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ABSTRACT
Managed care is increasingly taking centre stage within the private healthcare market in South 
Africa. The key objective is to demonstrate value for every rand spent on managed care through 
quality health outcomes and cost effectiveness. Managed care can vary from one service provider 
to another. It often covers the following services: hospital benefit management, active and 
support disease management, pharmaceutical benefit management as well as other areas such 
as dental benefits management (CMS, 2014). These services are often supported by different 
types of managed care arrangements. This paper focuses on active disease management with a 
particular emphasis on diabetes mellitus. The principles and lessons from this condition can be 
extrapolated to other areas of managed care.
 This paper initially discusses the disease, diabetes, how it progress over time if well managed 
and also when not well managed. Key indicators of good quality of care are identified and also 
discussed. These are clinically proven and over time translate to improved quality of life and 
lower costs of care for the scheme.
 The paper will further discuss how, as actuaries in collaboration with other stakeholders, we 
can play a role in having the right programmes for medical schemes. When a scheme considers 
appointing a managed care provider, actuaries can play an active role in assessing suitability of 
such entities – do they provide the right quality of care which in the long term will translate into 
savings and better quality health outcomes for the scheme.
 Actuaries should also play an active role in ensuring that the managed care entity remains 
appropriate. Furthermore, actuaries should help assess if the best clinical practices are being 
adhered to and if outcomes are improving over time. Other value additions should also be 
considered.
 Finally, we discuss how we should objectively determine the cost saving of a scheme should 
they contract a managed care entity.
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1. INTRODUCTION
In this paper we will try to unpack various areas of managed care. We will identify 
areas where actuaries can take a leading role in ensuring appropriate programmes are 
of value to the schemes they consult. This paper will also pose a question on how 
best to determine cost savings of disease management programmes whilst linked to 
quality health outcomes. Managed care is very complex and the management of each 
condition is unique. It is very difficult to determine the value proposition of managed 
care because of its complex nature.

The Council for Medical Schemes (CMS) is interested in understanding the 
quality of care in medical schemes. CMS has engaged industry to try and answer 
questions on the appropriate level of care, and to identify quality process and outcome 
indicators. The main focus has been on chronic diseases which are part of the 
Prescribed Minimum Benefits (PMBs). In the past few years, industry engagement 
through the Industry Technical Advisory Panel (ITAP) discussed eight of the Chronic 
Disease List (CDL) conditions. These diseases are:

 — human immunodeficiency virus (HIV),
 — diabetes mellitus, both type 1 and  type 2 (DM1 and DM2),
 — hypertension (HYP),
 — congestive heart failure (CHF),
 — ischemic heart disease (IHD),
 — asthma, and
 — chronic obstructive pulmonary disease (COPD)

ITAP identified minimum interventions and standards of care expected from Managed 
Care Organisations (MCOs) and/or schemes – these are referred to as process 
indicators. These process measures indicate minimum standards of care that should 
be provided and adhered to when managing the different diseases. 

ITAP also identified the outcome indicators. These can be used to assess the 
success of the disease management programme. They also have the potential to inform 
future quality of care indicators by assessing if the disease management protocols 
(process indicators) are offering the intended value in general.
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This paper will focus on diabetes management though the principles may be 
applied to other conditions. The initial stage of disease management is contracting.

2. CONTRACTING 
Managed care cannot be viewed and/or assessed in isolation to the CMS regulatory 
perspective and framework. This paper therefore represents a regulatory perspective 
and Figure 1 below illustrates different contractual relationships between medical 
schemes, their third parties, healthcare providers, beneficiaries as well as consultants. 
For example, healthcare providers might enter into a contractual arrangement with 
medical schemes and/or administrators to provide certain healthcare services to 
beneficiaries. All these parties often agree to service levels and quality standards. 
Healthcare is therefore delivered by a managed care organisation with strong referral 
and liaison networks between the MCO and other providers. These networks typically 
include hospital, GP, specialist1 and pharmacy networks etc.

Holistic exploration of quality healthcare outcomes within the medical schemes 
industry therefore requires an analysis broader than the mandate of MCOs alone but 
also a review of related contextual factors such as the medical scheme’s managed care 
business model (and/or philosophy), benefit design principles, contractual agreements 
between the medical schemes and the MCOs and their Designated Service Providers, 
reimburse ment structures (including other financial and non-financial incentives), 
disease programmes structure, patient health-seeking behaviour and the legislative 
requirement.

Figure 1 therefore illustrates various contractual relationships which exist in the 
medical schemes environment within the managed care space. This paper will focus on 
the relationships between the medical schemes, MCOs and the scheme administrator 
with the beneficiary value as main focus.

