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PREFACE 

This guide has been prepared by the Medical Schemes Project Group of The South African Institute 
of Chartered Accountants (SAICA) in consultation with the Council for Medical Schemes (the 
Council), primarily to provide guidance to SAICA members on the accounting requirements of 
schemes that carry on the business of a medical scheme and auditors of medical schemes. 

The guide assumes compliance with International Financial Reporting Standards (IFRS) and any 
additional financial reporting requirements of the Council and addresses only the accounting and 
reporting issues that are specific to schemes that carry on the business of a medical scheme. The 
guide is therefore not considered to be complete in all aspects, and members and associates are 
advised to read this guide in conjunction with applicable legislation, circulars from the Council, and 
IFRS, where appropriate, to ensure that all areas are adequately covered in any work that they are 
undertaking.  

Every effort has been made to ensure that where reference is made to quotes, extracts and 
paragraphs from IFRS the references are correct. The information contained in the guide is for 
information purposes only. 

The guide does not address audit issues. The Independent Regulatory Board for Auditors (IRBA) 
issues separate guidance for auditors of medical schemes.  
 

Every effort has been made to ensure that the advice given in this guide is correct.  Nevertheless, 
that advice is given purely as guidance to members of SAICA to assist them with particular problems 
relating to the subject matter of the guide, and SAICA will have no responsibility to any person for 
any claim of any nature whatsoever that may arise out of or be related to the contents of this guide. 
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INTRODUCTION 

1. A South African medical scheme is registered under section 24(1) of the Medical Schemes Act 
131 of 1998, as amended (the Act) and the Regulations thereto (the Regulations).  Medical 
schemes are classified as not for profit under the Act and are similar to mutual funds, as the 
members (policyholders) of the scheme own the scheme. However, this excludes healthcare 
insurance products provided by a long-term and/or short-term insurer registered in terms of 
the Long-term Insurance Act 52 of 1998 and/or the Short-term Insurance Act 53 of 1998.  

 
2. The Council is the regulatory body tasked with regulating medical schemes in South Africa. 

The Council approves the registration, suspension, and cancellation of registration of benefit 
options of medical schemes. 

 
3. The main sources of business are from employers that wish to arrange healthcare benefits for 

their employees and their employees’ dependants and from individuals that wish to cover 
themselves and their dependants. Some medical schemes are formed with the primary 
objective of supporting employees of particular organisations, members of certain 
professions, or members of a union, and are registered as restricted-membership medical 
schemes. Other medical schemes admit members from any employer or members of the 
public, and these are referred to as “open medical schemes”. 

4. Business is introduced to medical schemes by direct selling or by brokers accredited in terms 
of the Act. The Act also regulates the payment of commissions to brokers. Contracts are 
entered into between the members and the medical scheme in terms of the rules of the 
medical scheme. The period of the contract is from the date of admission to membership until 
the date on which the contract is terminated in terms of the rules of the medical scheme, for 
reasons that include the following: 

 Failure to pay, within the time allowed in the medical scheme’s rules, the membership 
contributions required; 

 Failure to repay any debt due to the medical scheme; 

 Death of member; 

 Committing any fraudulent act; 

 Prior termination of the contract, in terms of the rules, by either party;  

 Non-disclosure of material information; and 

 Liquidation of the medical scheme. 

Medical schemes may, however, change their contributions and benefits at any time during 
the year, subject to a one- month notice period and the approval of the Council. 

5. In practice, an employer may negotiate certain terms and conditions in the contract of 
membership with a medical scheme on behalf of its employees, such as eliminating the 
waiting period. Each individual member is still required to sign a separate contract with the 
medical scheme. Individuals may join any open medical scheme in their personal capacity or a 
restricted medical scheme should they qualify for membership. 

 
6. The Act enforces community rating and prohibits risk rating. Individual contracts may not be 

priced based on the specific risks associated with the individual or any other individual criteria. 
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Medical scheme contributions can only be varied on the basis of income or the number of 
dependants, or both the income and the number of dependants. 

 
7. Medical schemes shall not provide for any other grounds, including age, sex, past or present 

state of health, of the applicant or one or more of the applicant’s dependants, for varying the 
frequency of rendering of relevant health services to an applicant or one or more of the 
applicant’s dependants other than for the provisions as prescribed, when determining 
contributions. Medical schemes set prices that fully reflect the risk at a scheme level (after 
taking into account investment income). These risks are managed in different portfolios of 
policyholders and cross subsidise the level of contributions for sick members by using those of 
healthy members, which promotes community rating in setting contributions. This cross-
subsidisation occurs not only within the portfolio but also across the scheme as a whole. All 
applicants must be accepted by medical schemes without contribution loadings, irrespective 
of the risks posed. This implies that medical schemes must manage risks and set contributions 
at a portfolio level. Medical schemes achieve this by means of benefit options from which 
members may select. Contributions for the benefit options are set based on the portfolio of 
risks and benefits being offered and are paid as determined by the rules of the medical 
scheme in compliance with sections 26(6) and 26(7) of the Act. 

 
8. Healthcare benefits are prescribed in the rules of the medical scheme, which usually contain 

healthcare benefit limits and exclusion clauses in addition to the minimum benefits prescribed 
in the Act and Regulations. In terms of the Act, all benefit options must provide for prescribed 
minimum benefits. These are the minimum basket of benefits that all medical schemes are 
required to offer their members.  Medical schemes are required to cover the costs related to 
the diagnosis, treatment and care of: 

 Any emergency medical condition; 

 A limited set of approximately 270 medical conditions; and 

 25 chronic disease list conditions (CDLs) as well as other chronic diagnosis treatment pairs 
(DTPs) and chronic conditions (e.g. HIV and menopause). 

These are known as “Prescribed Minimum Benefits” (PMBs) and members are entitled to 
these benefits regardless of the scheme option selected. PMBs include certain medicines 
required in the treatment of these conditions/diseases. 

 
9. Healthcare benefit limits (exclusive of PMBs) are normally set for a benefit period. Claims may 

be incurred by the member, and the member’s dependants, from the first month of the 
benefit period until healthcare benefit limits are fully used, after which the member bears the 
risk. These healthcare benefit limits may be apportioned for a period of the year in which the 
contract is first entered into after the commencement of the benefit period. No 
apportionment of limits is permitted should a contract be terminated prior to the end of a 
benefit period. Unexpended benefits may not be accumulated by a beneficiary from one year 
to the next other than as provided for in the personal medical savings accounts. 

10. Certain risks may be reinsured by the medical scheme, in terms of which certain risks for 
healthcare benefits are underwritten by another party. This transfer of risk can take the form 
of a commercial reinsurance contract or of a provider contract in terms of which the provider 
is paid a monthly sum or capitation fee to provide defined services, during a specified period, 
according to the needs of the members of a scheme. The provider carries the risk of the 
number of incidents that occur during the specified period and the cost of providing the 
service. Entering into a risk transfer arrangement does not reduce a scheme’s primary 
obligations to its members and their dependants. No medical scheme shall purchase any 
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insurance policy in respect of any relevant health service other than to reinsure a liability in 
terms of section 26(1)(b) of the Act. In terms of section 20(3), where a medical scheme 
intends to enter into any commercial reinsurance contract, or amendment of such contract, 
the Board of Trustees shall furnish the Registrar with a copy of the contract or the amendment 
and an evaluation of the need for the proposed commercial reinsurance contract, by a person 
who has the necessary expertise, and who has no direct or indirect financial interest in the 
contract. Premiums/fees and recoveries for claims relating to risk transfer arrangements are 
shown separately in respect of each risk transfer arrangement in order that the financial 
extent of such arrangements may be clearly demonstrated.  

11. A member also carries the risk for payment of sums charged by the provider of healthcare 
services in excess of the prescribed healthcare benefits provided by the medical scheme, 
which could be in the form of co-payments paid to the provider or a refund of sums paid, lent 
or advanced by the medical scheme, in terms of the rules, on behalf of the member. Co-
payments on PMBs will occur when the member has voluntarily not made use of the scheme’s 
designated service provider. 

12. Some medical schemes provide for personal medical savings account facilities to assist 
members in managing cash flow for the payment of healthcare services for which they are 
responsible. In accordance with the Act, a maximum of 25% of the total gross contribution in 
respect of a member can be allocated to a personal medical savings account. While these 
savings belong to the member, they may only be used for healthcare services and are only 
refundable as provided for in Regulation 10. Personal medical savings account facilities may 
not be utilised to provide for benefits and co-payments relating to PMBs. Personal medical 
savings accounts constitute trust money as defined in section 1 of the Financial Institutions 
(Protection of Funds) Act 28 of 2001 read with Regulation 10 to the Act. Personal medical 
savings must be kept separately from scheme funds, which are further clarified by section 4(5) 
of the Financial Institutions (Protection of Funds) Act 28 of 2001.  Interest earned on these 
funds must be credited to the members’ personal medical savings accounts. 

13. Inherent in medical scheme operations is the fact that income, in the form of contributions, 
provides cash reserves available for investment. The investment income from these cash 
reserves and other reserve funds plays an important part in the medical scheme’s operations. 
A medical scheme shall have such assets in the particular kinds or categories as may be 
prescribed in section 35 read together with Regulation 30 and Annexure B of the Regulations. 
Annexure B of the Regulations states that medical schemes should demonstrate on a “look-
through” basis that assets such as collective investment schemes, managed funds and 
insurance policies were not utilised to circumvent the limitations of these Regulations. 

14. A medical scheme is required to maintain minimum accumulated funds expressed as a 
percentage of gross annual contributions, which may not be less than 25%. New schemes are, 
however, subjected to the phase-in periods as prescribed in Regulation 29(3A). A medical scheme 
that for a period of 90 days fails to meet the minimum accumulated funds must notify the 
Registrar in writing of this failure, and must provide information relating to the nature and cause 
of the failure and the course of action being adopted to ensure compliance with the Regulation. 
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LEGISLATION 

Medical Schemes Act 131 of 1998, as amended (the Act) 

1. The following two definitions, amongst others, are contained in the Act: 

 “Business of a medical scheme means the business of undertaking liability in return for a 
premium or contribution – 

(a) to make provision for the obtaining of any relevant health service; 

(b) to grant assistance in defraying expenditure incurred in connection with the rendering of 
any relevant health service; and 

(c) where applicable, to render a relevant health service, either by the medical scheme 
itself, or by any supplier or group of suppliers of a relevant health service or by any 
person, in association with or in terms of an agreement with a medical scheme.” 

 “Relevant health service means any health care treatment of any person by a person 
registered in terms of any law, which treatment has as its object – 

(a) the physical or mental examination of that person; 

(b) the diagnosis, treatment or prevention of any physical or mental defect, illness or 
deficiency; 

(c) the giving of advice in relation to such defect, illness or deficiency; 

(d) the giving of advice in relation to, or treatment of, any condition arising out of a 
pregnancy, including the termination thereof; 

(e) the prescribing or supplying of any medicine, appliance or apparatus in relation to such 
defect, illness or deficiency or pregnancy, including the termination thereof; or 

(f) nursing or midwifery, 

 and includes an ambulance service, and the supply of accommodation in an institution established 
or registered in terms of any law as a hospital, maternity home, nursing home or similar 
institution where nursing is practised, or any other institution where surgical or other medical 
activities are performed, and such accommodation is necessitated by any physical or mental 
defect, illness or deficiency or by a pregnancy.” 

2. Section 20 of the Act requires that every entity that conducts a business as described above 
must apply to the Registrar of Medical Schemes (the Registrar) for registration under the Act, 
which places a legal obligation on all organisations carrying on business as defined to register 
under the Act. Non-registration of such a business will constitute a material irregularity and is 
prohibited in terms of section 20 of the Act. 

3. Section 24 gives the Registrar the power to register medical schemes, with the concurrence of 
the Council, and to impose such terms and conditions that are deemed appropriate. 

4. In terms of section 27 of the Act, the Registrar has the power to cancel or suspend the 
registration of a medical scheme if, after investigation, the Council is of the opinion that 
registration should be so cancelled or suspended. 

5. Sections 20(2) to 20(7) of the Act require certain conditions to be adhered to in respect of 
commercial reinsurance contracts entered into by a medical scheme. 
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6. Section 26(1)(c) of the Act requires a bank account to be established under the scheme’s 
direct control, into which shall be paid every amount received as subscription or contribution 
paid by or in respect of a member, and received as income, discount, interest, accrual or 
payment of whatever kind. 

7. Section 26(4) of the Act sets out the items that may be debited to a scheme’s bank account. 

8. Section 26(5) prohibits the payment of dividends, rebates and bonuses. 

9. 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 that is payable to a medical scheme by, or on 
behalf of a member of that medical scheme. 

10. Section 26(7) of the Act requires that all subscriptions or contributions shall be paid directly to a 
medical scheme not later than three days after payment thereof becoming due. 

11. Section 26(11) prohibits medical schemes from carrying on any business other than the business 
of a medical scheme. 

12. Section 29 details the minimum matters for which the scheme’s rules must provide. Section 30 
continues to detail the general provisions that may be included in the scheme’s rules. Sections 31 
and 32 provide further information on the amendment of rules and the binding force of the rules. 

13. Section 29A of the Act stipulates the conditions under which a medical scheme may apply general 
and specific waiting periods. 

14. Section 33(2) of the Act contains provisions relating to the approval of new benefit options and 
the conditions that must be addressed to the satisfaction of the Registrar before approval of such 
benefit options can occur. 

15. Chapter 7 of the Act contains provisions relating to the financial matters of a medical scheme, 
covering, inter alia, the following: 

(a) Financial arrangements (section 35): 

 A medical scheme shall maintain its business in a financially sound condition (sections 
35(1) and 35(2)); 

 A medical scheme shall not encumber its assets, allow its assets to be held on its behalf, 
borrow money or give security to obligations between other persons without the prior 
approval of, or subject to directives issued by, the Council (section 35(6)); and 

 A medical scheme shall not invest any of its assets in the business of, or grant loans to, 
an employer that participates in the medical scheme, or any administrator or any 
arrangement associated with the medical scheme, any other medical scheme, any 
administrator, and any person associated with any of the above mentioned 
(section 35(8)). 

(b) The appointment of the auditor and the audit committee (section 36); 

(c) The annual financial statements, inter alia, the financial documentation and information 
to be submitted to the Office of the Registrar within the prescribed deadlines (section 
37): 
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 Section 37(1) requires the trustees to prepare the annual financial statements and to 
submit these together with the Report of the Board of Trustees to the Registrar by 
30 April each year;  

 Section 37(2) specifies what statements/reports are considered to form part of the 
annual financial statements; 

 Sections 37(4) and (5) detail the requirements in respect of the accounting 
framework and further information that needs to be included in the annual financial 
statements; and  

 The disclosure of financial information in respect of every benefit option offered by 
the medical scheme is required in terms of section 37(4)(d). This is required to be 
audited in terms of Circular 4 of 2008. 

16. In terms of section 44, the Registrar may order an inspection of a medical scheme: 

 If he/she is of the opinion that such an inspection will provide evidence of any irregularity 
or non-compliance with the Act; or 

 For purposes of routine monitoring of compliance with the Act by a medical scheme or any 
other person.  

17. Section 44(8) provides the Registrar, with the concurrence of the Council, with the power to place 
restrictions on the administration costs of medical schemes. 

18. In terms of Section 51(1) of the Act, the Registrar may, with the consent of the Council, apply to 
the court for an order for judicial management, curatorship or winding up, in terms of the 
conditions laid down in the Act. 

19. Section 57 of the Act sets out the duties of the Board of Trustees, which are significant, to ensure 
good governance. 

20. Section 59(2) of the Act and Regulation 6 set out the payment periods by the scheme to a 
member or a supplier of service in the case where an account has been rendered. 

21. Section 61 of the Act speaks to undesirable business practices. 

22. Section 63(14) of the Act states that the relevant assets and liabilities of the parties to 
amalgamations shall vest in and become binding upon the amalgamated body, or the relevant 
assets and liabilities of the party effecting the transfer shall vest in and become binding upon the 
party to which the transfer is effected. The scheme that makes the transfer is still responsible for 
submitting an annual return for the period to the date of transfer. 

23. A medical scheme may only compensate a broker in accordance with section 65 of the Act, 
and Regulation 28, for the introduction or admission of a member to the medical scheme, and 
the provision of ongoing service or advice to that member. 

24. Section 66 contains details of offences and penalties. 

25. The minimum number of members required for the registration of a medical scheme is 6 000.   

26. Regulation 4(4) prohibits the ring-fencing of reserves. 

27. Regulation 6A sets out the requirements for disclosure of trustees’ remuneration. 
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28. Regulation 8 and Annexure A provide information on PMBs. 

29. Regulation 9A states that a medical scheme may not provide in its rules for the accumulation of 
unexpended benefits by a beneficiary from one year to the next other than as provided for in a 
personal medical savings account.  

30. Regulation 10 stipulates the requirements in respect of savings accounts. 

(a) Regulation 10(1) limits the amount of the total gross contribution that is allocated to the 
member’s personal medical savings account to 25%; 

(b) Regulation 10(4) states that credit balances in a member’s personal medical savings 
account shall be transferred to another medical scheme or benefit option with a personal 
medical savings account, as the case may be, when such a member changes medical 
schemes or benefit options; 

(c) Regulation 10(5) requires that credit balances in a member’s personal medical savings 
account must be taken as a cash benefit, subject to applicable laws, when the member 
terminates his or her membership of a medical scheme or benefit option without enrolling 
in another medical scheme or enrols in another medical scheme without a personal medical 
savings account provision or selects a benefit option without a personal medical savings 
account; and  

(d) Regulation 10(6) stipulates that personal medical savings account facilities may not be 
utilised to provide for benefits and co-payments that relate to PMBs. 

31. Managed care agreements are regulated in terms of Chapter 5 of the Regulations. As defined 
in Regulation 15: “Managed healthcare means clinical and financial risk assessment and 
management of health care, with a view to facilitating appropriateness and cost-effectiveness 
of relevant health services within the constraints of what is affordable, through the use of 
rules-based and clinical management-based programmes.” 

32. Administration of a medical scheme by a third party should comply with Chapter 6 of the 
Regulations.  As defined in Regulation 23: “An administrator must deposit any medical scheme 
monies under administration, not later than the business day following the date of receipt of these 
monies, into a bank account opened in the name of the medical scheme. When medical scheme 
moneys, including contributions, are paid by means of electronic funds transfer, such moneys shall 
be deposited directly into a bank account opened in the name of the medical scheme. Moneys 
received shall at no time be deposited into any bank account other than that of the medical 
scheme.” 

