losses are measured. For stage 2 & 3 assets, lifetime losses are applied. An asset would
- normally be in stage 1 upon acquisition and move to stage 2 if there is a significant increase in credit risk {SICR).

The trigger for a SICR is a downgrade of the international scale rating by 2 notches or more since the acquisition of the
asset by Moody's Investor Services. The appropriate rating to use in determining a SICR is the global scale. All ratings
are global, long-term, senior unsecured ratings. Where only local currency ratings are available, these have been
mapped to an equivalent global rating. The rationale for this, is that there were two downgrades in 2020 in quick
succession, being 27th March & 20th November 2020. The implications of the 2 notch downgrade meant that South
African debt was downgraded from Baa3 (investment grade) to Ba2 (sub-investment grade). This is the first time since
1994 {there was no rating prior to 1994) that South African debt has been sub-investment,

SICR is based on a comparison between risk at date of acquisition and at the current date. The measurements are
limited by the information provided by the asset managers that does not include original purchase date. There were
instances where there is no date of issue of each debt security. The majority of the portfolio is sovereign and bank
bonds where liquidity is relatively high and the assets could have been purchased at any time. For the smaller number
of corporate bonds, there is less market liquidity and it is likely that they were subscribed to an issue. There is portfolio
data since 2018, so it was possible to determine which assets were acquired since then.

~ All of the Scheme's debt investments carried at fair value through other comprehensive income are considered to have
low credit risk. All the instruments are listed on the Johannesburg Stock Exchange {JSE) and all have credit ratings. Debt
investments are managed by the relevant asset managers. Due to the two notch downgrade, thus triggering a SICR,
there was a loss allowance recognised during the period. The loss allowance for debt investments at FYOCl is :
recognised in profit or loss and in the fair value through other comprehensive reserve (debt).

The loss allowance for debt investments at FVOCI as at 31 December reconciles to the opening loss allowance as

follows:
2020
R'000
Loss allowance at at 1 January and 31 December 2019 -
Increase in loan loss allowance recognised in profit or loss during the year 22631
Closing loss allowance as at 31 December 2020 _ _ 22631

The Scheme’s principal financial assets are cash and cash equivalents, trade and other receivables, financial assets
through OCI and financial assets. The amounts presented in the statement of financial position are net of impairments.
An impairment is made where there is an identified loss event which, based on previous experience is evidence ofa
reduction in the recoverability of the cash flows. Cash and financial asset transactions are limited to high credit quality
financial institutions with high credit ratings. The Scheme manages the credit risk specifically relating to trade and
other receivables, by ensuring it applies a clearly defined credit policy per category of debtor. For credit quality
assessment of financial assets refer to note 25. :

The ageing of trade and other receivables has been included in Note 25. The provision for impairment losses has been
included in Note 14.
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS -

for the year ended 31 December 2020

26-

Financial risk management {continued)

Financial assets at fair value through profit. or loss

The Scheme is also exposed to credit risk in relation to debt investments that are measured at fair value through profit or loss. The
maximum exposure at the end of the reporting period is the carrying amount of these investments {R786m; 2019 - nil).

{vi) Liguidity risk

Liquidity risk is the risk that the Scheme will not have sufficient liquid funds available to settle financial obligations as they fall due.
The financial liabilities have been aged according to cash requirements to service the debt. The short-term financial liabilities of the
scheme consist of claims made by members which have not been processed by the Scheme, savings refundable to members, claims
payable to members and service providers processed by the Scheme at year end. The outstanding claims provision is based on
contractual agreements between the Scheme and its members and is not discounted. The Scheme performs a monthly cash forecast
(managed on a daily basls) based on cash requirements to service short-term financial liabilities and payment of expenses. Prudent
liquidity management implies maintaining sufficient cash and marketable securities. The availability of funding through liquid
holding cash positions with various financial institutions ensures that the Scheme has the ability to fund its day-to-day operations.

31 December 2020

LIABILITIES

Current liabilities

Lease liability (Note 3)

Outstanding claims provision {Note 7} .