Within a managed care environment, different entities are contracted to medical 
schemes as well as to each other to provide managed care services for the beneficiaries. 
Within such contracts, different managed care models come into play. Some medical 
schemes sub-contract managed care services for different diseases to different MCOs, 
whilst other medical schemes will contract one MCO to provide holistic managed care 
services for its beneficiaries.

Preliminary evidence from small to medium MCOs shows that whilst centres of 
excellence in managed care are cost effective and provide value for medical schemes, in 
general, holistic contracting tends to yield more benefits than a fragmented approach 
to contracting. This is especially true where medical schemes might be experiencing 
challenges in coordinating sharing of clinical data with contracted entities.

Therefore, where the scheme’s philosophy is to unbundle the managed care 
basket and contract with different entities, capacity must be available within the 

1 Not all specialists are keen to enter into managed care arrangements with medical schemes due to a 
variety of reasons including reimbursement methods and rates.
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scheme and/or the administrator to facilitate access to patients’ clinical data by 
different organisations for cost-effective management of drug interactions. In cases 
where sharing of information is not managed effectively it can result in serious 
complications affecting the overall quality of healthcare outcomes within medical 
schemes. For example, medical conditions such as hyperlipidaemia, diabetes, heart 
disease, and the metabolic syndrome are increasingly common conditions in HIV-
positive patients who are treated with protease inhibitors. Additionally, association of 
HIV treatment with metabolic disease to drug interactions form an important aspect 
in selection and authorisation of a drug in patients with co-morbidities.

Within this background, from the regulator’s perspective, these contracts are 
evaluated based on the following guidelines (CMS, 2011):

 — The managed care agreement must be in the interest of the medical scheme’s 
beneficiaries at all times.

 — The contracting parties must ensure that the services contracted for meet the 
definition of “managed care” as defined by the Medical Schemes Act.

 — Other services (outside the managed care context) may be contracted separately 
from the managed care agreement and these services must be clearly stated as 
non-managed care services in the agreement.

Figure 1 Medical Schemes Environment
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 — Medical schemes must apply their minds when contracting with MCOs in terms 
of the managed care services contracted for and the related managed care fees.

 — Pricing of the contracted fees in respect of services are required to be broken 
down per service or logical group of services.

 — There must be regular reporting by the MCO on its performance, demonstrating 
value for the fee paid by the medical scheme.

Whilst such contracts are supported by different managed care arrangements between 
schemes and providers they are often financed through a variety of reimbursement 
structures depending on the scheme size, and the profile of members covered within 
each benefit option. These reimbursement models often range from risk transfer 
capitation arrangements or a fee-per-enrolled member to a flat-rate payment for 
wellness patients. Risk transfer methods often require sharing of risk associated with 
care between providers and funders within the scope of the regulatory parameters. For 
example, in Germany sickness funds (benefit options) receive higher payments from 
the risk adjustment system if they set up disease management programmes and recruit 
patients to enrol. Furthermore, if healthcare providers establish integrated care models 
they are able to receive extra remuneration from funders. As a consequence, the 
number of certified disease management programmes and integrated care contracts is 
increasing rapidly in Germany. 

Within the medical schemes’ environment, MCOs contracted to medical schemes 
often use best-practice models and benefit management techniques to manage claims, 
clinical pathways, costs and quality health outcomes. These arrangements include 
(Notle & Mckee, 2008):

 — a total risk transfer to the MCO;
 — a partial risk transfer to the MCO;  
 — arrangements to manage benefits in terms of the scheme rules;
 — contracts and fee arrangements;
 — use of protocols and formularies;
 — designated service provider (DSP) arrangements and fee negotiations; and 
 — benefit management tools (as well as the application of exclusions depending on 

the purchased option and/or sub-option limits).

Within risk transfer arrangements, medical schemes are less concerned about claim 
fluctuations since the claims risk is borne by the MCO. Risk transfer arrangements 
are for that reason important to explore and understand alongside exploration of the 
application of chronic disease management protocols and treatment care pathways. In 
the study undertaken by CMS in 2013 (CMS, 2013) on funding options for MCOs it was 
observed that whilst, in the past, some MCOs entered into risk transfer arrangements 
with the medical schemes, most of these MCOs terminated these arrangements since 
they were difficult to implement due to changes in the risk profile of beneficiaries 
of medical schemes as well as supply-side factors. By 2012, only 13 of the 39 MCOs 
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accredited participated in risk transfer arrangements. Of the 13, only a few were able 
to sustain their business model due to the high claims experience and supply-side 
context. Currently only few MCOs participate in risk transfer arrangements. 

Lastly, a variety of financial and non-financial incentives are also used by medical 
schemes, administrators and MCOs in order “to manage claims, clinical pathways, 
costs and quality health”, One example is the payment of providers through a Risk-
Equalised Performance Indicator which involves remuneration of private healthcare 
providers based on performance against various cost and quality criteria and non-
financial incentives in a form of mentoring.  This incentive model takes into account 
age, gender, chronic diseases and other factors (including the level of benefits available) 
for each patient when setting the target cost of treatment. 