33. Conditions to be complied with by brokers are regulated by Chapter 7 of the Regulations. 

34. The minimum accumulated funds to be maintained by a medical scheme is regulated by Chapter 
8 of the Regulations. 

(a) Regulation 29 sets out the minimum accumulated funds to be maintained by a medical 
scheme – the amount is determined as a percentage of gross annual contributions. In 
terms of Regulation 29(1) the term “accumulated funds” for the purpose of this 
regulation means “the net asset value of the medical scheme, excluding funds set aside 
for specific purposes and unrealised non-distributable reserves”. Funds set aside for 
meeting claims such as HIV/AIDS reserves should not form part of funds set aside for 
specific purposes. 
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(b) Regulation 30 and Annexure B limit the asset exposure in the different asset categories. 
Explanatory note 8 to Annexure B states that medical schemes should demonstrate on a 
“look-through” basis that assets such as collective investment schemes, managed funds 
and insurance policies were not utilised to circumvent the limitations of these 
Regulations. As was clarified by Circular 38 of 2011 and Circular 5 of 2012, issued by the 
Council, personal medical savings accounts are excluded from the calculation of the 
scheme’s aggregate fair value of liabilities and minimum accumulated funds to measure 
the scheme’s compliance to Annexure B. The personal medical savings accounts may only 
be invested in deposits held at call with banks and fixed deposits with banks or in 
accordance with the scheme’s rules. 

 Financial Institutions (Protection of Funds) Act 28 of 2001 

35. The funds standing to the credit of the personal medical savings accounts of the members 
constitute trust money as defined in section 1 of the Financial Institutions (Protection of 
Funds) Act 28 of 2001: 

 Section 1 of the Protection of Funds Act includes medical schemes as a financial institution 
that is subject to the requirements of this Act as far as trust property is concerned; and  

 Section 1 defines trust property as any asset administered by or kept in safe custody by a 
financial institution. 

36. Sections 4(4) and (5) state that a financial institution must keep trust property separate from 
assets belonging to that institution (scheme) and under no circumstances may that trust 
property form part of the assets or funds of the financial institution. 

 Income Tax Act 58 of 1962, as amended 

37. In terms of section 10(1)(d) of the Income Tax Act 58 of 1962, as amended, receipts and 
accruals of a benefit fund are exempt from normal tax. A medical scheme is included in the 
definition of a benefit fund and is consequently exempt from income tax. 

 Circulars and other relevant legislation 

38. The Minister of Health publishes Regulations and the Registrar, from time to time, publishes 
directives and circulars that govern the operation of medical schemes. 

 The following circulars are of importance to note: 

 28/2013: General concerns noted during the analysis of the 2012 Annual Financial 
Statements and Statutory Returns 

 11/2013: Main changes to the 2012 Annual Statutory Return 

 10/2013: Funding of PMBs from personal medical savings accounts when members are 
discharged from hospital 

 6/2013: Annual financial information provided to members 

 41/2012: Prescribed format for the Statement of Comprehensive Income and disclosures 
required in respect of PMSA 

 36/2012: Revision of prescribed content and disclosure in Summarised Annual Financial 
Statements 

 25/2012: Adjustment of statutory fees payable to brokers 

 23/2012: Explanatory Note 2 of Annexure B 
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 22/2012: General concerns noted during the analysis of the 2011 Annual Financial 
Statements and Statutory Returns 

 5/2012: Clarification of Circular 38 of 2011 regarding personal medical savings accounts 

 44/2011: Revised Managed Care Standards 

 38/2011: Personal Medical Savings Accounts 

 3/2011: Categorisation of assets in terms of Annexure B to the Regulations 

 52/2010: Granting of loans by medical schemes to members must stop 

 5/2010: Audit reports to the Annual Statutory Returns 

 38/2009: Increase in fees payable to brokers with effect from 1 January 2010 

 37/2009: Non-compliance by the medical schemes industry in respect of the provision and 
payment of prescribed minimum benefits (PMBs) 

 23/2009: Annual financial statements 

 21/2009: Issues encountered during the evaluation of medical scheme administrators 
regarding the auditing of medical schemes 

 18/2009: Format of statement of comprehensive income 

 4/2008: Inclusion of benefit options results in the annual financial statements 

 49/2007: Financial reporting by managed care organisations 

 25/2007: Auditor approval applications 

 41/2006: 2006 audited financial statements: 

 Reporting of non-compliance  

 Prescription of unclaimed savings balances 

 11/2006: Issues in audited financial statements: 

 Reporting of non-compliance matters 

 Fair value of assets for Annexure B 

 33/2005: Pre-funded post retirement funds – notice for removal of pre-funding reserves or 
funds 

 13/2001:Non-distributable reserves in solvency calculation 

39. This section of the guide provides a selection of important sections contained in the Act, and 
does not constitute a complete or comprehensive list. The relevant legislation and Regulations 
can be accessed from the Council website. Any other relevant legislation should be 
considered, including the following: 

 Auditing Profession Act, 2005; 

 Companies Act, 2008; 

 Consumer Protection Act, 2008; 

 Financial Advisory and Intermediary Services Act, 2002, as amended; 

 Financial Intelligence Centre Act, 2001, as amended; 

 Financial Institutions (Protection of Funds) Act, 2001; 
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 National Credit Act, 2005;  

 Prescription Act, 1969, as amended; and 

 Trust Property Control Act, 1988, as amended. 
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DEFINITIONS USED IN THE GUIDE 

Accounting period – for the financial statements of medical schemes, it is the 12-month period 
ending 31 December. 

Act – means the Medical Schemes Act 131 of 1998, as amended, and the Regulations thereto. 

Administration expenses – are the costs incurred to administer the medical scheme in terms of the 
rules and the Act. 

Administrator – means any legal person who has been accredited by the Council in terms of section 
58 of the Act to administer medical schemes. 

Actuary – means any fellow of an institute, faculty, society or chapter of actuaries approved by the 
Minister of Finance of South Africa. 

Auditor – is any registered auditor as defined in the Auditing Profession Act, 2005, approved by the 
Council to act as auditor for a medical scheme. 

Board of Trustees – means the board of trustees of any medical scheme registered in terms of the 
Registrar charged with the managing of the affairs of a medical scheme, and which has been elected 
or appointed under the rules of the specific medical scheme. 

Beneficiary – is a member or a person admitted as a dependant of a member to a medical scheme. 

Benefit option/plan – is a defined set of healthcare benefits, approved by the Registrar, applicable to 
a specific group of members and/or employers that have selected such benefits in terms of the rules 
of the medical scheme. 

Commencement of cover – is the date on which the coverage of the health risk commences, in terms 
of the rules of the medical scheme, in respect of a beneficiary’s health cover. 

Commercial reinsurance – is a contractual arrangement in terms of which some element of risk 
contained in the rules of the medical scheme is transferred to a reinsurer in return for some 
consideration.  

Council – means the Council for Medical Schemes established by section 3 of the Act. 

Co-payments/deductible – see the definition of member’s portion. 

Dependant – is the spouse or partner, dependent children or other members of the member’s 
immediate family in respect of whom the member is liable for family care and support or any other 
person that, under the rules of a medical scheme, is recognised as a dependant of such a member 
and is eligible for benefits under the rules of the medical scheme. 

Designated service provider – means a healthcare provider or group of providers selected by the 
medical scheme concerned as preferred provider or providers to provide its beneficiaries with 
diagnosis, treatment and care in respect of one or more PMB conditions or any other relevant health 
service covered by the medical scheme. 

Employer – is any employer group or sponsor that negotiates certain terms and conditions of the 
contract of membership with a medical scheme for and on behalf of its employees. 

Gross claims paid and reported – are the total costs of settling all claims in respect of registered 
benefits (before deducting claims paid from personal medical savings accounts) that arise from 
healthcare events that have occurred in the period and those that have occurred previously, and for 
which no provision was made. These include claims settled by third party providers in terms of risk 
transfer arrangements and costs for managed care: healthcare services. Gross claims also include 
own facility cost for services rendered to members. 
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Gross contributions – are monies (contributions) payable by members and/or employers, in terms of 
the rules of the medical scheme, for the purchase of healthcare benefits. Gross contributions 
comprise personal medical savings contributions and risk contributions. 

Healthcare benefits – are the members’ entitlement to healthcare services, in terms of the rules of 
the medical scheme and the Act. 

Incurred but not reported (IBNR) – see the definition of outstanding risk claims provision.  

Investment income – includes interest (inclusive of interest received on bank accounts and on arrear 
balances), dividends, rental and policy income as well as net realised gains or losses on available-for-
sale financial assets and net gains or losses on financial assets at fair value through profit or loss. 

Linked policy – in terms of the Long-term Insurance Act 52 of 1998, means a long-term policy of 
which the amount of the policy benefits is not guaranteed by the long-term insurer and is to be 
determined solely by reference to the value of particular assets or categories of assets, which are 
specified in the policy and are actually held by or on behalf of the insurer specifically for the 
purposes of the policy. 

Managed healthcare – means clinical and financial risk assessment and management of member 
healthcare with a view to facilitating appropriateness and cost effectiveness of relevant health 
services within the constraints of what is affordable, through the use of rules-based and clinical 
management-based programmes. This process can be categorised into the following expenditure 
classifications: 

 Managed care: management services – is the cost of managing healthcare expenditure, such as 
bill review, specialist and hospital referrals, case management, disease management (excluding 
healthcare benefits that are included in the contract), peer review, claims audits and statistical 
analysis, but does not include the cost of any relevant healthcare services; and 

 Managed care: healthcare services – is the cost of healthcare services under payment systems, 
such as capitation fees, in terms of contracts not classified as risk transfer arrangements 
(healthcare services purchased) and disease management (healthcare benefits that are included 
in the contract). It excludes the administration thereof, which is regarded as Managed care: 
management services 

Medical scheme – means any medical scheme registered under section 24(1) of the Act. 

Member – is a natural person who has been enrolled or admitted as a member of a medical scheme, 
who is entitled to healthcare benefits, in terms of the rules of the medical scheme, in exchange for a 
contribution. 

Member’s portion – is that part of the amount paid to a supplier of healthcare services for which the 
member is responsible, in terms of the rules of the medical scheme. 

Minimum accumulated funds (solvency ratio) – a medical scheme must maintain accumulated funds 
expressed as a percentage of gross annual contributions for the accounting period under review, 
which accumulated funds may not be less than 25% of the gross annual contributions. The minimum 
accumulated funds are sometimes referred to as the “solvency ratio” or the “accumulated funds 
ratio” and are the minimum capital requirement that medical schemes are required to maintain. 
Circular 13 of 2001, issued by the Council provides further information on what should be excluded 
from the amount of the accumulated funds, for purposes of calculating the minimum accumulated 
funds. 

Net claims incurred – are risk claims incurred net of third party recoveries (such as the Road Accident 
Fund (RAF)). 

Non-healthcare expenditure – comprises managed care: management services, broker service fees, 
administration fees and other operating expenses incurred in operating a medical scheme. 
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Outstanding risk claims provision – is a provision made for the estimated cost of healthcare benefits 
that have occurred before the end of the accounting period but have not been reported to the 
medical scheme by that date. This provision is determined as accurately as possible on the basis of a 
number of factors, which may include previous experience in claims patterns, claims settlement 
patterns, changes in the nature and number of members according to gender and age, trends in 
claims frequency, changes in the claims processing cycle, and variations in the nature and average 
cost incurred per claim.  

The provision is net of estimated recoveries from members for co-payments, and from personal 
medical savings accounts. This provision is also known as “provision for claims incurred but not 
reported” (IBNR). 

Own facility costs – represent costs incurred by the medical scheme in operating its own medical 
equipment, hospital, clinic, pharmacy, pathology laboratory and radiology facility or any other 
related services. 

Personal medical savings accounts, also personal medical savings account trust liability – constitutes 
savings contributions held in trust on behalf of members to be used for the payment of healthcare 
benefits that are for the account of the member, in terms of the rules of the medical scheme. A 
credit balance in a member’s savings plan account is only refundable as provided for in 
Regulation 10 of the Act. 

Personal medical savings account trust investment – represents the amounts invested in respect of 
contributions received from members to their personal medical savings accounts and any interest or 
investment income accrued thereon, net of any payments made in respect of the registered 
benefits. These monies are held in trust and managed by the medical schemes on their members’ 
behalf.  

Policy income – represents income, for example interest and dividends, earned from an investment 
policy with an insurer.  

Prescribed minimum benefits – means the benefits contemplated in section 29(1)(o) of the Act and 
consists of the provision of the diagnosis, treatment and care costs of – 

 The Diagnosis and Treatment Pairs (DTPs) listed in Annexure A of the Act, subject to any 
limitations specified in Annexure A; and 

 Any emergency medical condition. 

Registrar – means the Registrar of Medical Schemes. 

Reinsurer – means either an insurer registered as a long-term insurer in terms of the Long-term 
Insurance Act 52 of 1998 or as a short-term insurer in terms of the Short-term Insurance Act 53 of 
1998 and that is entitled to engage in the practice of reinsurance. 

Relevant healthcare expenditure – represents net claims incurred and net income/(expense) on risk 
transfer arrangements. 

Report of the Board of Trustees – is the report by those persons with a fiduciary responsibility 
towards the medical scheme. For the purpose of this guide, the report will include reports by the 
Board of Trustees, management committee, audit committee and investment committee or any 
other persons with a fiduciary responsibility towards the medical scheme. 

Risk claims incurred – are risk claims paid and reported adjusted by the outstanding risk claims 
provision at the beginning and end of the accounting period. 

Risk claims paid and reported – are gross claims assessed, accrued and paid for services rendered 
during the accounting period and for services rendered during the previous accounting period not 
included in the previous period’s outstanding risk claims provision, excluding claims paid out of 
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personal medical savings accounts, and net of recoveries from members for co-payments, 
deductibles, and discount received from service providers. 

Risk contribution income – represents revenue for which the medical scheme is at risk, and is 
calculated as gross contributions less savings contributions, during the accounting period. 

Risk transfer arrangement – is a reinsurance contract as defined in IFRS 4 Insurance Contracts. This is 
a contractual arrangement in terms of which a third party undertakes to compensate a medical 
scheme for all or a significant part of the loss that the medical scheme may suffer as a result of 
carrying on the business of a medical scheme. Risk transfer arrangements do not reduce a medical 
scheme’s primary obligations to its members and their dependants, but the arrangements only 
decrease the loss the medical scheme may suffer as a result of the carrying on of the business of a 
medical scheme.  

Rules of the medical scheme – are those registered rules approved by the Registrar, constitutions 
and/or agreements in terms of which the member receives healthcare benefits, and in terms of 
which the medical scheme is administered. 

Savings contributions – means the amount allocated to a member’s personal medical savings 
account in terms of the scheme’s rules to a maximum of 25% of the gross amount contributed by the 
member. 

Savings claims – means healthcare benefits paid from members’ personal medical savings accounts 
in terms of the scheme’s registered rules. 
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ACCOUNTING GUIDE 

 Objectives 
1. The financial statements of a medical scheme are prepared in accordance with IFRS, and in the 

manner required by the Act and Regulations thereto. The objective of this guide is to clarify 
certain financial reporting issues specific to the medical schemes industry. 

 
2. The overall objective of financial reporting is to achieve fair presentation. Refer to revised 

International Accounting Standards (IAS)1 Presentation of Financial Statements for some 
general guidance that should be taken into account in drafting financial statements. IAS 1 also 
contains certain specific disclosure requirements regarding the various components of 
financial statements, including the significant accounting policies and other explanatory notes. 

 
3. Examples of illustrative disclosures required in terms of IFRS that are particularly relevant for 

medical schemes are included in the appendices to the guide. The illustrative disclosure 
examples are not intended to address all possible alternatives or to provide specific 
accounting, business, financial, investment, legal, tax or other professional advice or services. 

 Format of financial statements 
4. Circular 23 of 2009 and Circular 41 of 2012 provide information on the format of the annual 

financial statements that is sent by the medical scheme in terms of section 41(1) and 41(2) of 
the Act to its members. The Registrar requires a full set of the medical scheme’s annual 
financial statements to be submitted in terms of section 37. Medical schemes should be aware 
that the information provided in the annual financial statements should be reconcilable to the 
information in the annual statutory return. The Registrar determined in Circular 4 of 2008 that 
benefit options results are included in medical schemes’ annual financial statements. 

 Statement of comprehensive income 
5. Refer to the Circular 18 of 2009 – Format of statement of comprehensive income and Circular 

41 of 2012 – Prescribed format for the Statement of Comprehensive Income and disclosures 
required in respect of PMSA, issued by the Council, for the prescribed format of the statement 
of comprehensive income.   

 Statement of financial position 
6. Medical schemes should refer to IAS 1 in preparing a statement of financial position.  

 Statement of changes in funds and reserves 
7. Medical schemes should refer to IAS 1 in preparing a statement of changes in funds and 

reserves. 

Statement of cash flows 
8. Medical schemes should refer to IAS 7 Statement of Cash Flows in preparing a statement of 

cash flows.  

 Summarised financial statements 
9. Refer to Circular 6 of 2013 – Annual financial information provided to members, issued by the 

Council, for the requirements regarding summarised financial statements and/or a highlights 
document. A trustees report must be included as part of the summarised financial statements. 
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The impact of IFRS 3 Business Combinations, IFRS 10 Consolidated 
Financial Statements and IFRS 12 Disclosure of Interests in Other 
Entities 

10. In January 2008, the International Accounting Standards Board (IASB) issued a revised IFRS 3 
Business Combinations (IFRS 3, 2008). IFRS 3 (2008) defines a business combination as a 
transaction or other event in which an acquirer obtains control of one or more businesses. 
Business combinations that involve two or more mutual entities are included in the scope of 
IFRS 3 (2008).  

 
11. A mutual entity is defined in Appendix A to IFRS 3 (2008) as “an entity, other than an investor-

owned entity, that provides dividends, lower costs or other economic benefits directly to its 
owners, members or participants. For example, a mutual insurance company, a credit union 
and a co-operative entity are all mutual entities.” 

 
12. As medical schemes are not investor owned and provide medical benefits to members, they 

meet the definition of mutual entities. As “mutual entities” are within the scope of IFRS 3 
(2008), medical schemes have to apply the requirements of IFRS 3 (2008). 

 
13. It is suggested that the impact of IFRS 10 Consolidated Financial Statements with respect to 

the issue of “control”, together with the impact of IFRS 3, should be discussed with the 
scheme’s auditors, when it has entered into a business combination. The strategic reasons for 
amalgamations, such as membership concentration in certain geographic areas and 
demographic profile, should also be considered. In addition to the above, the impact of 
possible additional disclosure requirements in terms of IFRS 12 Disclosure of Interests in Other 
Entities should be considered by medical schemes.  The following table provides a summary of 
the possible impact of IFRS 10 and IFRS 12 on medical schemes, which needs to be assessed: 

 

IFRS 
Standard 

Details Impact 

IFRS 10 
Consolidated 
Financial 
Statements 

 IFRS 10 defines the principle of control 
and establishes control as the basis for 
determining which entities are to be 
consolidated. 