Medical savings (Note 8}
Trade and other payables (Note 9)

Total liabilities

Financial assets

31 December 2019

LIABILITIES

Current liabilities

Lease liability (Note 3)

QOutstanding claims provision (Note 7)
Medical savings {Note 8)

Trade and other payables {Note 9}

Total liabilities

Financial assets

R'000 R'000 R'000 R'000 R'000 R'000
Between 3
tol Bet
Up to 1-3 Months | months and a atween 1 Qver 5 Years Total
month and 5 years
year _ _
19 841 1231 21072
103 638 54418 16944 - - 175000
- 164 993 - - - 164 993
167 455 - - - - 167 455
271093 219411 36 785 1231 - 528 520
1049 835 68186 234571 481 341 411811 2 245 744
R'000 R'000 R'000 R'000 R'000 R'000
Between 3 :
U enl
ptol 1-3 Months | monthsand a Between Over 5 Years Total
month and 5 years
year
- - 20 525 16944 - 37 469
127513 31708 40779 - - 200 000
- 161 507 - - - 161 507
175051 - - - - 175051
302 564 193 215 61304 16944 : - 574 027
1541671 30065 86 825 68 851 172023 1899434
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26 Financial risk management {continued)
26.1 Financial risk factors {continued) 7
{vi} Liquidity risk {continued)}
A significant portion of the Scheme's investments are exposed to the change in the market interest rates.

The table below summarises the Scheme's exposure to interest rate and price risks based on the maturity dates of the relevant

investment.
31 December 2020 R'000 R'000 R'000 R'000 R'000 R'000
Up to 1 Between3 |Betweenl
P 1-3 Months |monthsandal and5 |Owver5 Years Total
month
year years
ASSETS
Financial assets (Note 4} 1049 335 68 186 234571 481341 411 811 2245 744
Cash and cash equivalents {Note 6) 248 207 . . . . 248 207
1298 042 68 186 234571 481 341 411 811 2493 951
31 December 2019 R'000 R'000 R'000 R'000 R'000 R'000
Up to 1 Between 3 |Betweenl
P 1-3 Months |monthsanda| and5 |Owver5 Years Total
month
year years
ASSETS
Financial assets (Note 4) 1541671 30 065 86825 68851 172023 1899434
Cash and cash equivalents (Note 6) 157193 - - - - 157 193
1698 864 30065 86825 68 851 172023 2056 627
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26

26.1

Financial risk management {continued)
Financial risk factors (continued)
(vi) Liguidity risk {(continued)

Fuair value estimates

Refer to Note 1.7 regarding the determination of financial assets.

-+ The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less
than one year approximate their fair values.

Investment in structured entity

The exposure to investments in Investee Funds at fair value, by strategy employed, is disclosed in the following
tahble.

. These investments are included in financial assets in the statement of financial position.

2020

Stanlib Corporate Money Market | _ ‘ ) o

Fund B4 o 398 48 160 700 134 668| 0.28%
Stanlib Enhanced Yield Fund B3

{Previously Cash Plus} 772 50037 312 127 090 0.25%
Allan Gray Life Stable Medical

'Scheme Portfolio 19 2420723 538 636 27.50%
Total - 791 52 458 035 665727 1.27%
2019

stanlib Corporate Money Market ‘

Fund B4 ~ 545 37 721 255 88937 - 0.24%
Allan Gray Life Stable Medical

Scheme Partfolio. e 19 2538886 . 603305 . . 27.27%
Total - - — 564 40 260 141 692 242 1.72%

FAIR VALUES OF FINANCIAL ASSETS BY HIERARCHY LEVEL

Valuation techniques and assumptions applied for the purposes of measuring fair value

The fair values of financial assets with standard terms and conditions and traded on active liquid markets are
determined with reference to quoted market closing prices (includes listed redeemable notes, bills of
exchange, debentures and perpetual notes). : C
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26  Financial risk management {continued)
26.1 Financial risk factors (continued)

(vi) Liquidity risk {continued)

~ The fair values of other financial assets are determined in accordance with generally accepted pricing
models based on discounted cash flow analysis using prices from observable current market transactions
and dealer quotes for similar instruments.