In summary the contracting parties should pay particular attention to the fact 
that disease management becomes more complicated when patients have multiple 
chronic conditions. This would require effective coordination of care and sharing 
of information between healthcare providers. Table 1 below shows the extent of co-
occurring conditions as per 2015 Annual Statutory Returns submission.

Table 1 Co-occuring conditions – quality of care in medical schemes, 2015

Hypertension Diabetes Mellitus Renal failure
Hypertension 22,7%
Diabetes Mellitus 1 1,0%
Diabetes Mellitus 2 0,4%
Ischemic Heart Disease 74,3% 12,4%

  Source: www.medicalschemes.com

74.3% of patients suffering from Ischemic Heart Disease are hypertensive and 12.4% 
of them have diabetes mellitus. If a scheme were to contract an entity to manage its 
IHD patients, then it needs to ensure that their contract pays attention to other co-
occurring conditions. The treatment and management of such patients should be well 
coordinated and likewise for hypertension.

Effective disease management requires finances. Schemes should be fair to 
managed care entities by paying for services at a rate that ensures the MCOs are able 
to function effectively, thereby delivering value for them. The cost of such services also 
has to provide value for schemes. The premium should be fair.

3 DIABETES MELLITUS
3.1 What is Diabetes Mellitus?
Diabetes mellitus is a group of metabolic diseases in which the person has high blood 
glucose (blood sugar), either because insulin production is inadequate, or because 
the body’s cells do not respond properly to insulin, or both. The high blood glucose 
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is associated with long-term damage, dysfunction and failure of various organs, 
especially eyes, kidneys, nerves, heart and blood vessels.

Diabetes mellitus is one of the chronic conditions included in the PMBs’ chronic 
disease List (CDL). CMS received data on costs and prevalence on the 25 chronic 
conditions included as prescribed minimum benefits. The data below is from the 
annual returns submitted by schemes for the reporting period in 2014–2015.

The prevalence of diabetes has been on the increase in insured lives. In 2014 it was 
44.03 per 1 000 beneficiaries. In 2013 the prevalence was 42.98 per 1 000 beneficiaries. 
Table 2 shows the prevalence and the treatment costs per patient per month (pppm).

Table 2 Prevalence and treatment costs per patient per month
DM1 DM2 Totals

2014 2013
% 

Change
2014 2013

% 
Change

2014 2013
% 

Change
Prevalence per 1 000 
beneficiaries

5.49 5.74 –4.4% 38.54 37.24 3.5% 44.03 42.98 2.4%

In-hospital costs 
(pppm)

711 613 16.0% 121 98 23.5% 195 168 16.1%

Out-of-hospital costs 
(pppm)

629 542 16.1% 202 180 12.2% 255 228 11.8%

Total 1 340 1 155 16.0% 323 278 16.2% 450 396 13.6%

The combined treatment cost of both DM1 and DM2 was R450 per patient per month 
in 2014 representing a 13.8% increase compared to 2013. Of this amount, 43.3% was 
spent in-hospital and the balance out-of-hospital. In 2013, 42.3% was spent in hospital. 
The slight increase in in-hospital expenditure is largely due to the 23% increase in the 
hospital spend for DM2 patients.

Good quality of care for diabetes patients should reduce the necessity of 
hospitalisation. The above table, however, shows a slight reduction in out-of-hospital 
 expenditure with a higher portion going towards in-hospital expenditure. This may 
suggest a decline in quality of care in the medical schemes environment.

3.2 What happens when Diabetes is managed well?
Diabetic patients who are well managed tend to live normal lives. The effective 
management of diabetes depends on all stakeholders, that is, the patient, the healthcare 
providers and the medical schemes.

It is the duty of the MCO to bring all these stakeholders together to ensure that 
the diabetic patients are well managed. The MCO is also responsible for educating the 
patient on the proper management of their condition, thereby improving adherence 
to treatment guidelines.
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Good management of these conditions has several benefits to these stakeholders 
and others in general. There are many economic and social benefits of a healthy 
population. The patient has the obvious benefit of improved quality of life. The funders 
would benefit from lower healthcare costs and there is an overall societal benefit within 
the industry because of cost-effective management of conditions.

If diabetes is well managed, schemes would be faced with ongoing preventative 
and management costs for patients. These will be relatively stable and predictable. 
However, if diabetic patients are poorly managed, complications could arise and these 
are potentially catastrophic and very costly. In the following section we will consider 
the impact of poorly managed diabetic patients.