 IFRS 10 also sets out the accounting 
requirements for the preparation of 
consolidated financial statements. 

 An investor controls an investee if the 
investor has all of the three elements of 
control: 
1. Power over the investee; 
2. Exposure or rights to variable returns 

from involvement with the investee; 
and 

3. The ability to use power over the 
investee to affect the amount of the 
investor’s returns. 

 IFRS 10 states that for an investor to have 
power over the investee it must have 
existing rights that give it the current 
ability to direct the relevant activities of 
the investee. 

 Medical schemes’ 
investments may result in 
control over the investees, 
which would require 
medical schemes to 
consolidate those entities 
into their financial 
statements. 

 The investments will need 
to be regularly assessed to 
determine if the control 
definition in this IFRS is 
met. 

 Medical schemes’ rights in 
investees are generally 
protective (i.e. rights 
designed to protect the 
interests of the investor) 
and the IFRS states that an 
investor that holds only 
protective rights cannot 
have power over an 
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IFRS 
Standard 

Details Impact 

 In assessing power, only substantive 
rights and not protective rights are 
considered. 

 
 

investee. 

 Even though in most 
instances it is expected 
that medical schemes’ 
rights would be protective, 
the investments would 
need to be evaluated to 
ensure no other elements 
of control are met that 
require consolidation of 
those entities. 

IFRS 12 
Disclosure of 
Interests in 
Other 
Entities 

 IFRS 12 requires an entity to disclose 
information that enables users of 
financial statements to evaluate: 
1. The nature of and risks associated 

with its interests in other entities; 
and 

2. The effects of those interests on its 
financial position, financial 
performance and cash flows. 

 IFRS 12 requires disclosure on 
information about interests in:  
1. Subsidiaries; 
2. Joint arrangements;  
3. Associates; and 
4. Unconsolidated structured entities. 

 Examples of structured entities include 
but are not limited to: 
1. Securitisation vehicles; and 
2. Asset-backed financings. 

 

 Medical schemes generally 
do not have subsidiaries, 
joint arrangements or 
associates.  

 Medical schemes do, 
however, have 
investments in 
unconsolidated structured 
entities, mainly through 
money market portfolio 
investments. 

 The disclosures required in 
this IFRS would need to be 
included as part of the 
financial statements for 
the year ended 31 
December 2013. 

 The disclosures would 
include information on the 
structured entities such 
as: 
1. Nature 
2. Purpose 
3. Size of entity 
4. Carrying amount of 

the investment 
5. Maximum exposure to 

loss 
 

 Acquisition method 
14. Paragraph 5 of IFRS 3 (2008) requires the use of the acquisition method to account for 

business combinations. 
 
15. The acquisition method involves the following steps: 

 Identifying the acquirer (being the entity that obtains control (as defined in IFRS 10 – refer 
paragraph 16. below) of another entity); 

 Determining the acquisition date; 
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 Recognising and measuring the identifiable assets acquired, the liabilities assumed and any 
non-controlling interest (if applicable) in the acquiree; and 

 Recognising and measuring goodwill or a gain from a bargain purchase (this step includes 
measuring the consideration transferred at fair value). 

 
16. IFRS 10 paragraph 7 states that an investor controls an investee if it has all of the following: 

 Power over the investee; 

 Exposure, or rights, to variable returns from its involvement with the investee; and 

 The ability to use its power over the investee to affect the amount of the investor’s 
returns. 

 
17. IFRS 3 (2008) paragraph 37 states that the consideration transferred in a business 

combination shall be measured at fair value, which shall be calculated as the sum of the 
acquisition-date fair values of the assets transferred by the acquirer, the liabilities incurred by 
the acquirer to former owners of the acquiree and the equity interests issued by the acquirer. 

 
18. Goodwill should be measured as the sum of: 

 Consideration paid for the acquisition of the acquiree; 

 Less: the net acquisition-date amounts recognised for acquired assets and liabilities. 

Goodwill will most likely represent employees and synergies obtained. In a business 
combination achieved without the transfer of consideration, the acquirer must substitute the 
acquisition-date fair value of its interest in the acquiree for the acquisition-date fair value of 
the consideration transferred to measure the goodwill or a gain on a bargain purchase (IFRS 3 
paragraph B46). 

 
 Amalgamation of medical schemes 
19. The fair value of the member interests in the acquiree (or the fair value of the acquiree) may 

be more reliably measurable than the fair value of the member interests transferred by the 
acquirer. In this instance, paragraph 33 of IFRS 3 requires the acquirer to determine the 
amount of goodwill by using the acquisition-date fair value of the acquiree’s member interests 
instead of the acquisition-date fair value of the acquirer’s member interests transferred as 
consideration. 

 
20. In addition, the acquirer in a combination of mutual entities shall recognise the acquiree’s net 

assets as a direct addition to capital or equity in its statement of financial position, not as an 
addition to retained earnings (IFRS 3 paragraph B47). Therefore, the addition cannot be added 
to accumulated funds, but should rather be added to a separate reserve. It should be noted 
that this separate reserve is available to all members of the amalgamated entity. 

 
21. Paragraph BC73 of IFRS 3 (2008) clarifies that with the amalgamation of mutual entities the 

entire amount of the acquiree’s net assets may not be accounted for as a gain on a bargain 
purchase.  

 
 Winding-down costs 
22. The winding-down costs of the amalgamated scheme (for instance, the cost of processing run-

down claims and handling member queries in respect of the period before the amalgamation) 
should not be provided for as part of the liabilities on the amalgamation date, as no past event 
occurred that would lead to the recognition of a provision. The delivery of the services during 
the winding-down period would result in the recognition of an expense. 
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Example – Amalgamation of two medical schemes 
23. With effect from 1 January 2011, medical scheme B is to be amalgamated with medical 

scheme A. Both entities are mutual entities. In terms of the contract of amalgamation, the 
following factors are identified: 

 Based on the current profile of medical scheme B, additional reserves of R25 million will be 
required to maintain the level of the reserves post the amalgamation. 

 The reserves of medical scheme B equal R50 million. This amount covers the additional R25 
million reserve requirement, and the remaining R25 million of the reserve will compensate 
medical scheme A for the higher risk profile of the additional members (originally medical 
scheme B members). 

 The current trustees of medical scheme A will have control over the amalgamated scheme.  
 
24. In this example, medical scheme A is identified as the acquirer. It has control over the 

amalgamated scheme through its current trustees.  
 
25. Members of medical scheme B have effectively exchanged their interest in that scheme for a 

member’s interest in medical scheme A.  
 
26. In this example, the fair value of medical scheme B’s members’ interests is more reliably 

measurable than the fair value of the member interests of medical scheme A being 
transferred.  

 
27. If we assume that the net asset value of medical scheme B represents the fair value of its 

equity interests at the date of amalgamation, there should be no goodwill (or negative 
goodwill), as the consideration transferred equals the net fair value of assets and liabilities 
acquired.  

 The impact of IFRS 4 Insurance Contracts 
28. IFRS 4 is the result of the first phase of the IASB’s project to develop an accounting standard 

for insurance contracts. The main purpose of IFRS 4 is to provide guidance on the classification 
of insurance contracts and their disclosure in the financial statements. Limited guidance is 
given by IFRS 4 on the recognition and measurement of insurance contracts, which will be 
addressed in the second phase of the IASB’s project. 

 
 The definition of an insurance contract 
29. IFRS 4 is applicable to all issuers of insurance contracts. 
 
30. It is important to note that the definition of an insurance contract in IFRS 4 is not a legalistic 

definition and that the definition addresses the substance of the agreement with a client and 
not its legal form. For this reason, a contract that is not an insurance contract from a legal 
perspective could be an insurance contract from an accounting perspective. 

 
31. A medical benefit plan or contract entered into with a member is an insurance contract as 

defined by IFRS 4, to the extent that: 

 It transfers a risk other than a financial risk to the scheme (for example, the risk that the 
member may seek medical treatment);  

 There is no certainty as to whether the member will seek medical treatment; when the 
member will seek medical treatment; or how much will be payable by the medical scheme 
if the member seeks medical treatment; and 
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 The member (i.e. policyholder) is adversely affected by the insured event (i.e. it costs the 
member money to seek medical treatment in the event of illness) and the medical scheme 
agrees to compensate the member for these costs. 

 
32. A reinsurance contract is defined by IFRS 4 as an insurance contract issued by one insurer (the 

reinsurer) to compensate another insurer (the cedant) for losses on one or more contracts 
issued by the cedant. 

 
33. Within a medical scheme context this definition needs to be considered in respect of 

commercial reinsurance contracts as well as capitation agreements where the medical scheme 
has transferred significant risk to a third party provider. (Refer to Appendix III for illustrative 
examples on capitation agreements.) In this guide, commercial reinsurance contracts and 
capitation agreements are collectively referred to as “risk transfer arrangements”. Therefore, 
a contract held by a medical scheme will meet the definition of a risk transfer arrangement 
and be accounted for in terms of IFRS 4 if: 

 The contract meets the definition of an insurance contract; and 
 The reinsurer/provider compensates the medical scheme for losses on insurance contracts 

issued to members. 
 
34. A medical scheme should apply IFRS 4 to all medical benefit plans or contracts that are 

insurance contracts, as defined by IFRS 4. In applying IFRS 4, the medical scheme will be 
viewed as the insurer in respect of insurance contracts that it issues and as the cedant in 
respect of risk transfer arrangements that it holds. 

 
35. IFRS 4 specifically includes contracts that provide for payments in kind, instead of cash 

compensation for losses, within the definition of insurance contracts. To illustrate this, the 
appendix to IFRS 4 provides the example of an insurer that uses its own hospital and medical 
staff to provide medical services covered by the insurance contracts. 

 
Deposit components 

36. Paragraphs 10 to 12 of IFRS 4 require, permit or prohibit the unbundling of deposit 
components within insurance contracts on the basis of certain criteria. On the basis of those 
criteria, a medical scheme is permitted, but not required, to unbundle the deposit component 
separately if it can measure the deposit component separately and if its accounting policies 
require it to recognise all obligations and rights arising from the deposit component. 

 
37. The scheme applies IFRS 4 to the insurance component of the medical benefit plan or 

contract, and IAS 39 Financial Instruments: Recognition and Measurement to the deposit 
component of the medical benefit plan or contract. Therefore, to the extent that the medical 
benefit plan or contract consists of a risk portion and a personal medical savings account 
component, the risk portion may be accounted for in terms of IFRS 4 and the savings portion 
may be unbundled as a deposit component and recognised in accordance with IAS 39. (Refer 
to paragraphs 94. to 101. of this guide for further information.) 

 
Liability adequacy test 

38. A medical scheme is required to perform an annual liability adequacy test (LAT) in terms of 
paragraphs 15 to 19 of IFRS 4. The purpose of the LAT is to determine whether the carrying 
amount of the insurance liabilities is adequate on the basis of a review of future cash flows. 
Should the LAT reveal that the insurance liabilities are insufficient; the insurance liabilities 
should be increased through the statement of comprehensive income (i.e. through profit or 
loss). 
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39. At year-end medical schemes should: 

 Determine the carrying amount of all the relevant insurance liabilities (this would include, 
but would not be limited to, the outstanding risk claims provision, claims reported but not 
yet paid and gross contributions received in advance). It should be noted that risk transfer 
arrangements are not considered because they are recognised separately; and 

 Determine whether the amount described above is less than the carrying amount that 
would be required if the relevant insurance liabilities were within the scope of IAS 37 
Provisions, Contingent Liabilities and Contingent Assets. If the amount is less, the entire 
deficiency should be recognised in the statement of comprehensive income as part of the 
movement in the outstanding risk claims provision. 

 
40. Contracts that are subject to broadly similar risks that are managed together as a single 

portfolio may be aggregated in applying the LAT. 
 
41. The LAT should not take into account medical benefit plans or contracts not yet effective at 

year end. Provisions should only be raised on current or existing contracts not for future 
claims under contracts not in existence at the reporting date. The year-end usually coincides 
with the last date of members’ contracts. Any contracts signed before year end that relate to 
the new financial year should be ignored for the purposes of the LAT. 

 
42. Medical schemes should, among their other insurance-related liabilities’ considerations, 

consider whether their IBNR calculation meets the requirements of the LAT, as per 
paragraph 16 of IFRS 4. 

 
 Sensitivity analysis 
43. Medical schemes should take cognisance of the disclosure requirements of IFRS 4, particularly 

those of IFRS 4 paragraphs 39(c)(i) (with reference to paragraph 39A).  Refer to Appendix II for 
disclosure requirements. 

The impact of IFRS 7 Financial Instruments: Disclosures and IAS 39 
Financial Instruments: Recognition and Measurement 

Disclosure for financial instruments and insurance contracts 
44. IFRS 7 Financial Instruments: Disclosures was applied by medical schemes for the first time for 

the year ended 31 December 2007. Details of the impact of IFRS 7 on medical schemes are 
included in Appendices VI and VII of this guide. 

 
45. IFRS 7 deals with the disclosure requirements in relation to all risks arising from financial 

instruments, whether recognised or not, and applies to any medical scheme that holds 
financial instruments. The level of disclosure required depends on the extent of the medical 
scheme’s use of financial instruments and its exposure to financial risk. The overriding 
objective of the standard is that preparers should provide disclosures that enhance a user’s 
understanding of the medical scheme’s exposures to financial risks and how the medical 
scheme manages those risks. 
 

46. To this end, the standard requires a medical scheme to disclose: 

 Information on the significance of financial instruments to the medical scheme’s financial 
position and performance; 

 The nature and extent of risk exposures arising from financial instruments (quantitative 
disclosures); and  

 The approach taken in managing those risks (qualitative disclosures). 
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47. IFRS 4.39(d) requires medical schemes to disclose information about credit risk, liquidity risk 
and market risk that paragraphs 31 to 42 of IFRS 7 would require if insurance contracts were 
within the scope of IFRS 7. 

 Financial instruments project 
48. In respect to the 2008 global financial crisis, the IASB has a project plan for the replacement of 

IAS 39 in three main phases: 

 Classification and measurement 

 Impairment methodology 

 Hedge accounting 
 

49. IFRS 9 (2009) Financial Instruments, which addresses classification and measurement of 
financial assets, was published in November 2009. IFRS 9 (2010) Financial Instruments, which 
addresses the classification and measurement of financial liabilities and derecognition of 
financial assets and liabilities, was published in October 2010. IFRS 9 (2009 & 2010) is effective 
for annual periods commencing on or after 1 January 2015 (early adoption is permitted). 

The impact of IFRS 8 Operating Segments 
50. This standard requires an entity to adopt the “management approach” to reporting on the 

financial performance of its operating segments. The Standard sets out requirements for 
disclosure of information about an entity’s operating segments and also about the entity’s 
products and services, the geographical areas in which it operates, and its major customers. 
The disclosure should enable users of its financial statements to evaluate the nature and 
financial effects of the business activities in which it engages and the economic environments 
in which it operates. IFRS 8 applies to the separate or individual financial statements of an 
entity and to the consolidated financial statements of a group with a parent:   

 Whose debt or equity instruments are traded in a public market; or  

 That is in the process of filing its financial statements with a securities commission or other 
regulatory organisation for the purpose of issuing any class of instruments in a public 
market.  

 
51. Medical schemes are therefore excluded from the reporting requirements set out in IFRS 8.  

 The impact of IFRS 13 Fair Value Measurement 
52. IFRS 13 Fair Value Measurement was published by the IASB in May 2011 and must be applied 

by medical schemes for all reporting periods beginning on or after 1 January 2013. IFRS 13 is a 
single source of fair value measurement guidance that clarifies the definition of fair value, 
provides a clear framework for measuring fair value and enhances the disclosures about fair 
value measurements. It does not give rise to any new requirements as to when fair value 
measurements are required. 

 Definition of fair value 
53. Fair value is the price that would be received to sell an asset or paid to transfer a liability in an 

orderly transaction between market participants at the measurement date; i.e., it is an “exit 
price” (IFRS 13 paragraph 9).  

 Fair value principles 
54. Fair value takes into account the characteristics of the asset or liability that would be 

considered by market participants and is not based on the medical scheme’s specific use or 
plans. Such characteristics may include the condition and location of an asset or restrictions 
on an asset’s sale or use (IFRS 13 paragraph 11). 
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55. A fair value measurement assumes that the asset or liability is exchanged in an orderly 
transaction between market participants to sell the asset or transfer the liability at the 
measurement date under current market conditions (IFRS 13 paragraph 15). An orderly 
transaction is a transaction that assumes exposure to the market for a period before the 
measurement date to allow for marketing activities that are usual and customary for 
transactions involving such assets or liabilities; it is not a forced transaction, e.g. a forced 
liquidation or distress sale (IFRS 13 Appendix A). 

 
56. Fair value measurement assumes that the transaction to sell the asset or transfer the liability 

takes place in the principal market for the asset or liability, i.e. the market with the greatest 
volume or level of activity. In the absence of a principal market, the transaction is assumed to 
take place in the most advantageous market. This is the market that maximises the amount 
that would be received to sell the asset or minimises the amount that would be paid to 
transfer the liability, after transaction and transport costs (IFRS 13 paragraph 16). 

 
57. Fair value is based on assumptions that market participants would use in pricing the asset or 

the liability, assuming that the market participants act in their economic best interest (IFRS 13 
paragraph 22). 

 
58. A fair value measurement of a non-financial asset considers a market participant’s ability to 

generate economic benefits by using the asset or by selling it to another market participant 
who will use the asset in its highest and best use. “Highest and best use” refers to the use of a 
non-financial asset by market participants that would maximise the value of the asset or the 
group of assets and liabilities with which the asset would be used (IFRS 13 paragraph 27 and 
Appendix A). 

 Financial liability with a demand feature 
59. The fair value of a financial liability with a demand feature (e.g. a demand deposit or the 

personal medical savings account of the medical schemes) is not less than the amount payable 
on demand, discounted from the first date that the amount could be required to be paid (IFRS 
13.47). 

 Valuation techniques 
60. The most reliable evidence of fair value is a quoted price in an active market. When this is not 

available, medical schemes should use a valuation technique to measure fair value, which 
maximises the use of relevant observable inputs and minimises the use of unobservable inputs 
(IFRS 13 paragraph 61). 

 
61. The objective of using a valuation technique is to estimate the price at which an orderly 

transaction to sell the asset or to transfer the liability would take place between market 
participants at the measurement date under current market conditions (IFRS 13 paragraph 
62).  