Fair value measurements recognised in the statement of financial position (Fair value hierarchy )

For financial assets measured at fair value, disclosure is required of a fair value hierarchy which reflects the
significance of the inputs used to make the measurements.

Level 1 fair value measurement represents those assets which are measured using unadjusted gquoted
market closing prices in an active market for identical assets.

At 31 December 2020, investments classified as Level 1 comprise approximately 53% {2019: 43%) of
financial assets measured at fair value'on a recurring basis. Fair value measurements classified as Level 1
include exchange traded prices of fixed maturities and equity securities.

Unit linked funds usually have a published price used for the previous day's transactions. Where the
valuation of the instrument is based on these observable unit prices with no significant unobservable
inputs and there are sufficient transactions to meet the definition of a quoted price in an active market, it
is likely to be classified as Level 1. However, if an insurer calculates the liability without reference to the
published price, it will fall into Level 2 or 3. Where the valuation of the liability incorporates significant
inputs influenced by management’s assumptions, such as tax adjustments not reflected in the observable
price or underlying assets and liabilities, this is likely to be a Level 3 classification.

Listed debt securities such as Government securities and Corporaie bonds may be classified as Level 1 or 2
depending on trade frequency and data availability.

At 31 December 2020, investments classified as Level 2 comprise approximately 47% {2019: 57%) of
financial assets measured at fair value on a recurring basis. They primarily include Government and Agency
securities and certain corporate debt securities, such as private fixed maturities. As market quotes
generally are not readily available or accessible for these securities, their fair value measures are
determined utilising relevant information generated by market transactions involving comparable
securities. Inputs other than quoted prices that are observable for the assets either directly (as prices) or
indirectly (derived. from prices) are applied.

Observable inputs generally used to measure the fair value of securities classified as Level 2 include
benchmark yields, reported secondary trades, broker-dealer quotes, issuer spreads, benchmark securities,
bids, offers and reference data. Additional observable inputs are used when available, and as may be
appropriate, for certain security types, such as pre-payment, default and collateral information for purpose
of measuring the fair value of mortgage and asset-backed securities.

Level 3 fair value measurements apply inputs which are not based on observable market data. Private
equity securities usually are priced based on unobservable market data and are not easily tradable and are
therefore likely to be classified as Level 3. These are often hased on model pricing techniques that
effectively discount prospective cash flows to present value using appropriate sector-adjusted credit
spreads commensurate with the security’s duration, also taking into consideration issuer specific credit
quality and liquidity. These valuation methodologies have been studied and evaluated by the asset
manager and the resulting prices determined to be representative of exit values.
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2020

26

26.1

27

Financial risk management (continued)

Financial risk factors (continued)l

(vi) Liquidity risk {continued)

FAIR VALUES OF FINANCIAL ASSETS BY HIERARCHY LEVEL {continued)

Fair value measurements recognised in the statement of financial position (Fair value hierarchy)(continued)

At 31 December 2020, there are no instruments classified as Level 3 (2019: 0%).

31 December 2020 R'000 R'000 R'000
ASSETS . | Level 1 Levei 2 TOTAL|
Financial assets (Note 4)

Money market instruments 357 768 226143 583911
Debt instruments 356 896 30599 387 495
Equities 473 943 - 473 944

Unitised investments - 800 334 800 394
. : o - ' 1188 607 1057 136 2245 744

31 December 2019 R'00D R'000 R'00D
ASSETS l Level 1 Level 2 TOTAL|
Financial assets (Note 4}

Money market instruments 94 576 388 478 433 054
Debt instruments 249 675 - 249 675
Equities . , 472 466 1997 474 463
Unitised investments - 692 242 692 242

816 717 1082717 1859 434

Copital adequacy risk

The Scheme's objectives when managing capital are to maintain the capital requirements of the Act, and to safeguard
the Scheme's ability to continue as a going concern in order to provide benefits for all the stakeholders. The risk arises
that the reserves are insufficient to provide for adverse variations of actual and future expenditure. The Act requires a
minimum solvency ratio of accumulated funds expressed as a percentage of net premiums to be no less than 25%. The
Scheme's strategy was to maintain a solvency ratio of above the required 25% and a AA- credit rating. The Scheme's.
solvency ratio at 31 December 2020 is 52.6% (2019: 39.6%) with a rating of AA-(2018: AA-) Stable.