3.3 What happens when Diabetes is poorly managed? 
Poor management of diabetes could be catastrophic to the patient, leading to high 
costs of care of the patient. This condition, if poorly managed, could lead to multiple 
complications which, in most cases, are expensive to treat and manage. It is therefore 
important to manage these patients before they reach this stage.

Diabetes, if not managed properly, may lead to some of the following 
complications:

 — amputations,
 — retinopathy,
 — neuropathy,
 — cardiovascular diseases,
 — chronic renal failure, and
 — foot ulcers

When a diabetic patient reaches this stage, the cost implications are potentially very 
high. For instance, if a patient develops renal failure, the cost implication to the scheme 
would be very high. Renal dialysis is very expensive and difficult to access. In 2014, the 
average treatment cost of chronic renal failure was R10 400 pppm.

The conditions highlighted above often land beneficiaries in hospital, which is 
expensive. The challenge with assessing quality of care for diabetes is that complications 
often occur over a long period of time. This is also true for the current medical schemes 
environment.

From a health funder’s point of view, setting up effective programmes to manage 
diabetes makes financial sense if the funder is certain that these patients would remain 
on their scheme. Unfortunately in our environment there is more incentive to focus on 
short-term cost savings rather than the long term.

However, if all schemes develop similar programmes with minor variations 
based on schemes’ innovation and monitor these effectively then all diabetics would 
receive good quality of care and everyone benefits. The anti-selective effect of member 
movement and the need for condition-specific waiting periods could be minimised.
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3.4 Process Indicators
3.4.1 MINIMUM INTERVENTIONS FOR DIABETIC PATIENTS
Listed below are clinical markers that are considered appropriate as a measure of the 
quality of care for diabetic patients. The list below is not a treatment guide and is not 
conclusive as a treatment package. These are just indicators that are collectable and can 
be used as a measure of quality of care (www.diabetes.org/).

 — At least one dietician consultation annually – patients need assistance with the 
right diet to manage their condition.

 — At least two HbA1c tests annually – this test measures the amount of sugar in the 
blood, a critical indicator of management of the patient. It would be extremely 
beneficial if an MCO records and reports on this clinical marker. A diabetic 
patient is well managed if their blood sugar as measured by the HbA1c is less 
than 7 generally. If an MCO has a high proportion of its patients with the HbA1c 
below 7, then we can conclude it is effectively managing these patients.

 — At least one annual renal function assessment with creatinine – this test checks 
if the patient is developing renal failure.

 — At least one annual eye exam (fundal examination) – this is an eye function test 
to test whether the patient is developing retinopathy.

 — At least one annual LDL/lipogram test – the amount of cholesterol in the blood 
gives an indication of how effective the diet is.

 — Urine dipstick or microalbuminuria – measures the amount of sugar, protein 
and creatinine in urine giving an indication of renal kidney function.

 — Drugs – proportion of beneficiaries on statins. Statins are drugs used to reduce 
the amount of cholesterol and are more important for DM2 patients.

3.4.2 OUTCOME INDICATORS
The outcome indicators identified earlier are discussed in more detail below. This list 
does not include all outcome indicators, but those that are measurable and also the 
most common.

 — All-cause hospitalisation If the diabetes programme is managed well, the 
admission rates related to diabetes should be very low. It is difficult to classify 
admission due to specific conditions. The objective and practical measure would 
be all-cause admission for diabetic patients. Collecting this measure ensures 
consistency between all disease management programmes.

 — All-cause mortality The same principle as with admissions applies. There is 
an additional dimension which is survival analysis. An analysis based on how 
long patients have been on the programmes is less likely to be objective as 
some members may register late. The result one obtains is therefore unlikely to 
represent the effectiveness of the specific disease management programme but 
rather the general healthcare environment patients are experiencing.

 — Retinopathy This condition is caused by damage to blood vessels in the retina 
due to high blood glucose levels. When a diabetic patient develops retinopathy 
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it means that this patient has been poorly managed over a long period. A good 
disease management programme should not have any patients developing 
retino pathy or very few if at all since it takes a long time for a patient to develop 
retinopathy.

 — Cardiovascular diseases High blood glucose levels cause damage to blood 
vessels. This damage to the vessels and on the heart is referred to as cardiovascular 
disease. It is important that the blood glucose levels in diabetes are managed well 
to reduce the chance of developing cardiovascular diseases. When a diabetic 
patient develops cardiovascular disease it means that they might have been 
poorly managed over a long period.

 — Renal failure Excessive blood glucose levels cause the kidneys to work harder 
than normal. Over time this causes the kidneys to leak and useful protein is lost 
in the urine. Therefore, when a diabetic patient develops renal failure it means 
that this patient may have been poorly managed. Renal failure is particularly 
expensive to treat. This negative outcome has a huge financial impact to the 
scheme.

 — Neuropathy Poorly managed diabetic patients may develop neuropathy. This is 
nerve damage caused by high blood sugar. The damage is most common in the 
legs and feet.