 
62. Three widely used valuation techniques are (IFRS 13 paragraph 62): 

 Market approach – uses prices and other relevant information generated by market 
transactions that involve identical or comparable (i.e. similar) assets, liabilities or a group 
of assets and liabilities, such as a business (IFRS 13 paragraph B6). 

 Cost approach – reflects the amount that would be required currently to replace the 
service capacity of an asset, often referred to as “current replacement cost” (IFRS 13 
paragraph B8). 
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 Income approach – converts future amounts (e.g. cash flows or income and expenses) to a 
single current (i.e. discounted) amount, reflecting current market expectations about those 
future amounts (IFRS 13 paragraph B10). 

 Inputs based on bid and ask prices 
63. If an asset or a liability measured at fair value has a bid price and an ask price (e.g. an input 

from a dealer market), the price within the bid-ask spread that is most representative of fair 
value in the circumstances shall be used to measure fair value regardless of where the input is 
categorised within the fair value hierarchy. The use of bid prices for asset positions and ask 
prices for liability positions is permitted, but is not required (IFRS 13 paragraph 70). 

 
64. This IFRS does not preclude the use of mid-market pricing or other pricing conventions that 

are used by market participants as a practical expedient for fair value measurements within a 
bid-ask spread (IFRS 13 paragraph 71). 

 The impact of IAS 38 Intangible Assets 
65. In some cases, expenditure is incurred to provide future economic benefits to an entity, but 

no intangible asset or other asset is acquired or created that can be recognised. In these cases, 
the advertising and promotional expenditure is recognised as an expense when it is incurred 
(IAS 38 paragraph 69). 

 
66. Cost of advertising and promotion, which include scheme brochures, benefit booklets and 

application forms, must be charged to expenses when incurred; i.e., when an entity has a right 
to access the goods or services received. An entity has a right to access goods when it owns 
them. Similarly, it has a right to access goods when they have been constructed by a supplier 
in accordance with the terms of a supply contract and the entity could demand delivery of 
them in return for payment. Services are received when they are performed by a supplier in 
accordance with a contract to deliver them to the entity and not when the entity uses them to 
deliver another service; for example, to deliver an advertisement to customers (IAS 38 
paragraph 69A). 

 
67. If the entity has made a prepayment for the above items, that prepayment is recognised as an 

asset until the entity has a right to access the related goods or services (IAS 38 paragraph 70). 

 Contribution income 
68. Contributions are recognised in the accounting period to which the related risks refer and 

should be in line with the rules of the medical scheme. For this reason, any unpaid 
contributions at the end of the accounting period are reflected as current assets, and any 
contributions received in advance are reflected as current liabilities. Risk transfer arrangement 
premiums/fees are not deducted from gross contributions, but are included with income and 
expenses from risk transfer arrangements. These amounts are disclosed separately. 

 
69. In order for the overall size of a medical scheme’s operations to be appreciated, the gross 

amount of contributions, which includes the contributions to personal medical savings 
accounts, is disclosed. Savings contributions are disclosed separately as a deduction from 
gross contributions. This is shown in the notes to the financial statements as the savings 
contributions do not meet the definition of income for the medical scheme, but are deposits 
received from members. Net contributions disclosed are in respect of contributions that 
directly relate to the risks carried by the medical scheme before taking into account risk 
transfer arrangements. 
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70. In accordance with sections 26(1)(c) and 26(4) of the Act, a medical scheme is not allowed to 
collect fees payable by a member to a third party, e.g. a funeral fund, on behalf of that third 
party. Therefore, gross contributions should not include such fees. Gross contributions should 
only include contributions made in terms of the rules of the medical scheme, which must be in 
compliance with the Act. 

 
71. Section 26(7) of the Act requires that all contributions be paid directly to a medical scheme 

not later than three days after payment thereof becoming due. 

 Relevant healthcare expenditure 

 Recognition of claims 
72. In medical schemes, the insured event is the provision of a healthcare service to a member. 

Consequently claims are recognised in the period that services are delivered to a member (i.e. 
on a day-by-day basis).  

 
73. The medical scheme should determine whether its claims liabilities (IBNR and/or claims 

creditor) recognised (based on service delivery) are less than the amount that would be 
required if the relevant liabilities were within the scope of IAS 37 Provisions, Contingent 
Liabilities and Contingent Assets. 

 
74. The medical scheme should therefore consider whether an onerous contract (i.e. member’s 

contract with the scheme) exists at the reporting date. If the contract is onerous, an additional 
liability should be recognised. (Refer to paragraphs 38. to 42. of this guide for further details 
on the LAT.) 

 Net risk claims incurred 
75. When accounting for claims, a medical scheme recognises the total estimated cost, net of 

discounts, third party recoveries and recoveries from members for co-payments and personal 
medical savings accounts, of settling all claims arising from healthcare costs that have been 
incurred in the period in terms of the scheme’s registered rules, whether or not reported by 
the end of the period. Provisions are made at the reporting date for the estimated cost of all 
claims not settled at that date, whether arising from events occurring during that period or 
earlier periods, and whether or not reported before the close of the accounting period. 

 
76. Accordingly, the charge for claims for the accounting period will include not only amounts 

paid or payable relating to current period events but also payments made during the period 
relating to costs that have occurred previously and for which no provision was made. When 
amalgamations occur the medical schemes should amalgamate the results from the date of 
amalgamation. Claims relating to the run-off period will form part of the claims reported. 

 
77. With reference to paragraphs 75. and 76. above, claims incurred include the following items: 

 Claims submitted and accrued for services rendered during the accounting period, net of 
discounts, third party recoveries and recoveries from members for co-payments and 
personal medical savings accounts; 

 Movement in the provision for outstanding claims; 

 Own facility cost for services to members using own facilities (refer to paragraphs 93. 97.); 

 Claims settled in terms of risk transfer arrangements (refer to paragraphs 81. – 84.); and 

 Charges for managed care: healthcare services (excluding risk transfer arrangements). 
 

78. Payments may be made to third parties contracted to provide cost containment processes, 
such as specialist and hospital referrals, case management, peer reviews, claims audits, 
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statistical analysis, and disease management (where healthcare service benefits are not 
included in the contract). These payments are separately disclosed as managed care: 
management services. (Refer to paragraphs 86. to 88. of this guide.) 

 
79. Recoveries under risk transfer arrangements should not be netted off against claims incurred, 

but should be recorded under the income and expenses from risk transfer arrangements. 
 
80. The following are disclosed: 

 Gross claims – current year registered benefits; 

 Services provided to members in own facilities; 

 Movement in provision for outstanding claims for the year; 

 Managed care: healthcare services;  

 Savings claims paid and reported; and 

 Third party recoveries. 

 Net income/(expense) on risk transfer arrangements 
81. Income and expenses that relate to risk transfer arrangements are disclosed separately in the 

statement of comprehensive income. 
 
82. IFRS 4 requires the medical scheme to assess each contract separately for determining 

whether there is a transfer of significant insurance risk. The risk being transferred is evaluated 
for each contract in isolation and is not compared to the value of total claims. 

 
83. Medical scheme membership issued by the medical scheme to members exposes the medical 

scheme to losses (i.e. claims from members) under those contracts. Where the medical 
scheme enters into a capitation agreement with a supplier (e.g. a hospital group) to provide 
medical services to a pre-determined member group or to compensate the medical scheme 
for losses on those contracts or to mitigate those losses, the medical scheme effectively 
enters into a risk transfer arrangement. 

 
84. A medical scheme should consider its assets under risk transfer arrangements (mainly 

comprising recoveries) for impairment. An asset under a risk transfer arrangement is 
considered to be impaired when there is objective evidence, as a result of an event that 
occurred after initial recognition of the asset, that the medical scheme may not receive all 
amounts due to it under the terms of the contract, and that event has a reliably measurable 
impact on the amounts that the scheme will receive under the risk transfer arrangement. 

 Commercial reinsurance 
85. A medical scheme may also enter into commercial reinsurance contracts, in terms of which it 

transfers some or all of its risk to a legally registered reinsurer. In this instance, the reinsurer 
will compensate the medical scheme in cash for losses incurred. In terms of section 20(3) of 
the Act, where a medical scheme intends to enter into any commercial reinsurance contract, 
or amend such a contract, the Board of Trustees shall furnish the Registrar with a copy of the 
contract or the amendment and an evaluation of the need for the proposed commercial 
reinsurance contract, by a person who has the necessary expertise and who has no direct or 
indirect financial interest in the contract.  

 Managed care: management services  
86. With the introduction of managed care principles by medical schemes, expenses are now 

incurred in applying these principles. Expenses may be incurred internally or services may be 
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purchased from third parties. The principles are aimed at managing the use, cost and quality 
of healthcare services to the medical scheme. 

 
87. Managed care: management services costs are distinct from claims expenses and 

administration expenses and are therefore disclosed separately, splitting internal expenditure 
and outsourced costs. Managed care: management services costs are analysed to disclose the 
type of service rendered. Consideration should be given to related party relationships and 
transactions. 

 
88. When items of income and expenses are material, their nature and amount shall be disclosed 

separately. 

 Broker service fees  

 Brokers’ fees (acquisition costs paid to brokers and fees paid for ongoing services) 
89. A medical scheme may compensate a person, in accordance with its rules and the provisions 

of the Act and the Regulations, for services provided to the medical scheme’s members. 
Brokers’ fees usually accrue and are paid on a monthly basis as contributions are received. 
Amounts paid and payable for broker services comprise fees paid to brokers for new contracts 
initiated by the brokers and the fees subsequently paid to brokers as “ongoing fees” on the 
basis of the current contract. Acquisition costs are the costs that a medical scheme incurs to 
sell, underwrite and initiate a new insurance contract. Consideration should be given to 
related party relationships in transactions that relate to brokers’ fees. 

 Other distribution costs 
90. Distribution costs that are incurred under co-administration or other agreements are included 

under administration expenses or broker service fees in the statement of comprehensive 
income and are separately disclosed in the notes. 

 Administration expenses 
91. In addition to the minimum disclosure on the face of the statement of comprehensive income 

in terms of IFRS, material income and expenses that are relevant to an understanding of the 
medical scheme’s financial performance should be disclosed separately. Medical schemes may 
wish to split the expenditure between the medical scheme and own facilities. Consider 
disclosure for the following costs incurred in the administration of a medical scheme: 

 Fees and disbursements paid or payable to a third party medical scheme administrator for 
the administration of the medical scheme; 

 Other contracted services that are not of a claims nature or managed care: management 
services; 

 Administration and consulting contracts with advisors to the members, which advisors are 
not the contracted medical scheme administrator; 

 Association fees; 

 Fees and disbursements to the auditors; 

 Fidelity guarantee and professional indemnity insurance premiums; 

 Marketing expenses; 

 Penalties; and 

 Principal Officer’s fees. 
 
92. Medical schemes are required to disclose any payment or consideration made to trustees 

either on the face of the statement of comprehensive income or in the notes, in terms of 
Regulation 6A: 



32 
 

 Disbursements, including travelling and other expenses for attendance of meetings or 
conferences, accommodation and meals, and telephone expenses for business purposes, 
including reimbursement to trustees; 

 Fees for attending meetings of the Board of Trustees or sub-committees of the Board; 

 Fees due for holding a particular office on the Board or sub-committees of the Board; 

 Fees for consultancy work performed for the medical schemes by a trustee; and 

 Other remuneration paid to a trustee. 

 Own facility surplus or deficit 
93. Medical schemes are expanding their operations to include the provision of services in their 

own facilities. For example, some medical schemes have hospitals or clinics that are used by 
service providers to render services to members and third parties. Where medical schemes 
make these facilities available to third parties they receive an income for services rendered. 

 
94. Income arising from making the medical scheme’s own facilities available to render services to 

third parties is recognised on an accrual basis as the services are rendered. Income from 
services rendered to third parties in own facilities should be reflected under “other income”. 

 
95. Cost incurred in operating own facilities, less costs allocated to claims for services rendered to 

members in own facilities, should be reflected as part of other expenses. 
 
96. Expenses included in operating own facilities, excluding costs allocated to claims for services 

rendered to members, are normally disclosed separately; for example, changes in inventories 
and administration expenditure (including salaries). 

 
97. Benefits (services) rendered by the own facility to the medical scheme’s members are 

included in claims incurred as proportional share of costs incurred. 

 Grants 
98. Where the medical scheme receives a grant from a sponsor, e.g. an employer or third party 

medical scheme administrator, the grant may be shown separately in the statement of 
comprehensive income as part of other income. 

 Accounting for movements in the market value of investments in 
collective investment schemes 

99. As per the Collective Investment Schemes Control Act, 2002: 

“collective investment scheme” means a scheme, in whatever form, including an open-ended 
investment company, in pursuance of which members of the public are invited or permitted to 
invest money or other assets in a portfolio, and in terms of which – 

(a) two or more investors contribute money or other assets to and hold a participatory 
interest in a portfolio of the scheme through shares, units or any other form of 
participatory interest; and 

(b)  the investors share the risk and the benefit of investment in proportion to their 
participatory interest in a portfolio of a scheme or on any other basis, determined in the 
deed.  

“assets” means the investments comprising or constituting a portfolio of a collective 
investment scheme and includes any income accruals derived or resulting from the investments 
in the portfolio which are held for or are due to the investors in that portfolio. 

 



33 
 

“income accruals” means any dividends or interest or any other income for distribution 
received by the trustee, custodian or manager on behalf of investors in a portfolio in the course 
of any income distribution period or carried forward from any previous income distribution 
period or due to such investors in respect of dividends or interest or any other income 
declarations made but not yet distributed. 

 
100. Medical schemes should carefully inspect the terms of collective investment scheme 

agreements entered into in order to determine whether the interest and dividends earned on 
the underlying assets may be recognised as income or should be accounted for as part of the 
fair value movement. Generally the income on collective investment schemes is distributed to 
unit holders or automatically re-invested in additional units. This income is normally realised 
and should be accounted for separately from fair value movements. 

 
101. It should be considered further whether the underlying assets are classified as at fair value 

through profit or loss or available-for-sale. For assets classified “at fair value through profit or 
loss”, the interest, dividends and fair value movements are recognised in profit or loss. For 
“available-for-sale” investments, fair value movements are recognised in other comprehensive 
income. Impairment losses are recognised in profit or loss. Interest is recognised in profit or 
loss, using the effective interest method. Dividends on available-for-sale equity instruments 
are recognised in profit or loss when the medical scheme’s right to receive payment is 
established (IAS 39 paragraph 55(b)). 

 Accounting for movements in the market value of investments in 
linked policies 

102. The definition of “linked policy” as included in section 1 of the Long-term Insurance Act, 1998 
does not explicitly refer to interest or dividends but refers to the “value” of assets or 
categories of assets. The “value” referred to in the definition includes interest and dividends. 
The definition goes further to describe the value of the assets to be those assets “that are 
specified in the policy and are actually held by or on behalf of the insurer for the purposes of 
the policy”.  

 
103. Medical schemes should carefully inspect the terms of investment agreements entered into in 

order to determine whether the interest and dividends earned on the underlying assets may 
be recognised as income or should be accounted for as part of the fair value movement. It 
should be considered how the underlying assets are classified in terms of IAS 39 (refer 
paragraph 102. of this guide). Interest and dividends earned on the underlying investments 
(assets) accrue to the policyholder (medical scheme). However, realisation of this income may 
only be possible upon surrender or maturity of the policy. The increase in value of such 
policies, where income may only be realised upon surrender or maturity, is generally not 
realised by the policyholder and forms part of the fair value movement.  

 Outstanding claims provision 
104. The outstanding claims provision is a provision made for the estimated cost of healthcare 

benefits that have been incurred before the end of the accounting period but that have not 
been reported to the medical scheme by that date. This provision is determined as accurately 
as possible on the basis of a number of factors, which may include previous experience in 
claims patterns, claims settlement patterns, changes in the nature and number of members 
according to gender and age, trends in claims frequency, changes in the claims processing 
cycle, and variations in the nature and average cost incurred per claim. The provision is net of 
estimated recoveries from members for co-payments and personal medical savings accounts. 
The provision and its movement, including an under or over provision of the previous 
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accounting periods, are disclosed separately. (Refer to paragraphs 38. to 42. of this guide for 
further details on the LAT.) 

 Trade and other payables (including claims reported not yet paid – 
accrual)  

105. Recorded claims that have not been paid at the end of the accounting period are included in 
trade and other payables and disclosed separately as such. Outstanding cheques for claims are 
added back to the cash balance and included in trade and other payables. 

 Personal medical savings accounts  
106. Some medical schemes provide for personal medical savings account facilities to assist the  

members in: 

 Managing cash flow for costs to be borne by members during the accounting period by 
self-funding their out-of-hospital expenditure; and  

 Meeting or self-funding member co-payments for provider services rendered. 
 
107. Savings contributions are recognised when at least one of the parties has performed and that 

is generally deemed to be when the contribution has been received and withdrawals (i.e. 
claims) when paid. 

 
108. In the event that the savings account contributions of a member are utilised for claims before 

the member has paid all of its monthly contributions, the medical scheme should recognise a 
trade receivable owing from the member.  

 
109. Interest accrued is allocated based on the effective interest method. 
 
110. Unexpended savings at the end of the accounting period are carried forward to meet future 

expenses for which the members are responsible.  
 
111. The personal medical savings account trust liability mainly comprises savings contributions 

which are a deposit component of the insurance contracts. IFRS 4 allows, but does not 
require, the medical scheme to unbundle this deposit component. It is practice within the 
medical schemes industry to unbundle the deposit component and measure it separately in 
terms of IAS 39 because the personal medical savings accounts are managed separately. The 
remaining insurance component of the contract is recognised in accordance with IFRS 4, as 
discussed in this guide. 

 
112. The deposit component meets the definition of a financial liability. In terms of IAS 39, the fair 

value of a financial liability with a demand feature (refer to the requirements in terms of 
Regulation 10) is not less than the amount payable on demand, discounted from the first date 
that the amount could be required to be paid. The deposit component is therefore initially 
measured at fair value and subsequently at amortised cost, using the effective interest rate 
method. 

 
113. Any advances on savings contributions are funded from the scheme’s funds, and the risk of 

impairment is carried by the scheme. 
 
114. This guide does not consider the treatment of embedded derivatives. Should schemes identify 

an embedded derivative within a contract, they should apply IAS 39. 
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 Offsetting 
115. IAS 1 paragraphs 32 to 35 do not allow for the offsetting of assets and liabilities. All credit 

balances that are included in receivables as well as unallocated deposits need to be 
reclassified to current liabilities and debit balances that are included in payables to current 
assets. 