Legal risk

Legal risk is the risk that the Scheme will be exposed to contractual obligations which have hot been provided for. At
31 December 2020 the Scheme did not consider there to be any significant concentration of legal risk that had not
been provided for other than contained in Note 17.

Rental Commitments

The Scheme has adopted IFRS 16 Leases retrospectively for 1 January 2019, but has not restated comparatives for the
2018 reporting period, as permitted under the specific transition provisions of the standard. The reclassification and
the adjustments arising from the new leasing rules are therefore recognised in the opening balance sheet on 1 January
2019,
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MEDSHIELD MEDICAL SCHEME

NOTES TO THE F-INANC.IAL STATEMENTS
for the year ended 31 December 2020

28

28.1

28.2

Non Compliance with Medical Schemes Act and Regulations

Contributions not received within the time stipulated by the Act
Nature of the non-compliance

Section 26(7) of the Act states that: All subscriptions or contributions shall be paid directly to a medical scheme
not later than three days after payment thereof becomes due.

Impact

Risk of paying claims where no contributions were received or possible bad debts as a result of not collecting
the contributions on time.

Cause of the non-compliance

There were some instances noted where the contributions were not received within three days of becoming
due,

Corrective course of action

Strict credit control procedures are in place to prevent loss to the Scheme. Members and employers are
continuously reminded to submit payment and non-payment will result in the suspension of the account and no
ciaims are paid until the account is brought up to date.

Claims payments made in excess of 30 days since receipt thereof
Nature of the non-compliance

Section 59(2) of the Act states : “A medical scheme shall, in the case where an account has been rendered,
subject to the provisions of this Act and the rules of the medical scheme concerned, pay to @ member or a
supplier of service, any benefit owing to that member or supplier of service within 30 days after the day on
which the claim in respect of such benefit was received by the medical scheme.”

Impact
Members might be charged interest on the late payment of accounts by the healthcare professionals.
Cause of the non-compliance

These instances normally arise mainly due to queries on the accounts submitted and further investigation is
required to ensure that claims are processed. In these exceptional cases claims were paid {ater than 30 days
after date of submission. However, there are two main process issues that will arise every year; firstly, PMB
claim reversals and corrections will always breach 30 days because of the nature of the claim and secondly,
there are technical system issues which result in development. This leads to claims being put on hold until the
development is tmpiemented leading to certam claims breaching the 30 day payment requirement.

Corrective course of action

The Scheme continuously encourages members and providers to submit the required supporting -
documentation as early as possible. The Scheme is continuously implementing new controls to manage the
payments of claims in excess of 30 days. The change to a new service provider was fully implemented in 2019,
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28.3

284

Non Compliance with Medical Schemes Act and Regulations {continued)
Loss making options
Nature of the non-compliance

Section 33(2) of the Act states : "The Registrar shall not approve any benefit option under this section

- unfess the Council is satisfied that such benefit option -

fa) includes the prescribed benefits;
(b) shall be self-supporting in terms of membership and financial performance;

“{c) is financially sound; and

(d) - will not jeopardise the financial soundness of any existing benefit option within the medical
scheme.”

One of the scheme's options incurred a net deficit on the net healthcare result line.
Impact

Benefit options will not b_e self-sustainable.

Cﬁuse of the non-corﬁpﬁdﬁce

The Scheme introduced two efﬁmency discount options is 2020, namely MediPlus Compact &
lVIed:VaIue Compact to offer greater choice to Scheme members and to attract membership. On both
these options, the Scheme did not increase the 2019 contribution rates, leading to MediPus Compact
incurring a net healthcare deficit.