 — Foot ulcers Closely linked to neuropathy are foot ulcers. The reduced sensation 
in the feet coupled with injuries in diabetics taking long to heal often leads to 
foot ulcers. A high proportion of diabetic patients developing foot ulcers is an 
indicator of poor quality of care.

 — Amputations Closely related to neuropathy and foot ulcers, diabetic patients 
often end up having an amputation. When a diabetic patient has an amputation 
it means that this patient has been poorly managed, in most cases over a long 
period of time. A good disease management programme should not have any 
amputations or very few if at all. It takes long for a patient to get to the point of 
requiring amputations. It is therefore vital to track how patients move between 
programmes if comparison is going to be made between programmes.

3.5 Example of Analysis of Process and Outcome Indicators
CMS collected data through the Annual Statutory Returns for the calendar years 2013 
and 2014. Amongst the data collected, CMS received data on quality of care from 
medical schemes. Data was received for the first six of the eight CDL conditions 
mentioned earlier. Below is a summary of data received on diabetes.

The data collected included process and outcome indicators as explained above, 
and was limited to what can be collected at the schemes. This list does not include all 
the indicators identified as some of these are only available at the MCOs. 

Below is a list of fields collected:
 — Number of beneficiaries diagnosed with DM1 & DM2 (prevalence)
 — Number of unique DM1 & DM2 beneficiaries on pharmacological management
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 — Number of unique DM1 & DM2 beneficiaries with at least one eye exam (fundus 
examination) 

 — Number of unique DM1 & DM2 beneficiaries with at least one creatinine or 
albumin creatinine ratio test

 — Number of unique DM1 & DM2 beneficiaries with at least one LDL / lipogram 
test

 — Number of unique DM1 & DM2 beneficiaries on statins
 — Number of unique DM1 & DM2 beneficiaries with at least 2 HbA1c tests
 — Number of unique DM1 & DM2 beneficiaries on dialysis

Since this was the first submission of this type, schemes struggled to submit good 
quality data. A common mistake was providing a number for unique beneficiaries 
meeting the specified criteria which is higher than the prevalence.

Table 3 Snapshot of diabetes mellitus 1 data that considered good quality

Diabetes Mellitus 1
Financial year 2014 2013

No of patients in sample 44 608 45 355 
Process indicators – unique beneficiaries
At least one (1) fundus exam test 6,6% 6,2%
At least two (2) HbA1c tests 22,5% 21,8%
At least one (1) LDL / lipogram test 21,7% 20,5%
At least one (1) creatinine/ albumin test 39,7% 39,3%
On statins 10,4% 10,2%

Outcome indicators – unique beneficiaries
Hospital admissions – day 12,7% 12,5%
Hospital admissions – more than a day 31,5% 32,6%

Co-morbidities – renal failure 1,0% 1,0%

The number of DM1 patients sampled decreased from 45 355 to 44 608. The prevalence 
of this condition reduced by 4.4% across the medical scheme beneficiaries. 

The level of monitoring of DM1 patients is relatively low though it has increased 
from 2013 to 2014. The number of unique beneficiaries receiving at least two HbA1c 
test counts increased from 21.8% to 22.5%. There were also modest increases in the 
other tests conducted on beneficiaries.

The coverage of statins is low. The majority of diabetic patients should be on 
statins to help control the cholesterol in the blood.

Hospitalisation data was collected in two ways – day cases and long stay. Day 
cases are when a beneficiary’s discharge date is the same as the admission date. Long 
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stay is when the discharge date is greater than the admission day. There will be an 
overlap between these admissions as a beneficiary may be admitted on more than one 
occasion with one as a day admission and the other as a long stay.

Day hospitalisations increased slightly from 12.5% in 2013 to 12.7% in 2014. On 
a positive note, the long-stay hospital admission reduced by 1.1% from 32.6% in 2013.

The proportion of DM1 patients with renal failure remained the same at 1%.

Table 4 Snapshot of diabetes mellitus 2 data that considered good quality

Diabetes Mellitus 2
Financial year 2014 2013

No of patients in sample 323 878 304 369
Process indicators – unique beneficiaries
At least one (1) fundus exam test 4,4% 4,1%
At least two (2) HbA1c tests 18,8% 18,3%
At least one (1) LDL / lipogram test 23,0% 21,3%
At least one (1) creatinine/ albumin test 38,3% 36,8%
On statins 6,3% 6,2%

Outcome indicators – unique beneficiaries
Hospital admissions – day 9,9% 10,3%
Hospital admissions – more than a day 22,5% 21,6%
Co-morbidities – renal failure 0,4% 0,4%

The number of DM2 patients sampled increased from 304 369 to 323 878. The 
prevalence of this condition increased by 3.5% across the medical scheme beneficiaries. 
The level of monitoring of DM2 patients is relatively low though it has increased from 
2013 to 2014. The number of unique beneficiaries receiving at least two HbA1c test 
counts increased from 21.3% to 23.0%. As in the case of DM1 patients, there were also 
modest increases in the other tests conducted on beneficiaries.