 Related party disclosures 
116. Related party disclosures are required in terms of IAS 24 Related Party Disclosures and are 

discussed in detail in Appendices IV and V. 

 Guarantees received by the medical scheme from a third party 
117. Where, in accordance with sections 24(5), 33(3) and 44(9)(b) of the Act, a third party has 

provided a guarantee to the medical scheme to ensure the financial soundness of the medical 
scheme, details of the guarantee and its cost are disclosed in the notes to the financial 
statements and the trustees’ report. 

 
118. In terms of section 35(6) of the Act, the medical scheme is not allowed to encumber its assets 

in support of any guarantee without the prior approval of the Registrar.  

 Solvency ratio 
119. Regulation 29 sets out the minimum accumulated funds to be maintained by a medical 

scheme – the amount is determined as a percentage of gross annual contributions. 
 
120. For the purpose of calculating the solvency ratio, the Act requires that: 

 All cumulative unrealised net gains are to be excluded from the computation of 
accumulated funds (i.e. even if the surplus was credited/taken to income); 

 Cumulative unrealised net losses are ignored in the calculation of accumulated funds as per 
Circular 13 of 2001; 

 Funds set aside for specific non-claims purposes are to be excluded; 

 Encumbered assets in respect of non-scheme liabilities are to be excluded; and 

 Gross annual contributions include the annual contributions to members’ personal medical 
savings accounts. 

 Road Accident Fund (RAF) 
121. A medical scheme may grant assistance to its members in defraying expenditure incurred in 

connection with the rendering of any relevant health service. Such expenditure may be in 
connection with a claim that is also made to the RAF, administered in terms of the Road 
Accident Fund Act, 1996 (the RAFA). (Please note that at the time of preparing this report, the 
Amendment Act of 2005 had been challenged and declared unconstitutional and therefore 
the RAFA of 1996 remains in place. Please review the status of this when accounting for future 
RAF claims to ensure the correct accounting.) If members are reimbursed by the RAF, they are 
generally obliged contractually to cede that payment to the medical scheme to the extent that 
they have already been compensated. This contractual obligation may be in the form of a 
separate agreement or by an acknowledgment of a clause to this effect in the rules of the 
medical scheme. 

 
122. The medical scheme has no direct relationship with the RAF. Receivables are therefore raised 

for amounts ceded by members once the medical scheme is notified of the amount to be paid 
over and the RAF has indicated that the claim is ready for payment because it is only at this 
time that the asset can be reliably measured. Receivables from the RAF should still be tested 
for possible impairment despite the RAF’s notification of payment of the claim. To the extent 
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that the asset cannot be reliably measured, the disclosure requirements for contingent assets 
should be considered. IAS 37 states that contingent assets are only recognised once it 
becomes virtually certain that an inflow of economic benefits will arise. The asset and the 
related income are recognised in the financial statements of the period in which the change 
occurs. 

 
123. Where material, recoveries from third parties are disclosed separately in the statement of 

comprehensive income as part of the net claims incurred subtotal. 

 Surplus/(deficit) per benefit option 
124. In terms of section 33 of the Act, each benefit option is required to be financially sound and 

self-supporting in terms of membership and financial performance. The net surplus/(deficit) 
for the year and the number of members enrolled for each benefit option under a medical 
scheme should be disclosed separately. The accounting records are to be maintained in such a 
way that the net surplus/(deficit) for the year for each benefit option can be determined. This 
information is disclosed as a note to the financial statements in terms of Circular 4 of 2008. 

 
125. The accounting policies should state the manner in which the different line items in the 

statement of comprehensive income are allocated between the different benefit options, e.g. 
based on membership or contributions. Any changes in the allocation method from year to 
year would result in a change in accounting policy. 

 Consolidations 
126. The Council requires that a medical scheme prepares consolidated financial statements in 

terms of IAS 27 Consolidated and Separate Financial Statements, if it has subsidiaries. 
 
127. The medical scheme’s results and financial position should be disclosed separately (i.e. in 

separate financial statements) from the consolidated results and financial position (i.e. in 
consolidated financial statements). 

 Standards and interpretations issued but not yet effective 
128. The following IFRS and amendments to IFRS may affect financial statements for annual 

periods ending after 31 December 2012. The table was drawn up on 30 July 2012 and may not 
include all pronouncements subsequent to that date. 

 
129. The following standards are expected to be applicable to medical schemes: 
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Effective 
Date 

Standard, 
Amendment or 
Interpretation 

Summary of Requirements 
Early 
Application 
Permitted 

Annual 
periods 
beginning 
on or 
after 
1 January 
2015 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

IFRS 9 Financial 
Instruments 
 

IFRS 9 (2009) retains but simplifies the 
mixed measurement model for financial 
assets and establishes two primary 
measurement categories: amortised 
cost and fair value. The basis of 
classification depends on the entity’s 
business model and the contractual 
cash flow characteristics of the financial 
asset. 

IFRS 9 (2010) adds the requirements 
related to the classification and 
measurement of financial liabilities, and 
derecognition of financial assets and 
liabilities. It also includes those 
paragraphs of IAS 39 that deal with how 
to measure fair value and accounting 
for derivatives embedded in a contract 
that contains a host that is not a 
financial asset. 

The new standard is applied 
prospectively. 

Yes 

Annual 
periods 
beginning 
on or 
after 
1 January 
2014 

Offsetting 
Financial Assets 
and Financial 
Liabilities 
(Amendment to 
IAS 32) 

The amendments addresses 
inconsistencies in applying the 
offsetting criteria and clarify: 

 When an entity currently has a 
legally enforceable right to set off 
recognised amounts; and 

 When gross settlement is equivalent 
to net settlement. 

The amendment is to be applied 
retrospectively. 

Yes 
 

 Non-compliance matters 
130. The Council issued Circular 11 of 2006 – Issues to be addressed in the audited financial 

statements of medical schemes and 23 of 2010 – General notification: General concerns noted 
during the analysis of the 2009 annual financial statements and statutory returns in terms of 
which the following non-compliance disclosures are required: 

 All non-compliance matters noted should be disclosed in the notes to the audited financial 
statements, irrespective of whether they are considered to be material or not; 

 All non-compliance matters which are material for the appreciation of the members should 
be reported on individually in the report of the Board of Trustees. The Council considers all 
non-compliance to be of such a nature. The nature of the non-compliance must be 
disclosed as the Council does not consider it sufficient to make reference to the relevant 
notes in the annual financial statements. 
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131. Medical schemes are required to disclose the following information in respect of all non-
compliance matters (regardless of whether the scheme has addressed the non-compliance or 
not): 

 Nature and impact of the non-compliance;  

 Cause of the non-compliance; and 

 Corrective course of action adopted to ensure compliance, including the timing of the 
corrective action. 

 
132. Corrective courses of action implemented would include exemptions obtained, suspension 

and termination of benefits in respect of outstanding contributions, and any other actions 
taken. 
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REPORT OF THE BOARD OF TRUSTEES 
 
1. In accordance with section 37(1) of the Act, the Board of Trustees is to cause financial 

statements to be prepared and is to submit copies of these statements together with the 
report of the Board of Trustees to the Registrar within four months after the end of the 
accounting period. The trustees’ report does not form part of the financial statements and 
therefore is not audited. However, the report is packaged and issued along with the financial 
statements in terms of section 37(1) of the Act and therefore the auditor is required to 
consider the requirements of International Standard on Auditing (ISA) 720 The Auditor’s 
Responsibilities relating to Other Information in Documents Containing Audited Financial 
Statements. The Board of Trustees is therefore encouraged to make the report available well 
in advance of the approval and issue of the financial statements. ISA 720 requires the auditor 
to check the consistency of the information contained in the report with that in the annual 
financial statements. If inconsistent information is identified and not corrected, then the 
auditor considers the quantitative and qualitative materiality of the difference and reports on 
it if necessary in the audit report.  

 
2. The King Report on Governance for South Africa 2009 (King III) applies and is applicable from 

1 March 2011. The Council has indicated that schemes are encouraged, but not obliged, to 
comply with King III. King III is obtainable from the  SAICA website and Institute of Directors 
and readers are referred to the code for detailed information. 

 
3. Included in the King III code are the contents of the Integrated Report. The objective of the 

Integrated Report is to enable the user of the report, including stakeholders, to assess the 
ability of an organisation to create and sustain value over the short-, medium- and long term. 
Users should be able to determine whether the governing structure has sufficiently applied its 
collective mind in identifying the social, environmental, economic and financial issues that 
impact on the organisation’s business and whether these issues have been appropriately 
incorporated into its strategy. Schemes are encouraged to use the current report of the Board 
of Trustees to incorporate integrated reporting requirements as per the guidance provided in 
Appendix VIII. 

 
4. In accordance with section 37(5) of the Act, the trustees’ report is to deal with every matter 

that is material for the appreciation by members of the medical scheme of the state of affairs 
and the business of the medical scheme and its results, and is to contain relevant information 
that indicates whether or not the resources of the medical scheme have been applied 
economically, efficiently and effectively. 

 
5. In terms of Circular 11 of 2006 all non-compliance matters should be reported in the report of 

the Board of Trustees, irrespective of whether the auditor considers them to be material or 
not. The Council does not consider it sufficient to make reference to the relevant notes in the 
financial statements. Schemes are required to disclose the following information in respect of 
non-compliance matters: 

 Nature and cause of the non-compliance;  

 Possible impact of the non-compliance; and 

 Corrective course of action adopted to ensure compliance, including the timing of the 
corrective action. Corrective courses of action implemented would include exemptions 
obtained, notifications and action plans sent to the Registrar, suspension and termination 
of benefits in respect of outstanding contributions, notifications sent to employer groups in 
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respect of outstanding contributions on behalf of the employees of these employer groups, 
and any other actions taken. 

 
6. The report of the Board of Trustees is to be presented in such a way that it: 

 Deals in narrative form with all descriptive matters under appropriate headings and sets 
out amounts or statistics, as far as practicable, in tabular form and where it provides any 
amounts, states the corresponding amounts, if any, in respect of the immediately 
preceding accounting period; 

 Reviews, in general, the business and operations of the medical scheme during the 
accounting period and the results thereof and addresses every fact or circumstance 
material to the appreciation of the state of affairs and financial position of the medical 
scheme by its members; 

 Addresses any material fact or circumstance that has occurred between the accounting 
date and the date of the approval of the financial statements; and 

 Includes the following information, unless such information is already disclosed in the 
financial statements/summarised financial statements: 
 Any special conditions that attach to the registration of the medical scheme or any of its 

benefit options, including guarantees received by the scheme from a third party; 
 Details of the nature of the medical scheme (for example, the terms of registration and 

the number of benefit options) and any major change therein during the accounting 
period; 

 The basis and calculation of the solvency ratio as per Regulation 29;  
 The amount and description of and reason for the creation of any reserves set aside for 

a specific purpose; 
 The reasons for and the detail of any major change in the nature of the property, plant 

and equipment and investments of the medical scheme during the accounting period, 
or any change in policy relating to the use of property, plant and equipment or to the 
investment portfolio, and any material disposals or purchases of property, plant and 
equipment; 

 The fact that the business of the medical scheme or any part of the business has been 
managed by a third party under any agreement during the accounting period, and the 
name of the third party. A third party would include a professional administrator and/or 
provider of healthcare management services to the medical scheme; 

 The names of the trustees and the Principal Officer, the Principal Officer’s business 
address and any changes therein during the accounting period; 

 Note on expert advice obtained (if applicable); 
 A summary of the objectives, policies and procedures for managing insurance risk and 

the methods used to manage those risks; 
 The nature, terms and conditions of any risk transfer arrangements, including the 

results of these agreements; 
 The basis for the outstanding risk claims provision, and whether or not the method of 

calculation is consistent with the previous years; and 
 Minimum statistics for the current and comparative accounting period, as follows: 

o Average number of members during the accounting period and number of members 
at the end of the accounting period; * 

o Number of beneficiaries per option (at the end of the period and the average for the 
year); * 

o Dependant ratio in the medical scheme as a whole and for each benefit option, at 
the end of the accounting period;  

o Risk contributions per average beneficiary per month for the medical scheme as a 
whole and for each benefit option; *  
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o Relevant healthcare expenditure per average beneficiary per month for the medical 
scheme as a whole and for each benefit option; * 

o Non-healthcare expenditure per average beneficiary per month for the medical 
scheme as a whole and for each benefit option; * 

o Relevant healthcare expenditure as a percentage of risk contributions per benefit 
option (claims ratio); 

o Non-healthcare expenditure as a percentage of risk contribution income per benefit 
option; 

o Average age per benefit option; 
o Pensioner ratio in the medical scheme as a whole and for each benefit option, at the 

end of the accounting period; 
o Average accumulated funds per member at year end; and 
o Return on investments as a percentage of investments. 

 
*Averages are calculated using the sum of the 12 months’ actual month-end membership 
divided by 12. 

 
7. The Board of Trustees’ report should include a schedule of trustees’ attendance of Board of 

Trustees’ meetings and sub-committee meetings. 
 
8. The Board of Trustees’ report should mention that personal medical savings constitute trust 

monies and are managed on the members’ behalf in terms of the scheme rules. The report 
should also state that savings contributions are refundable when a member enrols in another 
benefit option or another medical scheme without a personal medical savings account, or 
does not enrol in another medical scheme, and that the accumulated unutilised personal 
medical savings account balance will be transferred to the member in terms of the medical 
scheme’s rules. 

 
9. The Board of Trustees’ report is to address the operations of the audit committee and other 

relevant committees, such as the investment committee, the remuneration committee and 
the ex gratia committee (as applicable to the medical scheme). 

 
10. In terms of good corporate governance practices, financial statements are to include a 

responsibility statement by the Board of Trustees that addresses the following matters: 

 The trustees’ responsibility for preparing financial statements that fairly present the state 
of affairs of the medical scheme as at the end of the accounting period and the results of 
its operations and cash flow information for the period then ended; 

 That the auditor is responsible for reporting on the fair presentation of the financial 
statements; 

 The maintenance of proper books and records of all operations of the medical scheme and 
of proper internal control systems; 

 The consistent use of appropriate accounting policies supported by reasonable and 
prudent judgements and estimates; 

 Where applicable, compliance with IFRS or, if there has been any departure in the interests 
of fair presentation, the reasons for and effect of this departure; and 

 That there is no reason to believe that the medical scheme will not be a going concern in 
the year ahead or an explanation of any reasons to believe otherwise and how this is to 
impact the members and the operation of the medical scheme in the immediate future. 
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11. In terms of good corporate governance practices, financial statements are to include a 
statement of corporate governance by the Board of Trustees that addresses the following 
matters: 

 Commitment to the principles and practices of responsibility, accountability, fairness and 
transparency in all its dealings with stakeholders; 

 Compliance with a recognised governance framework; 

 Conducting of its affairs according to ethical values; 

 Adoption of risk assessment, evaluation and management processes; 

 Regular monitoring of the performance of third party administrators and providers 
according to service level agreements; 

 Evaluation of their performance as a Board and of the Board sub-committees against an 
agreed terms of reference and performance targets; 

 Establishment and management of internal controls by assessing the adequacy and 
effectiveness through the appointment of internal auditors; and 

 Calling on of expert and professional advice when required. 
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APPENDIX I – COMMON PROBLEM AREAS IDENTIFIED BY THE COUNCIL FOR 
MEDICAL SCHEMES 
 
1. During the annual financial statement analysis in May 2013, the Office of the Registrar (Office) 

identified certain common problem areas regarding the application of IFRS. These problem 
areas are listed below, to assist the schemes in the preparation of the 31 December 2013 
financial statements.  

 
2. Please note that reference should be made to IFRS to ensure compliance. Where these 

specific issues are addressed, schemes should understand the statement applicable and 
should comply with the applicable statement.  

 
3. Schemes remain ultimately responsible for their annual financial statements and compliance 

with IFRS. 
 

Personal medical savings accounts 
4. Many schemes failed to disclose the personal medical savings account trust investments 

(which represent monies belonging to members, managed on their behalf by the scheme) 
separately from the scheme’s assets on the face of the statement of financial position. Kindly 
note this requirement for future submissions as this is required not only to give effect to the 
requirements of Regulation 10 but also to ensure that effect is given to the requirement 
emphasised by the Omnihealth judgement that various components of a medical scheme 
contract be emphasised; namely, to clearly draw a distinction between scheme assets and 
those trust monies belonging to and managed on behalf of its individual members. 

 
Non-compliance matters 

5. In Circular 11 of 2006, Circular 30 of 2007, Circular 14 of 2008 and Circular 11 of 2009, the 
Office had set out how non-compliance matters should be treated in the Board of Trustees’ 
report. We have noted that schemes did not always disclose the nature of the non-compliance 
matters that were raised, but only the sections from which they deviated or the specific notes 
in the financial statements that address their non-compliance. Section 37(5) of the Act 
requires that the Board of Trustees’ report shall deal with every matter that is material for the 
appreciation by members. We consider all non-compliant matters to be of such a nature that 
it should be individually specified in the Board of Trustees’ report. 

 
6. The following non-compliance with the provisions of the Act was noted but generally not 

reported in both the annual financial statements and Board of Trustees’ report. Some of the 
more common examples are:  

 Section 26(1)(c), (4) and (11) – ancillary products; 

 Section 33(2) – self-supporting benefit options; 

 Section 35(8) – investment in related parties; 

 Section 35(5) read in conjunction with Regulation 30 and Annexure B – prescribed assets; 

 Section 26(7) – contributions received later than three days after payment thereof became 
due in terms of the scheme’s rules; 

 Section 59 – payment of benefits within 30 days after the day on which the claim was 
received;  

 Regulation 29 read in conjunction with Regulation 30; and 

 Section 36(10) and 36(11) – Audit Committee composition.  
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7. Schemes are required to apply for exemption in terms of the Act if they do not comply with 
any provisions of the Act. 

 
8. Schemes are required to disclose the following information relating to all non-compliance 

issues (regardless of whether the scheme has addressed the non-compliance or not): 

 Nature and impact; 

 Causes of the failure; and 

 Corrective course of action (including the timeframe, where applicable). 
 
9. Corrective courses of action implemented would include exemptions obtained, suspension 

and termination of benefits in respect of outstanding contributions, and any other actions 
taken. 

 
10. All non-compliance matters included in the Board of Trustees’ report must also be disclosed in 

a note to the annual financial statements. 
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APPENDIX II – ILLUSTRATIVE DISCLOSURE IN THE FINANCIAL STATEMENTS 
 

These examples are intended mainly to illustrate some of the presentation and disclosure 
requirements of IFRS and the Act. Reference should be made to the SAICA website (www.saica.co.za) 
for links to complete sets of illustrative financial statements. 
 