Carrective course of action

The Scheme, in conjunction with the Scheme's actuaries, constantly reviews the performance of these
options, and after taking all factors into consideration, contributions and benefits are adjusted
accordingly on an annual basis in the normal course of business. Furthermore, the Scheme undertook
a review in early 2018 to specifically address Scheme sustainability and a significant part of this work
will encompass loss-making options. In addition, the Scheme has implemented a project in early 2018
to improve the claims loss ratio, which has had a significant positive impact on loss-making options.
The Scheme experienced improved performance in 2020 due to Covid-19, which had a positive impact
on loss-making options. The Scheme improved from 4 loss-making options to 1 loss making option and
the Scheme intends to achieve option self-sustainability in the medium term as per the Scheme's 5
year sustainability plan.

Direct or indirect mvestments in other medical scheme administration companies & partrclpatmg
employers

Nature of the non-compliance

Section 35(8} of the Act states : "A Medical Scheme shall not invest any of its assets in the business of
any other medical scheme or administrator or employer who participates in the medical scheme".

Impdct
Direct equity investment hoidings in holding companies of medical scheme administrators. '
Cause of the non-compliance

This is as a result of the mandate given to the asset managers by the Scheme, who have the discretion
to invest in any approved instrument, in terms of Regtélgtion 30.
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284

285

28.6

Non Compliance with Medical Schemes Act and Regulations (continued)

Direct or indirect investments in other medical scheme administration companies & participating
employers

Corrective course of action

The Scheme has obtained exemption from the Council for Medical Schemes for this non-compliance.
This exemption expires on the 30th November 2022.

Encumbered Assets
Nature of the non-compliance
Section 35(6) of the Act states : "A Medical Scheme shall not encumber its assets”

Impact

Cash and cash equivalents are encumbered as guarantees in respect of the deposit made to the South
African Post Office. -

Cause of the non-compliance
The deposit was required by the South African Post Office in order to conduct business with them.

Corrective course of action

The Scheme has obtained exemption from the Council for Medical Schemes for this non-compliance.
This exemption expires on 14th July 2021.

Netcare 911 capitation agreement for the provision of emergency medical services
Nature of the non-compliance

Regulation 7 defines a Designated Service Provider ("DSP") and Prescribed Minimum Benefits
{"PMBs"}:

Designated Service Provider means a heaith care provider or a group of providers selected by the
medical scheme concerned as the provider or providers to provide its members diagnosis, treatment
and care in respect of one or maore prescribed benefit conditions;

Prescribed Minimum Benefit (PMB) condition means o condition contemplated in the Diagnosis and
Treatment Puairs listed in Annexure A or any emergency medical condition;

Section 15A(1) If a medical scheme provides benefits to its beneficiaries by means of a managed health
care arrangement with another person -
a. the terms of that arrangement must be clearly set out in a written contract between parties;

b. with effect from 1 January 2004, such arrangement must be with a person who has been granted
accreditation as a managed healfth care organisation by the Council; and

¢. Such arrangement must not absolve a medical scheme from its responsibility towards its members if
any other party to the arrangement is in defauft with regard to the provisions of any service in terms of
such agreement.
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28.6

28.7

Non Compliance with Medical Schemes Act and Regulations {continued)

Netcare 911 capitation agreement for the provision of emergency medical services

impact

On or about June 2015, the Scheme entered into a contract with Netcare 911 for the provision of
emergency medical services based on a capitated arrangement and in terms of the agreement Netcare
was appointed as a DSP of the Scheme. CMS issued a ruling on 22 December 2017 whereby the
agreement is sanctioned (not valid) by regulation 8 and 15F of the Act. The contract expired on 31
December 2017. The Scheme was contracted with Netcare 911 on a monthly basis during 2020, while
a new arrangement was being formulated.

Couse of the non-compliance

a) In terms of the agreement, the Scheme required the call centre of Netcare 911 to be utilised for
authorisations, which entails provisions of non-PMB's and therefore, the Scheme cannot appoint
Netcare 911 as a DSP;

b In terms of the agreement being a capitation agreement, regulation 15F prohibits the Scheme from
entering into a capitation agreement unless the transfer of the risk is to an accredited managed health
care organisation and Netcare 911 is not accredited.