The coverage of statins is low for DM2 patients. The majority of diabetic patients 
should be on statins to help control the cholesterol in the blood. One would expect a 
much higher coverage of statins in DM2 but it is lower than in DM1.

Day hospitalisations reduced slightly from 10.3% in 2013 to 9.9% in 2014. 
However, the long-stay hospital admission increased by 1.2% from 21.6% in 2013.

Comparing the two conditions, the coverage of DM2 patients is just slightly 
higher compared to DM1 patients. The level of DM2 hospitalisations is significantly 
better than DM1 patients. One also notices that there is a higher proportion of DM1 
patients on renal dialysis, i.e. 1.0% compared to 0.4% of DM2 patients. One would also 
expect to have a much higher coverage of DM2 patients receiving HbA1c tests and on 
statins. What one observes is contrary to expectations.
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The schemes included in this analysis fell short of the minimum standards 
of care that are considered good quality of care. For example, each diabetic patient 
should have at least one fundus examination per year but the coverage of this test is 
less than 6.6% in patients with DM1. A similar conclusion can be drawn from other 
process indicators. A similar analysis should be carried out on patients managed by 
MCOs. This will give an indication of the quality of care patients receive on the disease 
management programmes. 

3.6 Conclusions drawn from Diabetes Management
Table 2 shows a steep increase in the expenditure spent in-hospital per patient per 
month. An increase of 23.5% for DM2 and 16.0% for DM1 patients. The number 
unique DM2 patients admitted at least once has increased slightly – by 0.9%. In the case 
of DM1, the number of unique beneficiaries admitted at least once decreased by 1.1%.

The increase in in-hospital cost is probably driven by repeat admissions. There 
is a group of patients who visit the hospital more than once and they are probably not 
well managed. It is possible that these are diabetic patients who also have other chronic 
conditions.

There is an opportunity therefore for schemes to target such patients and 
 effectively manage them to ensure they receive the best care so as to avoid future hos-
pitalisation. This would need to consider the importance of proper co-ordination of 
care especially for patients with multiple chronic conditions.

4. MANAGED CARE ORGANISATION SELECTION
We have now set the scene for the actuary to assist schemes in the medical schemes’ 
environment with particular emphasis on managed care. We have discussed the 
importance of contracting and how it relates to quality of care. We have also discussed 
the importance of knowing what an MCO is supposed to do when caring for 
patients (process indicators). We also discussed the signs that a disease management 
programme is failing or succeeding (outcome indicators).

Within this background the actuary, in collaboration with other stakeholders, 
needs to advise on the effectiveness of the available programmes to establish which is 
most appropriate for the scheme in question. The actuarial control cycle is a typical 
framework that can be used in this instance.

The key considerations are as follows.

4.1 The MCO – Contracting
In section 2 we discussed the various contracting models available.

The Board of Trustees (BOT) needs to decide on the most appropriate reimburse-
ment model and type of contract to negotiate including the identification of associated 
managed care arrangements within the context of scheme rules within each option. 
Once determined, coordination of care will become important. The impact of coordi-
nation of care will be between out-of-hospital care and in-hospital benefits, which have 
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a potential of decreasing costs. Effective patient channelling and disease  management 
requires good communication and coordination between the scheme / administrator 
and the MCO. The following are some of the principles supporting coordination of 
care within the health insurance environment:

 — Establishing agreed care pathways that support coordinated quality and cost-
effective healthcare service delivery, within the constraints of available resources;

 — Supporting the beneficiary and the beneficiary’s family to navigate the healthcare 
system through education and information-sharing;

 — Accountability for adherence to care pathways and ensuring optimal coordina-
tion of care;

 — Financial incentives/reimbursement structures that support coordination 
efforts; and

 — Establishing a relevant mechanism for sharing information.

Figure 2 The Actuarial Control Cycle in managed care space
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If a fragmented approach is taken when contracting then it is critical to ensure that 
there is sufficient sharing of important clinical information on patient care. This is one 
challenge of this approach which, if not well managed, could lead to very bad health 
outcomes.