The illustrative examples in this appendix specifically do not address the requirement to provide 
information about interest rate risk and credit risk that IFRS 7 would have required, had the 
insurance contracts been within the scope of IFRS 7 (IFRS 4.39(d)). An illustrative sensitivity analysis 
required by IFRS 4.39 (c)(i) has also not been provided. 
 
These illustrative disclosure examples contain general information only and are not intended to 
address all possible alternatives or to provide specific accounting, business, financial, investment, 
legal, tax or other professional advice or services. 

 
Refer to paragraphs 36 to 39A and IG1 to IG71 of IFRS 4 for specific items that should be addressed 
in the accounting policies and the disclosures. 
 
EXTRACTS OF FINANCIAL STATEMENTS OF MEDICAL SCHEMES 
 

EXTRACT OF STATEMENT OF FINANCIAL POSITION 

 Note 20XX 20YY 

ASSETS    

Current assets    

Investments X X X 

Scheme  X X 

Personal medical savings account trust monies 
invested 

 X X 

Trade and other receivables  X X 

Cash and cash equivalents X X X 

Scheme  X X 

Personal medical savings account trust monies 
invested 

 X X 

    

FUNDS AND LIABILITIES    

Members’ funds    

Accumulated funds  X X 

    

Current liabilities    

Outstanding claims provision  X X 

Trade and other payables  X X 

Personal medical savings account trust liability  X X 

    

 
  

http://www.saica.co.za/
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EXTRACT OF STATEMENT OF COMPREHENSIVE INCOME 

 NOTE 20XX 20YY 

    

Investment income X X X 

Scheme  X X 

Return on personal medical savings account trust 
monies invested 

 X X 

 

EXTRACT OF STATEMENT OF CASH FLOW 

 NOTES 20XX 20YY 

CASH FLOWS FROM OPERATING ACTIVITIES    

Interest received  X X 

Scheme  X X 

Return on personal medical savings account trust 
monies invested 

 X X 

Interest paid on members’ personal medical savings 
accounts trusts monies 

 (X) (X) 

    

NET INCREASE IN CASH AND CASH EQUIVALENTS  X X 

CASH AND CASH EQUIVALENTS AT THE BEGINNING 
OF THE PERIOD 

   

CASH AND CASH EQUIVALENTS AT THE END OF THE 
PERIOD 

X X X 

Scheme  X X 

Personal medical account trust monies invested  X X 

 
EXTRACTS FROM THE PRINCIPAL ACCOUNTING POLICIES WHICH RELATE SPECIFICALLY TO MEDICAL 
SCHEMES 
 
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 other beneficiary are classified as 
insurance contracts. The contracts issued compensate the scheme’s members for healthcare 
expenses incurred. 
 
Risk contribution income 
Contributions on member insurance contracts are accounted for monthly when their collection in 
terms of the insurance contract is reasonably certain. Risk contributions represent the gross 
contributions per the registered rules after the unbundling of savings contributions. The earned 
portion of risk contributions received is recognised as revenue. Risk contributions are earned from 
the date of attachment of risk, over the indemnity period on a straight-line basis. Risk contributions 
are shown before the deduction of broker service fees and other acquisition costs. 
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Relevant healthcare expenditure 
Relevant healthcare expenditure consists of net claims incurred and net income or expense from risk 
transfer arrangements. 
 
Risk claims incurred 
Risk claims incurred comprise the total estimated cost of all claims arising from healthcare events 
that have occurred in the year and for which the scheme is responsible in terms of its registered 
rules, whether or not reported by the end of the year. Net risk claims incurred represent claims 
incurred net of discounts received, recoveries from members for co-payments and personal medical 
savings accounts. Net risk claims incurred represent risk claims incurred after taking into account 
recoveries from third parties. 
 
Outstanding risk claims 
Outstanding risk claims comprise provisions for the scheme’s estimate of the ultimate cost of 
settling all claims incurred but not yet reported at the reporting date. Outstanding risk claims are 
determined as accurately as possible on the basis of a number of factors, which include previous 
experience in claims patterns, claims settlement patterns, changes in the nature and number of 
members according to gender and age, trends in claims frequency, changes in the claims processing 
cycle, and variations in the nature and average cost incurred per claim. 
 
Estimated co-payments and payments from personal medical savings accounts are deducted in 
calculating the outstanding risk claims provision. The scheme does not discount its provision for 
outstanding risk claims, since the effect of the time value of money is not considered material. 
 
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 the business acquired). 
 
Where a shortfall is identified, an additional provision is made and the scheme recognises the 
deficiency in income for the year. 
 
Personal medical savings accounts: trust monies managed by the scheme on behalf of its members 
The personal 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), and 
accrued interest thereon, net of any savings claims paid on behalf of members in terms of the 
scheme’s registered rules.  
 
The deposit component of the insurance contracts has been unbundled, since the scheme can 
measure the deposit component separately. The deposit component is recognised in accordance 
with IAS 39 and is initially measured at fair value and subsequently at amortised cost using the 
effective interest rate method. 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. 
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The personal medical savings accounts are invested on behalf of members in deposits held at call 
with banks and fixed deposits with banks. These monies are initially recognised at fair value and 
subsequently measured at amortised cost using the effective interest method. 
 
Own facility  
The revenue is measured at the fair value of the consideration received or receivable and represents 
amounts receivable for services provided in the normal course of business to third parties, net of 
discounts. The surplus or deficit on own facilities represents this income less the cost incurred in 
operating these facilities for third parties. Benefits relating to services rendered by the own facility 
for the scheme’s members are reflected as part of claims incurred. 
 
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 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 contracts). Risk transfer premiums/fees are 
recognised as an expense over the indemnity period on a straight-line basis. If applicable, a portion 
of risk transfer premiums/fees is treated as pre-payments. 
 
Risk transfer claims and benefits reimbursed are presented in the statement of comprehensive 
income and statement of financial position on a gross basis. 
 
Only contracts that give rise to a significant transfer of insurance risk are accounted for as 
reinsurance. Amounts recoverable under such contracts are recognised in the same year as the 
related claim. 
 
Claims recoveries that relate to risk transfer arrangements are calculated on the basis of [insert basis 
of calculation].  
 
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. 
 
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.  
 
Cash and cash equivalents 
Cash and cash equivalents are short-term, highly liquid investments that are readily convertible to 
known amounts of cash and that are subject to an insignificant risk of changes in value. 
 
Cash equivalents are held for the purpose of meeting short-term cash commitments rather than for 
investment or other purposes. For an investment to qualify as a cash equivalent it must be readily 
convertible to a known amount of cash and be subject to an insignificant risk of changes in value. 
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Therefore, an investment normally qualifies as a cash equivalent only when it has a short maturity 
of, say, three months or less from the date of acquisition. 
 
Allocation of income and expenditure to benefit options 
The following items are directly allocated to benefit options: 

 Risk contributions; 

 Risk claims incurred;  

 Net income/(expense) on risk transfer arrangement fees;  

 Managed care: management services;  

 Administration fees; and 

 Broker fees.  
 
The remaining items are apportioned based on the number of members on each option (or other 
suitable basis): 

 Other administration expenditure;  

 Investment income; 

 Other income; and  

 Other expenditure. 
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 EXTRACTS OF NOTES TO FINANCIAL STATEMENTS 
 
OUTSTANDING RISK 
CLAIMS PROVISION 

Covered by risk 
transfer 
arrangements 

Not covered by risk 
transfer 
arrangements 

 

Total 

 Commercial Other   

20xx    

Provision for outstanding 
risk claims – incurred but 
not yet reported 

  
 

Provision arising from 
liability adequacy test 

  
 

    

    
Analysis of movements in 
outstanding risk claims  

  
 

Balance at beginning of 
year 

  
 

Payments in respect of 
prior year 

  
 

Over/under provision in 
prior year 

  
 

Adjustment for current 
year  

  
 

Balance at end of year    

    
Analysis of movements in 
provision arising from 
liability adequacy test 

  
 

Balance at beginning of 
year 

  
 

Payments in respect of 
prior year 

  
 

Over/under provision in 
prior year 

  
 

Adjustment for current 
year  

  
 

Balance at end of year    

    
  



APPENDIX II – ILLUSTRATIVE DISCLOSURE IN THE FINANCIAL 
STATEMENTS 
 

51 
 

OUTSTANDING RISK 
CLAIMS PROVISION  
(CONTINUED) 

Covered by risk 
transfer 
arrangements 

Not covered by risk 
transfer 
arrangements 

 

Total 

    
Analysis of outstanding 
risk claims provision 

  
 

Estimated gross claims per 
registered rules 
Outstanding risk claims 
provision relating to risk 
transfer arrangement 

  

 

Balance at end of year    

 
    

Estimated recoveries from co-payments personal medical savings accounts is Rxx (20yy: Ryy) 
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OUTSTANDING RISK 
CLAIMS 
PROVISION (CONTINUED) 
 

Covered by risk 
transfer 
arrangements 

Not covered by risk 
transfer 
arrangements 

Total 

 Commercial Other   

20yy    
Provision for outstanding 
risk claims – incurred but 
not yet reported 

  
 

Provision arising from 
liability adequacy test 

  
 

    

 
Analysis of movements in 
outstanding risk claims  

  
 

Balance at beginning of 
year 

  
 

Payments in respect of 
prior year 

  
 

Over/under provision in 
prior year 

  
 

Adjustment for current 
year  

  
 

Balance at end of year    

    
Analysis of movements in 
provision arising from 
liability adequacy test 

  
 

    
Balance at beginning of 
year 

  
 

Payments in respect of 
prior year 

  
 

Over/under provision in 
prior year 

  
 

Adjustment for current 
year  

  
 

Balance at end of year    
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OUTSTANDING RISK 
CLAIMS 
PROVISION (CONTINUED) 
 

Covered by risk 
transfer 
arrangements 

Not covered by risk 
transfer 
arrangements 

Total 

Analysis of outstanding 
risk claims provision 

  
 

Estimated gross claims per 
registered rules 
Outstanding risk claims 
provision relating to risk 
transfer arrangement 

  

 

Less:  estimated 
 recoveries from 

  
 

 co-payments    
 personal medical 

 savings accounts 
  

 

    
Balance at end of year    
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OUTSTANDING RISK 
CLAIMS 
PROVISION (CONTINUED) 
 

Covered by risk 
transfer 
arrangements 

Not covered by risk 
transfer 
arrangements 

Total 

 Commercial Other   

20yy    
Process used to determine the assumptions 
For illustrative purposes we have used two alternatives. This note disclosure 
should be on the basis of the actual processes used by the scheme to 
determine its assumptions. It is expected that this will differ among schemes. 
Schemes should consider obtaining input from their actuaries and 
consultants in compiling this note. Refer to paragraphs 36 to 39 and IG11 to 
IG71 of IFRS 4 for specific items that should be addressed in the disclosure. 
 

 

Alternative 1 
Process used to determine the assumptions 

 

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

 

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

 

The cost of outstanding risk claims is estimated using the XXX model. This 
model extrapolates the development of paid and incurred claims, average 
cost per claims and ultimate claim numbers for each benefit year on the 
basis of observed development of earlier years and expected loss ratios. 
Run-off triangles are used in situations where it takes time after the 
treatment date for the full extent of the claims to become known. It is 
assumed that payments will emerge in a similar way in each service month. 
The proportional increase in the known cumulative payments from one 
development month to the next can then be used to calculate payments for 
future development months. 
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Process used to determine the assumptions (continued)  
The actual method or blend of methods used varies according to benefit 
year being considered, categories of claims and observed historical claims 
development. To the extent that these methods use historical claims 
development information they assume that the historical claims 
development pattern will occur again in the future. There are reasons why 
this may not be the case, which, insofar as they can be identified, have been 
allowed for by modifying the methods. Such reasons include [this list is not 
exhaustive]: 

 Changes in processes that affect the development/recording of claims 
paid and incurred (such as changes in claim reserving procedures); 

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

 Changes in composition of members and their dependants; and 

 Random fluctuations, including the impact of large losses. 
 

 

Assumptions  
The assumptions that have the greatest effect on the measurement of the 
outstanding risk claims provision are the expected claims ratios for the most 
recent benefit years for the in-hospital, chronic and above-threshold 
categories of claims. These are used for assessing the outstanding risk claims 
provisions for the 20xx and 20yy benefit years. The expected claims ratio 
assumed for the benefit years 20xx and 20yy is XX% and XX% respectively 
for in-hospital, XX% and XX% respectively for chronic and XX% and XX% 
respectively for above-threshold benefits. 
 

 

Changes in assumptions and sensitivities to changes in key variables  
The table below outlines the sensitivity of insured liability estimates for 
reasonable possible movements in assumptions used in the estimation 
process. It should be noted that this is a deterministic approach with no 
correlations between the key variables. 
 
Where variables are considered to be immaterial, no impact has been 
assessed for insignificant changes to these variables. Particular variables 
may not be considered material at present. However, should the materiality 
level of an individual variable change, assessment of and reasonable 
changes to that variable in the future may be required. 
 

 

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

 

 
  



APPENDIX II – ILLUSTRATIVE DISCLOSURE IN THE FINANCIAL 
STATEMENTS 
 

56 
 

Impact on surplus reported caused by reasonable possible changes in key variables 
 Change in 

variable 
Change in 

liability 
Change in liability 

  20xx 20yy 
 % R’000 R’000 

In-hospital claims ratio    
Chronic claims ratio    
Above-threshold benefit claims ratio    
Inflation    
Manual claims as percentage of total claims    
 
This analysis is prepared for a change in a specified variable with other assumptions remaining 
constant. The change in liability also represents the absolute change in surplus/(deficit) for the 
period. It should be noted that increases in liabilities will result in decreases in surplus and vice 
versa. These reasonable possible changes in key variables do not result in any changes directly in 
reserves. 
 
Alternative 2 
Process used to determine the assumptions 
The process used to determine the assumptions is intended to result in a 90% level of assurance 
of the outcome. The sources of data used as inputs for the assumptions are a combination of 
annual detailed internal studies and industry statistics published by ABC Statistics. More 
emphasis is placed on current trends. 
 
Each notified claim is assessed on a separate, case-by-case basis with due regard to the claim 
circumstances, information available from managed care: management services and historical 
evidence of the size of similar claims. The provisions are based on information currently 
available. However, the ultimate liabilities may vary as a result of subsequent developments. The 
impact of many of the items that affect the ultimate costs of the loss is difficult to estimate. The 
provision estimation difficulties also differ by category of claims (i.e. in-hospital, chronic and 
above-threshold benefits) caused by differences in the underlying insurance contract, claim 
complexity, the volume of claims, the individual severity of claims, the determination of the 
occurrence date of a claim, and reporting lags. 
 
Members have to submit all claims for payment within four months of seeking medical 
treatment. The cost of outstanding risk claims at the reporting date is, in this way, estimated with 
reference to the actual claims submitted within the first three months after the reporting date 
that relates to the period before the reporting date. The claims to be submitted in the fourth 
month, relating to the reporting period, are then extrapolated with the XXX model. 
 
The above methods use historical claims development information and 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 [this list is not exhaustive]: 

 Changes in processes that affect the development/recording of claims paid and incurred 
(such as changes in claim reserving procedures); 

 Economic, political and social trends (resulting in different-than-expected levels of inflation 
and/or minimum medical benefits to be provided); 
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 Changes in composition of members and their dependants;  

 Random fluctuations, including the impact of large losses; and 

 Changes in the relevant legislation, e.g. the Medical Schemes Act. 
 
Assumptions 
The assumptions that have the greatest effect on the measurement of the outstanding risk 
claims provision are the expected claims development for the most recent benefit months for 
the day-to-day, in-hospital, acute and chronic benefits categories of claims. These are used for 
assessing the outstanding risk claims provision for the most recent benefit year and are as 
follows: 
 
ACB Medical Scheme Run-off Characterisation – all options 

         20xx          20yy 
 Month 0 Month 1 Month 2 Month 3 Month 0 Month 1 Month 2 Month 3 

Run-off 
Category 

x% x% x% x% x% x% x% x% 

Day-to-
day 

x% x% x% x% x% x% x% x% 

Hospitalisa
tion 

x% x% x% x% x% x% x% x% 

Acute 
Medicine 

x% x% x% x% x% x% x% x% 

Chronic 
Medicine 

x% x% x% x% x% x% x% x% 

Other x% x% x% x% x% x% x% x% 

 
Changes in assumptions and sensitivities to reasonable possible changes in key variables 
Previously the measurement of the outstanding risk claims provision has been based on the 
average cumulative claims ratios for the scheme as a whole for the most recent benefit year. The 
calculation has been refined and is now based on the average cumulative claims ratios per 
benefit option for the most recent benefit year. Applying the refined assumptions has led to a 
decrease of Rxxx in the outstanding risk claims provision at the reporting date. 
 
The table below outlines the sensitivity of insured liability estimates to reasonable possible 
movements in assumptions used in the estimation process. It should be noted that this is a 
deterministic approach with no correlations between the key variables. 
 
Where variables are considered to be immaterial, no impact has been assessed for insignificant 
changes to these variables. Particular variables may not be considered material at present. 
However, should the materiality level of an individual variable change, assessment of changes to 
that variable in the future may be required. 
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An analysis of sensitivity around various scenarios for the general medical insurance business 
provides an indication of the adequacy of the scheme’s estimation process. The scheme believes 
that the liability for claims reported in the statement of financial position is adequate. However, 
it recognises that the process of estimation is based on certain variables and assumptions, which 
could differ when claims arise. 
 
Impact on surplus reported caused by reasonable possible changes in key variables 
 Change in 

variable 
Change in liability Change 

in 
liability 

  20xx 20yy 
 % R’000 R’000 
In-hospital benefits: XX% (20yy: XX%) 
Chronic disease benefits: XX% (20yy: XX%) 
Pharmaceutical: XX% (20yy: XX%)    
Radiology: XX% (20yy: XX%) 
Average claims ratio for the scheme 

XX 
XX 
XX 
XX 
XX 

XX 
XX 
XX 
XX 
NA 

NA 
NA 
NA 
NA 
XX 

 
The change in liability also represents the absolute change in surplus/(deficit) for the period. It 
should be noted that increases in liabilities will result in decreases in surplus and vice versa. These 
reasonable possible changes in key variables do not result in any changes directly in reserves. 
 