Corrective course of action

The Scheme acknowledged the Registar's ruling and informed CMS that it would abide by it. The
Scheme engaged with the CMS with regard to the matter and a way forward is being determined on
how the Schenie will implement business process changes to ensure compliance with the Act going
forward.

Donations
Nature of the hon-compﬁance

Section 30(1){a) of the Act states — A Medical Scheme may in its rules make provision for donations to
any hospital, clinic, nursing home, maternity home, infirmary or home for aged persons of alf or some
of its beneficiaries;

!mpai:t

The Scheme played an important role in the fight against Covid-19. As part of of this effort, the
Scheme donated R500 000 (five hundred thousand rand only) to the Solidarity Fund and a further
donation of a Hyundai H1 panel van, with a book value of R168 000 {one hundred and sixty eight
thousand Rand) to the NICD.

Cause of the non-compliance

The donations made were to organisations that are not compliant with the Act.

Corrective course of action

The Scheme will ensure that all donations going forward comply with S30(1){a)} of the Act.
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23.8

28.9

Non Compliance with Medical Schemes Act and Regulations {continued)

Commission paid to brokers on partial contributions received

Nature of the non-compliance

Regulation 28(5) of the Act states that: Poyment by a medical scheme to a broker in terms of sub-regulation {2}
shall be made on a monthly basis and upon receipt by the scheme of the relevant monthly contribution in
respect of that member.

Circular 70 of 2019 — Revised Administrator Accreditation Standards — Version 6, standard reference 8.1.1,
clarifies that the commission payable to brokers must only be calculated on contributions received in full. The
standard was effective from 1 January 2020.

Impact’

The Scheme paid commission of approximately R193 000 {one hundred and ninety three thousand
Rand) to 200 brokers on part-paid contributions received by the Scheme, from January to July 2020.

Cause of the non-complionce

The Scheme has historically interpreted the regulation of the Act as permitting payment of
commission to brokers upon receipt of contributions, whether the contribution was received in full or
not. ' S ‘ ' o

Corrective course of action

The Scheme implemented the revised standard, effective 1st August 2020.

Contingent fee based arrangements
Nature of the non-compliance

Section 26(5) of the Act states — No payment in whatever form shall be made by a medical scheme
directly or indirectly to any person as a dividend, rebate or bonus of any kind whatsoever.

Impact

The Scheme has paid Medscheme Holdings (Pty) Ltd recovery fees of R1 303 825 (one million, three
hundred and three.thousand, eight hundred and twenty five Rand) since inception of the contract,
commencing 1 January 2019.

Cause of the non-compliance

The Scheme received a letter from the Council of Medical Schemes on 2 July 2020, where they have
made certain enquiries and concluded that clause 3 of Annexure "B" of the contract which, provides
for additional payments to Medscheme by Medshield in the following terms contravenes 526(5).

Clause 3 of Annexure "B" of the contract provides for additional payments in the following terms: “in
addition, Medshield shall pay Medscheme a quarterly incentive fee of 25% excluding VAT for all
successful recoveries performed on behalf of the Scheme.”

The Council goes on to state "It is our view that clause 3 payments constitute a form of a bonus".
Corrective course of action
The Scheme has obtained legal opinion and is appealing the Council's ruling.
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28.10

28.11

29

Non Compliance with Medical Schemes Act and Regulations {continued}

Personal medical savings accounts utilised to offset contributions

Nature of the non-compliance

Regulation 10(3) of the Act states — Personal medical aid savings account prohibits the medical savings funds to
be used to offset contributions unless to settle the scheme upon termination of membership.

Impact

The Scheme utilised approximately R3 905 717 (three million, nine hundred and five thousand, seven hundred
and seventeen Rand) from about 95 members to offset contributions, from their personal medical savings
account,

Cause of the non-compliance

The Scheme utilised members' personal medical savings account balances to offset contributions, from 1st July
2020.