4.2 The MCO
Before contracting an MCO, due diligence needs to be carried out. This is particularly 
important for MCOs which take on risk. Extra care needs to be taken as these have a 
default risk which would end up increasing the scheme’s liabilities. Furthermore such 
entities have to deal with conflicting objectives such as improving quality of care at the 
expense of increasing profits. Other important considerations include:

4.2.1 THE ORGANISATION
Like any contractual relationship between principal and agent, the BOT needs to pay 
attention to who they are contracting with. All MCOs must be accredited by the CMS. 
The accreditation process involves the assessment of suitability of the organisation to 
conduct managed care business, process analysis at the MCO and other considerations. 
This however should not absolve the BOT from making their own assessment. Key 
questions to be asked are as follows:

 — How long has this organisation been in existence?
 — Is the human capital and skill mix suitable for its intended purpose?
 — Has there been stability in the critical skills?
 — Does it have the right infrastructure to function effectively?
 — Does it have sufficient financial resources to function effectively?

4.2.2 THE LEADERSHIP OF THE ORGANISATION
Leadership determines how successful an organisation will be. The MCO’s ability to 
meet all contractual obligations depends on the quality of leadership which supports 
them.

 — Is the management of this MCO suitably qualified?
 — Are the shareholders willing to support this MCO?

4.2.3 PROCESS AND OPERATIONS
This speaks to the value proposition of the MCO. What will it cost the scheme and what 
will the scheme get back? The primary focus of the BOT should be good quality of care. 
This not only improves the quality of life for patients but also lead to cost savings for 
the scheme eventually. Unfortunately, quality of care is a complex and difficult thing 
to measure. A proxy for this would be the process and outcome indicators discussed 
earlier. Some of the important questions are as follows:

 — Are the processes in place suitable – do they meet the minimum process 
indicators identified?

 — Record keeping – is this appropriate and does it include critical clinical markers?



252 | CTM MUROVE & N KHUMALO MANAGED CARE – THE ROLE OF ACTUARIES

ACTUARIAL SOCIETY 2015 CONVENTION, SANDTON, 17–18 NOVEMBER 2015

 — What is the process mapping of disease programme activities (patient identifica-
tion and enrolment, use of evidence-based guidelines, care coordination, patient 
education etc.)?

 — What is the actual structure of the disease programmes (identification of input, 
process, output and impact variable)?

 — Inputs are the structural aspects of a given intervention, such as its financial 
inputs and human resources. 

 — Processes are actual activities such as how a disease management programme 
is delivered or implemented (how it works) and the fidelity of activities 
(the extent to which a programme was implemented as intended and/or 
implemented according to the evidence base). 

 — Output is defined as productivity or throughput – the immediate result of 
professional or institutional healthcare activities, usually expressed as units 
of service.

 — Outcomes are the short-term, medium-term and long-term effects of 
health care or a health intervention on the health status of individuals 
and populations. Outcomes can be further divided across a continuum of 
categories such as immediate, intermediate, post-intermediate to definite 
or long-term outcomes of health status. A definite outcome might also be 
considered to be a health “impact”.

 — Are the outcome indicators as expected? This will require comparing outcomes 
of one MCO to another. It is important that the comparison is done objectively, 
taking into account movement of beneficiaries across options and the different 
risk profiles of beneficiaries across the MCOs.

 — Is there accurate and relevant reporting on process and outcomes indicators?
 — Are there effective systems to ensure proper education of patients and follow-up 

on patients to ensure adherence to set standards of care?

4.3 Comparing MCOs
After carrying out all these checks, it is possible that there may be more than one MCO 
that is considered suitable. Additional tools need to be employed to ensure that the 
most appropriate MCO is selected. This brings us to the subject of comparison based 
on process and outcome indicators.

 — Process indicators These are standard and therefore a straightforward 
comparison should be made. The MCO should do what is required to meet the 
minimum quality of care requirement. Fortunately, due to the ITAP process, 
there is agreement and standardisation of the process indicators across the 
industry. CMS will help ensure that these standards are upheld by all entities 
through the accreditation process as well as the reporting on quality of care in 
the medical schemes’ environment.

 — Outcome indicators These are more complex as outcomes would be affected by 
a variety of factors including risk pools covered by the MCOs.
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For example, an MCO which covers an older population is more likely to have adverse 
outcomes as opposed to the one with a younger profile. This is because the progression 
of diseases is strongly correlated with age. The actuary would need to adjust for 
different risk profiles when considering outcome indicators.

The additional complication that the actuary has to deal with is the movement 
of patients between MCOs (primarily linked to movement of beneficiaries between 
benefit options). Many chronic conditions take a long time to progress. When the risk 
pool changes significantly, it will be difficult to attribute outcomes being observed to 
the existing MCO. The observed results may be due to the way the previous MCO was 
managing its patients.

A more objective way of analysing and comparing the MCOs should include 
isolating the beneficiaries who were not managed by the specific MCO and those 
who were managed by the MCO for a reasonable period of time. The reasonable time 
period is condition-specific. Clinical expertise should be sought to determine the 
reasonable time period per condition. This separation would allow the mapping of 
outcomes to the MCO in question without bias due to new beneficiaries coming onto 
the programme.