2. PERSONAL MEDICAL SAVINGS ACCOUNT TRUST MONIES 
MANAGED BY THE SCHEME ON BEHALF OF ITS MEMBERS 

20xx 20yy 

 R’000 R’000 
Balance of personal medical savings account trust liability at the 
beginning of the year [credit balances] 

 

Add:   
Savings contributions received    

Transfers from other schemes in terms of Regulation 10(4)   
Interest and other income earned on trust monies invested    
Less:   
Savings claims paid on behalf of members 
 

  

Bank charges and investment management fees incurred   
Refunds on death or resignation in terms of Regulation 10(5) 
 

  

 
PERSONAL MEDICAL SAVINGS ACCOUNT TRUST MONIES 
MANAGED BY THE SCHEME ON BEHALF OF ITS MEMBERS 
(CONTINUED) 

  

Transfers to other schemes in terms of Regulation 10(4)   

Balances due to members on personal medical savings accounts 
held in trust at the end of the year [credit balances only] 
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The personal medical savings account trust liability contains a demand feature in terms of 
Regulation 10 of the Act that any credit balance on a member’s personal medical savings account 
must be taken as a cash benefit when the member terminates his or her membership of the 
scheme or benefit option and then enrols in another benefit option or medical scheme without a 
personal medical savings account or does not enrol in another medical scheme. 
 
Interest is paid on the personal medical savings accounts monthly, based on the effective interest 
rate method. 
 
It is estimated that claims to be paid out of members’ personal medical savings accounts in respect 
of claims incurred in 20xx but not recorded amount to RXX (20yy: RXX).  
 
Advances on personal medical savings accounts are funded by the scheme and are included in 
trade and other receivables. The scheme does not charge interest on advances on personal 
medical savings accounts. 
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 20xx 20yy 
 R’000 R’000 
INVESTMENTS   
Scheme   

Listed equity securities  
Corporate debt securities 
Fixed deposits 

  

Members’ personal medical savings account trust monies invested   
Money market   

   

The personal medical savings accounts were invested on behalf of 
members in the money market. 
 
The effective interest rate on the money market investments was x% 
(20yy:y%) and the investments have an average maturity of 120 days. 
 
Refer to note xx for IFRS 7 disclosures. 
 
The carrying amount of the investments approximates the fair values due 
to the short-term nature of the investments. 

  

   
CASH AND CASH EQUIVALENTS   
   
Scheme 
Members’ personal medical savings account trust monies invested 

  

       Bank accounts 
       Fixed deposits 

  

 
The personal medical savings accounts were invested on behalf of 
members in bank accounts and fixed deposits. 
 
The effective interest rate on fixed deposits and money markets was x% 
(20yy:y%) and the investments have an average maturity of xx days. 
 
The carrying amount of the cash and cash equivalents approximates the 
fair values due to the short-term nature of the investments. 
 
The total interest earned on the bank accounts and fixed deposits was 
Rxx (20yy: Ryy), which is included in investment income in the statement 
of comprehensive income. 
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TRADE AND OTHER PAYABLES 

20xx 
R’000 

20yy 
R’000 

 
Insurance liabilities 
Risk contributions received in advance   
Reported claims not yet paid   

Payments in advance under risk transfer arrangements   

Total liabilities arising from insurance contracts   
 

  Financial liabilities 
Other payables and accrued expenses   

Current portion of non-current borrowings   

Total arising from financial liabilities   
   
Total trade and other payables 

The carrying amounts of trade and other payables approximate their 

fair values because of the short-term maturities of these liabilities.  
 
Reported claims not yet paid 
Balance at beginning of year  
Movements for year [specify]  

Balance at end of year  

 
RISK CONTRIBUTION INCOME   
Gross contributions per registered rules   
Less:    
Savings contributions received*   

Risk contribution income per statement of comprehensive income   

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

Realised gains 
Interest income 

  

Return on members’ personal medical savings account trust monies 
invested 

  

Interest income   
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20xx 
R’000 

20yy 
R’000 

 
RELEVANT HEALTHCARE EXPENDITURE   
 
Claims incurred excluding claims incurred in 
respect of risk transfer arrangements 

  

Current-year claims per registered rules 
Services provided to members in own facilities  

  

Movement in outstanding risk claims provision   

Over/under provision in prior year   
Adjustment for current year    

Movement in provision arising from liability adequacy test   

Over/under provision in prior year   
Adjustment for current year    

Claims paid from personal medical savings accounts *   
Managed care: healthcare services   

   

   
Claims incurred in respect of risk transfer arrangements   

Current-year claims incurred in respect of risk transfer 
arrangements  

  

Movement in outstanding risk claims provision   

Over/under provision in prior year   
Adjustment for current year    

Movement in provision arising from liability adequacy test   

Over/under provision in prior year   
Adjustment for current year    

   

   

   
Third party claims recoveries   
   

Net claims incurred per the statement of comprehensive income   

 
*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 x to the financial 
statements for a breakdown of the movement in these balances. 
 
Net income/(expense) on risk  
transfer arrangements  
Premiums/fees paid   
Claims incurred in respect of related risk transfer arrangements   
Recoveries received 
Profit/(loss) share on risk transfer arrangement 

  

Net income/(expense)    



APPENDIX II – ILLUSTRATIVE DISCLOSURE IN THE FINANCIAL 
STATEMENTS 
 

63 
 

[Disclosure is required for all risk transfer arrangements and reinsurance arrangements entered into 
by the scheme with the total reconciling to the statement of comprehensive income.] 
 
 20xx 

R’000 
20yy 
R’000 

MANAGED CARE: MANAGEMENT SERVICES   
   
Provider service account review   
Specialist, hospital referrals and pre-authorisations   
Case management   
Disease management   
HIV management   
Pharmacy benefit management   
Prescribed minimum benefit (PMB) management   
Clinical auditing   
Drug utilisation review   
Eternity Asthma Programme   
Female Wellness Programme   
Fraud hotline   
Managed hospital care   
Managed health services, ambulance and helpline   
Hospital pre-authorisation   
Maternity management   
Medical advisors   
Member counselling, compliance monitoring & risk 
assessment 

  

Member health portal   
Mental health programme   
Oncology utilisation management   
One-care PMB management fee   
Optical management   
Provider profiling   
Stress-line   
Utilisation review    

   

 
BROKER SERVICE FEES 

  

Brokers’ fees   
Other distribution costs paid to brokers   
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TRUSTEES’ REMUNERATION AND CONSIDERATIONS # 
 
 

Fees 
for meeting 
attendance 

Fees for 
holding 

of 
office 

Fees for 
consultancy 

services Allowances 
Total 

remuneration Training 
Conference 

fees 
Travel and 

accommodation 

Other 
disbursements 

and 
reimbursements 

Total 
considerations 

 R’000 R’000 R’000 R’000 R’000 R’000 R’000 R’000 R’000 R’000 
20xx           
Trustee 1           
Trustee 2           
Trustee 3           
Trustee 4           

Total           

           
20yy           
Trustee 1           
Trustee 2           
Trustee 3           
Trustee 4           

Total           

 
[#Specific disclosure in respect of trustee remuneration and considerations is required by section 57(8) and Regulation 6(A) of the Act. The fees 
and expenses in this table are illustrative only and additional items should be included as appropriate]. 
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SURPLUS/(DEFICIT) ON OWN FACILITY  20xx 
R’000 

20yy 
R’000 

   
Income from services rendered to third parties   
Less:  Total costs incurred in operating own facility   

 Total healthcare provider costs   
 Changes in inventories   
 Administration expenses (including salaries)   
 Other costs incurred in operating own facility   

Add:  Costs relating to members included in claims   

   

 
The scheme provides healthcare services to third parties in its 
own facilities, which generate its own revenue for the services 
rendered. 
 
SURPLUS/(DEFICIT) FROM OPERATIONS PER BENEFIT OPTION 
  
For management purposes the scheme is organised into three benefits options – ACB 
Comprehensive Option, ACB 70/100 Option and ACB Major Events Option. Principal features of 
the benefit options are as follows: 

 ACB Comprehensive Option [insert detail] 

 ACB 70/100 Option [insert detail] 

 ACB Major Events Option [insert detail] 
 

20xx 

ACB 
Comprehensive 

Option 

ACB 
70/100 
Option 

ACB 
Major 
Events 
Option 

Total 
scheme 

 R’000 R’000 R’000 R’000 
 

[Insert line items per statement of 
comprehensive income] 

    

Surplus/(deficit) for the year     

Number of members     

 
20yy     
     
[Insert line items per statement of 
comprehensive income] 

    

Surplus/(deficit) for the year     

Number of members     
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CRITICAL ACCOUNTING JUDGEMENTS AND AREAS OF KEY SOURCES OF ESTIMATION UNCERTAINTY 
 
This illustrative note only addresses areas of critical accounting judgement and areas of key sources of 
estimation uncertainty to the extent that these relate to insurance contracts. As an alternative to 
describing the uncertainty surrounding calculation of the outstanding risk claims liability, schemes can 
include a cross-reference to the note in which the detail is already described. 
 
In the process of applying the scheme’s accounting policies, management has made the following 
judgements that have the most significant effect on the amounts recognised in the financial 
statements. 
 
Certain critical accounting judgements were made in applying the scheme’s accounting policies: 
[provide details] 
 
Key assumptions concerning the future and other key sources of estimation uncertainty at the 
reporting date, which 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 calculation of the provision for outstanding risk claims is based on various factors [insert key 
factors applicable to scheme]. 
 
OR 
 
There are some sources of estimation uncertainty that have to be considered in the estimate of the 
liability arising from claims made under insurance contracts. Initial estimates are made by insurance 
staff in relation to the best calculations on reported claims and derived as the claims process 
develops. All estimates are revised and adjusted at year end by management. On intimated claims a 
calculation using an XXX claims reserving method on historical data is performed. 
 
INSURANCE RISK MANAGEMENT  
 
Please note that the disclosure provided below should be tailored for the scheme and boilerplate 
disclosure should not be used. 
 
Risk-management objectives, policies, processes and methods for mitigating insurance risk 
(Alternative 1) 
The primary insurance activity carried out by the scheme assumes the risk of loss from members and 
their dependants that are directly subject to the risk. This risk relates to the health of the scheme 
members. As such the scheme is exposed to the uncertainty that surrounds the timing and severity of 
claims under the contract. The scheme also has exposure to market risk through its insurance and 
investment activities. 
 
The Board of Trustees has developed and approved a documented policy for the acceptance and 
management of insurance risk to which the scheme is exposed. Reference has also been made to the 
requirements of the Act in compiling the insurance risk-management policy. This policy is reviewed 
annually and the benefit options provided to members are structured to fall within the acceptable 
insurance risk levels specified. The Board of Trustees also determines the policy for entering into 
alternative risk transfer agreements and/or commercial reinsurance contracts. The annual business 
plan is structured around the insurance risk-management policy. 
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INSURANCE RISK MANAGEMENT (CONTINUED) 
 
The scheme further manages its insurance risk through benefit limits and sub-limits, approval 
procedures for transactions that involve pricing guidelines, pre-authorisation and case management, 
service provider profiling, centralised management of risk transfer arrangements and the monitoring 
of emerging issues. 
 
The scheme uses several methods to assess and monitor insurance risk exposures both for individual 
types of risks insured and for overall risks. These methods include internal risk-measurement models, 
sensitivity analyses, scenario analyses, and stress testing. The theory of probability is applied to the 
pricing and provisioning for a portfolio of insurance contracts. The principal risk is that the frequency 
and severity of claims are greater than expected. Insurance events are, by their nature, random, and 
the actual number and size of events during any one year may vary from those estimated with 
established statistical techniques. 
 
The following table summarises the concentration of insurance risk, with reference to the carrying 
amount of the insurance claims incurred (before and after risk transfer arrangements) by age group 
and in relation to the type of risk covered/benefits provided. Where appropriate, prescribed 
minimum benefits (PMB) and non-PMB claims have been split. 
 
Please note that the information provided below can also be presented in graphs. 
 
20xx 

  In-hospital Chronic Day-to-day Total 

Age grouping 
 

PMB 
Non-
PMB PMB 

Non-
PMB   

(in years)  R’000 R’000 R’000 R’000 R’000 R’000 
< 26 Gross     
 Net     
26 – 35 Gross     
 Net     
36 – 50 Gross     
 Net     
51 – 65 Gross     
 Net     
> 65 Gross     
 Net     

Total  Gross     
 Net     
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INSURANCE RISK MANAGEMENT (CONTINUED) 
 
20yy 

      
Age grouping        
(in years)        
< 26 Gross     
 Net     
26 – 35 Gross     
 Net     
36 – 50 Gross     
 Net     
51 – 65 Gross     
 Net     
> 65 Gross     
 Net     

Total  Gross     
 Net     

 

 
[Schemes should note that this disclosure is illustrative only and will not be appropriate for all 
schemes. Sensitivities specific to the scheme should be determined in consultation with the scheme’s 
actuary and disclosed accordingly.] 
 
In-hospital benefits cover all costs incurred by members while they are in hospital to receive pre-
authorised treatment for certain medical conditions. 
 
Chronic benefits cover the cost of certain prescribed medicines consumed by members for chronic 
conditions/diseases, such as high blood pressure, cholesterol and asthma. 
 
Day-to-day benefits cover the cost (up to 100% of the National Health Reference Price List tariff) of all 
out-of-hospital medical attention, such as visits to general practitioners and dentists and prescribed 
non-chronic medicines.  
 
The scheme’s strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio 
of similar risks over a number of years and, as such, it is believed that the variability of the outcome is 
reduced. 
 
The strategy is set out in the annual business plan, which specifies the benefits to be provided by 
each option, the preferred target market and demographic split of this market.  
 
All the contracts are annual in nature and the scheme has the right to change the terms and 
conditions of the contracts at renewal. Management information, which includes risk contribution 
income and claims ratios by option, target market and demographic split, is reviewed monthly. An 
underwriting review programme reviews a sample of contracts on a quarterly basis to ensure 
adherence to the scheme’s objectives. 
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INSURANCE RISK MANAGEMENT (CONTINUED) 
 
Risk-management objectives, policies, processes and methods for mitigating insurance risk 
(Alternative 2) 
 
The primary insurance activity carried out by the scheme assumes the risk of loss from members and 
their dependants that are directly subject to the risk. This risk relates to the health of the scheme 
members. As such the scheme is exposed to the uncertainty surrounding the timing and severity of 
claims under the contract. The scheme also has exposure to market risk through its insurance and 
investment activities. 
 
The Board of Trustees has appointed an insurance risk-management committee. The insurance risk-
management committee has developed and documented a policy for the acceptance and 
management of insurance risks to which the scheme is exposed. This policy has been approved by the 
Board of Trustees. Reference has also been made to the requirements of the Act in compiling the 
insurance risk-management policy. The insurance risk-management committee provides quarterly 
reports to the Board of Trustees regarding changes in the level of the scheme’s exposure to insurance 
risk. The insurance risk-management committee is also responsible for recommending any changes to 
the benefit options to ensure that the scheme’s exposure to insurance risk remains within the 
specified levels. The insurance risk-management policy is incorporated in the annual business plan. 
 
The health risk-management policy is reviewed annually and amended for changes in the Act (if any) 
and/or changes in the scheme’s ability to accept insurance risk. 
 
The insurance risk-management committee is also responsible for recommending whether or not the 
scheme should enter into any risk transfer arrangements or commercial reinsurance contracts. 
Similarly the insurance risk-management committee reports to the Board of Trustees on the 
effectiveness and efficiency of risk transfer arrangements and commercial reinsurance contracts 
entered into by the scheme. The Board of Trustees ultimately decides on whether or not to enter into 
risk transfer arrangements or commercial reinsurance contracts. 
 
The scheme manages its insurance risk through benefit limits and sub-limits, approval procedures for 
transactions that involve pricing guidelines, pre-authorisation and case management, service provider 
profiling, centralised management of risk transfer arrangements and the monitoring of emerging 
issues. Certain risks are mitigated by entering into risk transfer arrangements. In this regard the 
scheme has specifically decided to transfer all risks relating to general practitioner benefits to an 
external service provider. 
 
The scheme uses several methods to assess and monitor insurance risk exposures both for individual 
types of risks insured and overall risks. The scheme analyses the distribution of claims per category of 
claim, average age of members per member group, average age per benefit option, actual number of 
members per benefit option and the geographic distribution of members. 
 



APPENDIX II – ILLUSTRATIVE DISCLOSURE IN THE FINANCIAL 
STATEMENTS 
 

 70 

INSURANCE RISK MANAGEMENT (CONTINUED) 
 
The theory of probability is applied to the pricing and provisioning for a portfolio of insurance 
contracts. The principal risk is that the frequency and severity of claims are greater than expected. 
Insurance events are, by their nature, random, and the actual number and size of events during any 
one year may vary from those estimated with established statistical techniques. 
 
Experience shows that the larger the portfolio of similar insurance contracts, the smaller the relative 
variability in the expected outcome will be. In addition, a more diversified portfolio is less likely to be 
affected across the board by a change in any subset of the portfolio. The scheme has developed its 
insurance underwriting strategy to diversify the type of insurance risks accepted and within each of 
these categories of risk to achieve a sufficiently large population of risks to reduce the variability of 
the expected outcome. 
 
Factors that aggravate insurance risk include lack of risk diversification in terms of type and amount 
of risk, geographical location and demographics of members covered. 
 
The following table summarises the concentration of insurance risk, with reference to the carrying 
amount of the insurance claims incurred (before and after risk transfer arrangements) by age group 
and in relation to the type of risk covered/benefits provided.  
 

Age 
grouping 

 General 
practitioners 

Specialists Dentis-
try 

Optometry Medicines Hospital Total 

(in 
years) 

 
R’000 R’000 R’000 R’000 R’000 R’000 R’000 

 
20xx 
< 26 

 
 
Gross 

       

 Net        
26 – 35 Gross        
 Net        
36 – 50 Gross        
 Net        
51 – 65 Gross        
 Net        
> 65 Gross        
 Net        

Total  Gross        
 Net        
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INSURANCE RISK MANAGEMENT (CONTINUED) 
 

         
Age 
grouping 

 General 
practitioners 

Specialists Dentistry Optometry Medicines Hospital Total 

(in years)  R’000 R’000 R’000 R’000 R’000 R’000 R’000 
20yy         
 
< 26 

Gross        

 Net        
26 – 35 Gross        
 Net        
36 – 50 Gross        
 Net        
51 – 65 Gross        
 Net        
> 65 Gross        
 Net        

Total  Gross        
 Net        

 

[Schemes should note that this disclosure is illustrative only and will not be appropriate for all 
schemes. Sensitivities specific to the scheme should be determined in consultation with the scheme’s 
actuary and disclosed accordingly.] 
 
General practitioner benefits cover the cost of all visits by members to general practitioners and of 
the procedures performed by them. 
 
Specialist benefits cover the cost of all visits by members to specialists and of the out-of-hospital 
procedures performed by specialists. Specialist benefits also include radiology and pathology benefits 
provided to members. 
 