Corrective course of action

The Scheme applied for exemption in terms of Circular 28 of 2020, which was granted on 8th June 2020,

Contributions dealt with by the Service Provider

Nature of the non-compliance

Section 26 (6) of the Act states that “No person other than an employer shall receive, hold or in any manner deal

with the subscription or contribution which is payable to a medical scheme by or on behalf of @ member of such
medical scheme”

impact

Q Link deals with contributions payable to the Scheme which contravenes the Act as they are not an employer of
any members of the Scheme. Q Link collected R2 148 786 (Two million, one hundred and forty eight thousand
and seven hundred and eighty six Rand) in the 2020 financial year on behalf of the Scheme.

Cause of the non-compliance

The Scheme is contracted with Q Link Holdings (Pty) Ltd to provide electronic collection services with regards to
contributions due from the Department of Defence employer group. An amount of R6 739 was paid to Q Link for
their services in the 2020 financial year.

Corrective course of action
The Scheme will apply for an exemption from the Council of Medical Schemes in 2021 for this service.

Restatement of Statement of Cash Flows

The Statement of Cash Flows and related Note 18 in the 2019 annual financial statements included material
investment income which should have been classified as non-cash flow items. The inclusion of non-cash flow
items is not in terms of IAS 7 - Statement of Cash Flow principles; this constitutes an error. The prior period error
has been disclosed in terms of IAS 8 - Accounting Policies. Changes in Accounting Estimates and Error
requirements. The effect of the error is disclosed below.

Impact on cash flows due to adjustment

The 2019 cash flow statement has been restated for a period error.
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Restatement of Statement of Cash Flows (continued)

The 2019 cash flow statement was restated to correct for non-cash items that were included in the cash flow
statement and cash items that were not included in the cash flow statement.

In addition, the 2019 cash flow statement was also restated to show the correct classification of operating and

investing activities

The correction of the errors in adjustments are as follows:

Cash flow statement

Cash fiows from operating activities
interest on cash and cash equivalents
Net cash flow generated from operations

Cash flows from investing activities
Purchase of financial assets
Acquistion of property, plant & equipment

Proceeds on disposal of fair value through OCl financial

assets

Realised fair value through OCI for equity instruments
Fair value adjustment for financial assets fair valued
through profit and loss

Interest

Dividends

Net cash flow utilised from investing activities

Cash flows from financing activities
Capital lease payments :
Net cash flow utilised in financing activities

Net {decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Cash generated by operations

Surplus for the year

Adjustments in respect of non-cash items and items
relgting to investing octivities ;

Outstanding claims provision

Investment income, _ :

Fair value adjustment for financial assets fair valued
through profit and loss

Depreciation

Asset management fees

Impairment of accounts receivable

Subtotal

Working capital changes

{Increase) in trade and other receivables

Increase in trade and other payables

{Decrease) in personal medical savings account trust
liability

Increase in impairments

Total

Note Previously Restatement Restated
stated 2019  Adjustment 2019
for 2019

R'000 _ R'OOD_ ) R'000

18 25638 8909 34 547

- 2786 2786

25638 11695 37333

(535 970} 83141 (452 829)

(383) - (383)

350 598 21544 372142

32 867 (32 867) -
(2 454) 2454 ;

81981 {68 267) 13714

44 546 (17 701} 26 845

(28 815) {11 696) {40 511)

(18 627) - {18 627)

(18 627) - (18 627)

(21 805) - (21 805)

178 998 - 178998

6 157 193 - 157 193
18 Previously Restatement Restated
stated 2019  Adjustment 2019

for 2019 _

R_‘OOD R'000 " R'000

121489 - 121489

(111 332) 11225 {100 107}

400 - 400

(135 116} - {135 116}
- (2 454) (2 454}

23384 - - 23384

- 10518 . 16518

- 3161 _ 3161

10 157 11225 21382
{1699) - {1 699)

24621 - 24 621
(7 441) - (7 441)
- {2 316) (2 316)

25638 34 547
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30.1

Change in accounting policy
IFRS 16 Leases {IFRS 16)

IFRS 16 replaces the provisions of 1AS 17 (Leases} that relate to operating leases. Leases in which a significant
portion of the risks and rewards of ownership were not transferred to the Scheme as lessees were classified as
operating leases. Payments made under operating leases were charged to profit and losson a straight-line basis
over the period of the lease.