Alternatively, if the number of lives managed by the MCO is sufficiently large, 
another approach would be to consider a cohort of lives, which will achieve the same 
result.

5. MANAGED CARE ORGANISATION MONITORING
Once a managed care contract is in place, the actuary needs to monitor the effectiveness 
of this contract to ensure that the scheme’s intended objectives are met.

5.1 Adherence to Set Processes
MCOs should actively report on their process demonstrating that they are adding 
value. It would be optimal if they report on coverage, ensuring patients undertake 
the required tests and appointments. This reporting could be easily monitored by the 
actuary. Perhaps at contracting stage such reports should be made a requirement.

5.2 Measuring Health Outcomes
Sufficient attention should be paid to health outcomes. This would be monitoring the 
incidents of adverse events on the contracted patients. If comparisons between MCOs 
are to be made, risk adjustment is vital.

5.3 Reporting
Regular reports to the BOT on the disease management programmes are essential 
to complete the monitoring cycle. This will help identify problems early. Such 
reports should not only report on the contracted MCO but also offer an analysis on 
other similar programmes to help with benchmarking. Benchmarking is important 
whenever making a self-assessment.
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5.4 Cost Savings
The value proposition of managed care is a vital question which the BOT and other 
stakeholders are interested in. As part of the monitoring process, actuaries should 
assist in answering the cost effectiveness of managed care. The cost savings may also 
be calculated but with quality of care as an important feature.

6. COST SAVINGS
There is a lot of interest on how to determine cost savings for managed care. It is 
probably on the basis of these calculations that the BOT would make a choice on 
whether to contract with a particular MCO or not. This probably determines the 
reimbursement model the BOT decides on as well.

Given how complex disease management can be and how long it takes for some 
of these diseases to progress, we find it very difficult to ascribe a cost saving when 
contracting. For us, the right questions the BOT should be asking are as follows:

 — Will the patients be managed appropriately? If so, this will lead to cost savings 
in the long term.

 — Is the disease management programme in place the best?
 — Will the MCO appointed give us the right outcomes?

Answering these questions will indicate whether the MCO is providing the right 
quality of care to patients. Over time, analysis of the outcome indicators will help assess 
if the standard of care being provided is achieving the desired results. In short, are the 
cost savings expected realistic given the care provided? If we have established that the 
quality of care is appropriate, cost savings can then be calculated. Any cost saving on a 
programme which is not providing the right standard of care would be flawed.

There cannot be any cost savings unless there is proper care of patients as this 
leads to further costs downstream. The calculation of cost savings needs to take a long-
term view as the cost savings are only achieved over time.

7. CONCLUSION
Managed care is a complex and dynamic aspect of healthcare. Assessing the value 
of managed care programmes is equally complex. Actuaries have most of the skill-
set required to help in the selection and monitoring of the effectiveness of such 
programmes. The major limitation is clinical expertise where they need to leverage on 
other professionals.

Actuaries are expected to participate in managed care provision from the 
contracting phase as this has a bearing on quality. The reimbursement model has an 
important financial bearing on the scheme and a decision has to be made to ensure 
that the most appropriate one is considered. Proper coordination of care is essential to 
achieving good health outcomes. Whichever approach is taken, a process should be in 
place to facilitate sharing of information between MCOs, the administrator and other 
service providers.
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Each disease management programme is unique; the actuary would need to 
establish the best practice of care for the disease or condition in question. This is where 
assistance of the clinical experts will be needed most.

The next task would be to establish the appropriate clinical markers for good 
quality of care and process indicators. These indicators should be collectable as a data 
field either by the scheme or managed care entity.

Outcome indicators for the specific conditions need to be established. These 
should be observable over a relatively short period of time to enable measurement. 
For instance, in the case of HIV management, the viral load of patients is an important 
outcome indicator which can be measured on 6-month intervals. Increase in longevity 
of HIV patients takes a very long time to observe so it is less appropriate as an outcome 
indicator. These indicators should also be collectable.

Once the actuary obtains all this information, he/she would be in a position to 
establish if the standard of care is appropriate – after some number crunching.

Once a suitable MCO contract is in place, the determination of cost savings of 
disease management programmes becomes more objective. The quality of care is of an 
acceptable standard. The managed care interventions are not denying appropriate care 
and therefore the financial benefits of disease management can be determined more 
accurately.

In the absence of proper quality of care, MCOs may deny appropriate care, maybe 
with the aim to save costs in the short term. However, such practices could in turn lead 
to more costly interventions in the long term. Therefore any calculation of cost savings 
without consideration of quality of care is less objective. If the selected MCO meets the 
right standard of care expected and the patients are getting the right quality of care, it 
then becomes clear we are looking at real cost savings and not cost shifting.
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