The adoption of IFRS 16 Leases from 1 January 2019 resulted to chariges in accounting policies. The new

.- accounting pollaes are set out in note 1.6 in accordance with the transition provisions in IFRS 16. Comparative

flgures have not been restated as the Scheme has applied the simplified transition approach. The cumulative

* effect of applying the standard is recognised as an adjustment to the opening balance of retained earnings.

On 1 January 2019, the Scheme recognised lease liabilities in relation to leases which had previously been
classified as operating leases. These liabilities were measured at the present value of the remaining lease
payments, discounted using the Scheme's incremental borrowing rate. The weighted average Scheme
incremental borrowlng rate applied to the lease liabilities on 1 January 2019 was 9.55%.

Practical expedients applied

In applying IFRS 16 for the first time, the Scheme has used the following practical expedients permitted by the
standard.

a} applying a single discount rate to a portfolio of leases with reasanably similar characteristics

b) relying on prevnous assessments on whether leases are onerous as an alternatwe to performlng an
impairment review - there were no onerous contracts as at 1 January 2019, and

¢) excluding initial direct costs for ihe measurement of the right-to-use asset at the date of initia]__‘a'ppli_ca'tion

Measure'rnent of lease liabilities

2019
R'000
Operating lease commitments disclosed as at 31 December 2018 26 199
Discounted using the Scheme's incremental borrowing rate at the date of initial application 23 027
Add contracts assessed as lease contracts _ 33 069
Lease liability recognised as at 1 January 2019 56 096

~ Of which are:
- Current lease liabilities 20414
- Non-current lease liabilities ‘ : - 35682
' 56 096

Measurement of right-of-use assets

The associated right-of-use assets for property leases where measured on a retrospective basis as if the new
rules had always been applied. -

Adjustments recognised in the balance sheet on 1 January 2019

The change in accounting policy affected the following in the balance sheet on 1 January 201%:

' a) right-of-use assets - increase by: 55992 061
b) lease liabilities - increase by 56 095 874
The net impact on retained earnings on 1 January 2019 was a decrease of . 104 813
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Going Concern

On 15 March 2020, the President of South Africa declared a national state of disaster as a result of the global Covid-19
pandemic. Whilst the pandemic has not had a significantly negative impéct on the financial resources of the Scheme
to date, there still does exist uncertainties about the potential impact of Covid-19 on the Scheme and its members.
Various possible scenarios, including stress test scenarios, has been considered to assess the potential impact of Covid-
18 on the Scheme. Based on the most likely scenario, the Trustees believe there will be no impact on the Scheme's
ability to pay claims as they arise.

Scenario considerations in respect of Covid 19

Membership losses due to affordability

There is an expectation that some employer groups might not be able to retain all or some of their staff after the
national lockdown comes to an end. The Scheme conservatively assumes that some surplus making members would
resign from the Scheme.

In this scenario, the Scheme assumes 25% of all group members, and 25% of direct paying members aged below 45
would resign from the Scheme. This assumption was deemed to be conservative since the ultimate resignations are
expected to be well below this. The Scheme assumes these members will be inactive for the full year.

Membership losses due to affordability in the above scenario will result in lost gross contributions of R92m.

Reduction in investment income

The Scheme assumes investment income {dividends and interest) will be R25m lower than expected. This is due to
assumed bankruptcies, defaults and firms preserving cash.

impact on healthcare expenditure

In the worst case scenario, the Scheme would:

a) Fund the Pfizer vaccine for all adults (101 539}, at R600 per person;

b) experience a repeat of all Covid-19 cbsts incurred in 2020, being R210m;

¢) not realise any of the savings reported in 2020 as a result of the national lockdown and subsequent reductions in

healthcare utilisation.

The Scheme assumes in this scenario, healthcare expenditure would increase by R271m,

The Scheme assumes in a worst case scenario, that Covid-19 could cost the Scheme R388m. Even in this scenario, the
Scheme's solvency remains well above the statutory minimum of 25%.
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