Dentistry benefits cover the cost of all visits by members to dental practitioners and the procedures 
performed by them, up to a prescribed annual limit per member. 
 
Optometry benefits cover the cost of all visits by members to optometrists, the cost of prescribed 
glasses and contact lenses and the cost of procedures performed by optometrists, up to a prescribed 
annual limit per member. 
 
Medicine benefits cover the cost of all medicines prescribed to members. 
 
Hospital benefits cover all costs incurred by members while they are in hospital to receive pre-
authorised treatment for certain medical conditions. 
 
The scheme’s strategy seeks diversity to ensure a balanced portfolio and is based on a large portfolio 
of similar risks over a number of years and, as such, it is believed that the variability of the outcome is 
reduced. 
 
The strategy is set out in the annual business plan, which specifies the benefits to be provided by 
each option, the preferred target market and demographic split of this market.  
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INSURANCE RISK MANAGEMENT (CONTINUED) 
 
All the contracts are annual in nature and the scheme has the right to change the terms and 
conditions of the contract at renewal. Management information, which includes risk contribution 
income and claims ratios by option, target market and demographic split, is reviewed monthly. An 
underwriting review programme reviews a sample of contracts on a quarterly basis to ensure 
adherence to the scheme’s objectives. 
 
Risk transfer arrangements 
The scheme reinsures a portion of the risks it underwrites so that it can control its exposures to losses 
and protect capital resources. The scheme buys a combination of proportional and non-proportional 
commercial reinsurance contracts to reduce the net exposure of the scheme to Rxxx. The scheme has 
also entered into capitation agreements with two major hospital groups. The capitation agreements 
are, in substance, the same as a non-proportional commercial reinsurance contract. 
 
Risk in terms of risk transfer arrangements 
The scheme cedes insurance risk to limit exposure to underwriting losses under various agreements 
that cover individual risks, group risks or defined blocks of business, on a co-insurance, yearly 
renewable term, excess or catastrophe excess basis. These risk transfer arrangements spread the risk 
and minimise the effect of losses. The amount of each risk retained depends on the scheme’s 
evaluation of the specific risk, subject, in certain circumstances, to maximum limits on the basis of 
characteristics of coverage. According to the terms of the risk transfer arrangements, the third party 
agrees to reimburse the ceded amount in the event the claim is paid. According to the terms of the 
capitation agreements, the suppliers provide certain minimum benefits to all scheme members, as 
and when required by the members. The scheme does, however, remain liable to its members with 
respect to ceded insurance if any reinsurer (or supplier) fails to meet the obligations it assumes. 
 
When selecting a reinsurer (or supplier), the scheme considers its relative security. The security of the 
reinsurer (or supplier) is assessed from public rating information and from internal investigations 
[such as considering capital adequacy, solvency, capacity and appropriate resources]. 
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[The above description should be tailored for the specific terms of the contracts entered into by the 
scheme.] 
 
The following table summarises the concentration of insurance risk reinsured, with reference to the 
amount of the insurance claims incurred by option and in relation to the type of risk covered/benefits 
provided: 
 

 General 
practitioner
s 

Special
ists 

Dentist
ry 

Optometr
y 

Medicin
es 

Hospital 

Option 1 20% 2% 1% 20% - 15% 

Option 2 5% 20% 2% - - - 

       

 
Claims development  
[This disclosure is only required to the extent that the uncertainty regarding the amount and timing of 
claim payments is not typically resolved within one year. If this disclosure is not appropriate, a note 
should be included stating that claims development tables are not presented since the uncertainty 
regarding the amount and timing of claim payments is typically resolved within one year. Where 
disclosure is appropriate a claims development table should be presented. As a result of the 
requirements in IFRS 4.39(d)(i), medical schemes may wish to disclose information about the 
estimated timing of the net cash outflows from recognised insurance liabilities as an alternative to the 
maturity analysis required by IFRS 7.39(a).] 
 



 

 

APPENDIX III – CAPITATION AGREEMENTS ILLUSTRATIVE EXAMPLES 
REINSURANCE CONTRACTS 
 
Example 1: Definition of an insurance contract 
 
Background 
ABC Medical Scheme provides in-hospital benefits to a member for a fixed monthly contribution. 
The contract covers all costs incurred by the member while he is in hospital up to an overall annual 
limit. The risk that the member will visit a hospital during the contract period is a commercially 
viable risk. Does this contract meet the definition of an insurance contract? 
 
Suggested solution 
IFRS 4 defines an insurance contract as: 

“A contract under which one party (the insurer) accepts significant insurance risk from another party 
(the policyholder) by agreeing to compensate the policyholder if a specified uncertain future event 
(the insured event) adversely affects the policyholder”. 
 
The classification process is as follows: 
 

Consideration Application 

(a) Identify the insured event. The insured event is costs incurred by the 
member while he is in hospital. 

(b) Establish if the insured event affects the 
insured adversely. 

The insured event will affect the member 
adversely as he will have to pay the costs 
incurred. 

(c) Identify the scenario in which the insured 
event occurs. 

The costs can be incurred at any stage within 
the term of the contract. 

(d) Establish if (c) has commercial substance 
(i.e. does it have a discernable effect on 
the economics of the transaction?). 

Yes, the scenario in (c) does have commercial 
substance as the risk that the member will visit 
a hospital during the contract period is a 
commercially viable risk (i.e. it is the reason why 
the member entered into the contract). 

(e) Determine the amount payable by the 
insurer under (c). 

The amount payable under the scenario in (c) is 
the costs incurred by the member while in 
hospital up to an overall annual limit.  

(f) Determine another scenario in which the 
insured event does not occur. 

The contract expires without any insured event 
happening. 

(g) Establish if (f) also has commercial 
substance (i.e. does it have a discernable 
effect on the economics of the 
transaction?). 

Yes, the scenario in (f) does have commercial 
substance; otherwise ABC Medical Scheme 
couldn’t offer the benefits in a manner that is 
commercially viable for it; i.e., it is commercially 
viable that the member wouldn’t claim over the 
contract period. 

(h) Determine the amount payable by the 
insurer under (g). 

The amount payable under the scenario in (g) is 
nil. 

(i) Establish if (e) is significantly more than 
(h). 

The amount payable under (e) is significantly 
more than (h) as the amount payable under (h) 
is nil. 

(j) If yes, then the contract is an insurance 
contract. 

Therefore, the contract is an insurance contract. 
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Example 2: Simple capitation agreement, without a profit/loss sharing mechanism 
This example illustrates how a capitation agreement would be incorporated into the line items that 
relate to risk transfer arrangements. 
 
Background 
Journal 1 – Recognition of total capitation fee paid 
As per Example 1, but ABC Medical Scheme (“A”) entered into a fixed-fee capitation agreement with 
a managed care organisation (“B”). B provides medical care through a series of clinics. In terms of 
the agreement, B agrees to provide specified medical care at any one of its clinics to the members of 
A at no cost to the member. The total capitation fee paid for the specified members per the 
capitation contract for the year to B was R50 000. 
 
A would account for the capitation fee as follows: 

Dr. Capitation fee (I/S)       50 000 
Cr. Bank (B/S)          50 000 
 
Journal 2 – Recognition of total claims incurred 
Claims incurred in respect of members of A utilising B’s services during the year amount to R70 000. 
This was determined by A using utilisation statistics provided by B multiplied by the cost A would 
have incurred had there not been a capitation agreement in place. (This would be equal to the 
normal fee for service rate.) 
 
A would account for the claims incurred in terms of the capitation agreement with B as follows: 

Dr. Claims (I/S)  [Value of the claims incurred from members]  70 000 
Cr. Claims recoveries (I/S) [Capitation claims recovered from B]    70 000 
 
Journals 3 and 4 – Recognition of capitation recovery 
A member of A was admitted to one of B’s clinics on 27 December 20xx for medical care covered by 
the capitation agreement. The member of A was discharged from the clinic on 5 January 20xx+1. The 
total cost that A would have incurred (had it not entered into the capitation arrangement) to provide 
the ten days’ medical care is R20 000. A only received the information regarding the treatment of its 
member by B on 10 January 20xx+1.  
 
A has a 31 December year end. All other medical care provided by B to members of A has been 
reported to A before 31 December 20xx. 
 
A’s best estimate at year end of costs it would have incurred to provide the medical care to its 
members not yet reported to it by 31 December 20xx is R8 000. A does not expect any dispute with 
B regarding estimated medical cover provided by B to a member of A. 
 
Journal 3: On 31 December 20xx A was not aware of the incurred expense. However, based on past 
experience A recognised an IBNR provision based on its best estimate of costs it would have incurred 
to provide the medical care to its members not yet reported to A by 31 December 20xx. This 
represents the costs A could be held accountable for in terms of its obligation to its member. The 
journal is as follows: 

Dr. Claims incurred (I/S)       8 000 
Cr. IBNR Provision (B/S)         8 000 
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Journal 4: On 31 December 20xx A was not aware of the incurred income, i.e. the cost ceded through 
the capitation agreement to B. However, based on past experience A recognised a risk transfer 
recovery provision on the basis of its best estimate of costs recovered from B for providing medical 
care to its members not yet reported to A by 31 December 20xx. This represents the costs A would 
not be held accountable for in terms of its obligation to its member due to B settling the claim in 
kind on A’s behalf (i.e. capitation agreement with B). The journal is as follows: 

Dr. Recovery under risk transfer arrangements (B/S)   8 000 
Cr. Recovery under risk transfer arrangements (I/S)     8 000 
 
Journal 5 and 6 – Recognition of capitation recovery 
The correct estimate cost the scheme would have incurred to provide medical care to its members 
not yet reported as at 31 December 20xx was R10 000. On 10 January 20xx+1, A receives the 
information from B and confirmation that its estimate as at year end was incorrect. 
 
Journals 5 and 6: On 10 January 20xx+1, A receives the information from B and confirmation that its 
estimate as at year end was incorrect. Thus, the change in estimate needs to be accounted for 
prospectively by adjusting the carrying amount of the related asset and liability in the period of the 
change. The journals will be: 

Dr. Claims Incurred (I/S)       2 000 
Cr. IBNR Provision (B/S)         2 000 
 
Dr. Recovery under risk transfer arrangements (B/S)   2 000 
Cr. Recovery under risk transfer arrangements (I/S)     2 000  
 
Journal 7 – Recognition of capitation recovery 
On 10 January 20xx+1 A also receives confirmation that the claim of R10 000 from a member was 
settled in kind by B under the capitation agreement. 
 
Journal 7: On 10 January 20xx+1 A also receives confirmation that the claim of R10 000 from a 
member was settled in kind by B under the capitation agreement. The journal is as follows: 

Dr. IBNR Provision (B/S)       10 000 
Cr. Recovery under risk transfer arrangements (B/S)     10 000 
 
In practice journals 5 to 7 will be processed simultaneously. 
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The effect of the transaction on the note disclosure for the outstanding risk claims provision will be 
as follows: 

 
Outstanding Risk Claims 
Provision  

20xx+1 
(after 

year end) 20xx  

      

      

      

      
      

Opening balance  8 000 XXX 
Changes to estimates recognised in 
profit or loss 
Claims settled  

2 000 
(10 000) 

XXX 
XXX 

    

Claims raised  XXX 8 000 

Closing balance  XXX 8 000 
 
The effect of the transaction on the note disclosure for the recovery under risk transfer 
arrangements will be the same as presented for the IBNR provision above. 
 
In the scheme management accounts (assuming that they are prepared before 10 January 20yy) the 
above entries would be represented as follows: 
 
Claims incurred 
 Claims paid by scheme    XXX XXX 
 Claims settled            70 000 
 Outstanding risk claims provision   8 000 
 
Risk transfer arrangements (capitation agreement) 
 Premiums/fees paid           50 000 
 Claims settled – recoveries                      (70 000) 
 Outstanding risk claims provision – recoveries    (8 000) 
       __________ 
Relevant healthcare expenditure    
       __________ 
 
The total net effect of a risk transfer arrangement, which does not include a profit-sharing clause, on 
the surplus or deficit is only the capitation premium/fee paid. (In this example – the R50 000.) 
 



 

 

APPENDIX IV – RELATED PARTY DISCLOSURES 
 
 Who are potential related parties to a medical scheme? 
.01 Each medical scheme needs to assess individually who its related parties are, taking into 

account their individual circumstances. 
 
 The following table considers the various parties with whom schemes would generally 

interact, and considers whether they may fall under the definition of a “related party” in 
terms of IAS 24 Related Party Disclosures: 

 “A related party is a person or entity that is related to the entity that is preparing its financial 
statements (referred to as the ‘reporting entity’ in IAS 24). 

  

(a) A person or a close member of that person’s family is related to a reporting entity if that 
person: 

i has control or joint control over the reporting entity;  
ii has significant influence over the reporting entity; or 
iii is a member of the key management personnel of the reporting entity or of a 

parent of the reporting entity. 
(b) An entity is related to a reporting entity if any of the following conditions applies: 

i The entity and the reporting entity are members of the same group (which means 
that each parent, subsidiary and fellow subsidiary is related to the others). 

ii One entity is an associate or joint venture of the other entity (or an associate or 
joint venture of a member of a group of which the other entity is a member). 

iii Both entities are joint ventures of the same third party. 
iv One entity is a joint venture of a third entity and the other entity is an associate of 

the third entity. 
v The entity is a post-employment benefit plan for the benefit of employees of either 

the reporting entity or an entity related to the reporting entity. If the reporting 
entity is itself such a plan, the sponsoring employers are also related to the 
reporting entity. 

vi The entity is controlled or jointly controlled by a person identified in (a). 
vii A person identified in (a)(i) has significant influence over the entity or is a member 

of the key management personnel of the entity (or of a parent of the entity).” 
 

Party IAS 24.9 Other considerations 

1. Employer/Employer 
groups 

Consider part (b) 
(v) of the 
definition 
 

IAS 24.9(b) “An entity is related to a 
reporting entity if any of the following 
conditions applies:   
(v) The entity is a post-employment 
benefit plan for the benefit of 
employees of either the reporting 
entity or an entity related to the 
reporting entity. If the reporting 
entity is itself such a plan, the 
sponsoring employers are also related 
to the reporting entity.”  

Also consider: 
Closed scheme – probably related 
Sponsoring employer – consider 
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Party IAS 24.9 Other considerations 

definition 
Open scheme – not likely to be 
related. 

2. Trustees Consider part (a) 
(iii) of the 
definition 

IAS 24.9(a) “A person or a close 
member of that person's family is 
related to a reporting entity if that 
person: 

(iii) is a member of the key 
management personnel of the 
reporting entity or of a parent of the 
reporting entity.” 

“Key management personnel is 
defined as those persons having 
authority and responsibility for 
planning, directing and controlling 
the activities of the entity, directly or 
indirectly, including any director 
(whether executive or otherwise) of 
that entity.” (IAS 24.9) 

3. Principal officer Consider part (a) 
(iii) of the 
definition 

 

4. Members of executive 
committee/financial 
managers/Chief 
Executive Officer etc.  

Consider part (a) 
(iii) of the 
definition  
 

 

5. Other key 
management 
personnel of the 
scheme 

Consider part (a) 
(iii) of the 
definition 

 

6. Other persons with 
control, significant 
influence or joint 
control over an entity. 

Consider part (a) 
(i) and (ii) of the 
definition 

IAS 24.9(a) “A person or a close 
member of that person's family is 
related to a reporting entity if that 
person: 

(i) has control or joint control over 
the reporting entity; 

(ii) has significant influence over the 
reporting entity;”  

7. Close family members 
of individuals 
identified in points 2-6 
of this table. 

Consider part (a) 
(i) to (iii) of  
the definition 

Close members of the family of a 
person are defined as those family 
members who may be expected to 
influence, or be influenced by, that 
person in their dealings with the 
entity and include: 

(a) that person's children and 
spouse or domestic partner; 

(b) children of that person's spouse 
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Party IAS 24.9 Other considerations 

or domestic partner; and 
(c) dependants of that person or 

that person's spouse or 
domestic partner. (IAS 24.9) 

  
 

Specifically consider non-dependant 
family members that are in a related 
profession (e.g. son of trustee who is 
a doctor)  

8. Administrators Consider part (a) 
(iii) of the 
definition 

A management entity that provides 
key management personnel services 
to a scheme may be deemed a 
related party in respect of those key 
management personnel services.   

In considering the management 
entity, the entity’s parent, its 
subsidiaries and its fellow subsidiaries 
should be taken into account. 

Administrators are not automatically  
related parties of the scheme by 
mere fact of the function that they 
perform in relation to the scheme 
and the service agreement in place. 

Administrators may not control a 
scheme (section 57(3) of the Act).  

IAS 24.11 “In the context of this 
Standard, the following are not 
related parties: 

(c) A customer, supplier, franchisor, 
distributor or general agent with 
whom an entity transacts a 
significant volume of business, is 
not considered a related party 
simply by virtue of the resulting 
economic dependence.”  

Administrators could, however, form 
part of the key management of the 
scheme – consider the following:  

 Does the administrator have a 
strong influence over directing 
the scheme?  Does this translate 
into participation in the policy 
decision-making process?  

 Does the administrator provide 
key management personnel and 
access to key resources that 
enable the Board of Trustees to 
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Party IAS 24.9 Other considerations 

make decisions?  

 Are the trustees effective in 
directing the scheme, or is there 
heavy reliance on administrators 
for guidance and advice?  

 Consider the pricing structure of 
administrator: 
- Does the administrator 

charge a fixed fee? 

9. Managed care 
organisations 

Consider part 
(a)(iii) and (b)(i) to 
(vii) of definition  

A management entity that provides 
key management personnel services 
to a scheme may be deemed a 
related party in respect of those key 
management personnel services.   

In considering the management 
entity, the entity’s parent, its 
subsidiaries and its fellow subsidiaries 
should be taken into account. 

IAS 24.9(b) “An entity is related to a 
reporting entity if any of the following 
conditions applies: 

(i) The entity and the reporting 
entity are members of the same 
group (which means that each 
parent, subsidiary and fellow 
subsidiary is related to the 
others). 

(ii) One entity is an associate or 
joint venture of the other entity 
(or an associate or joint venture 
of a member of a group of which 
the other entity is a member). 

(iii) Both entities are joint ventures 
of the same third party. 

(iv) One entity is a joint venture of a 
third entity and the other entity 
is an associate of the third 
entity. 

(iv) The entity is a post-employment 
benefit plan for the benefit of 
employees of either the 
reporting entity or an entity 
related to the reporting entity. If 
the reporting entity is itself such 
a plan, the sponsoring 
employers are also related to 
the reporting entity. 
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Party IAS 24.9 Other considerations 

(v) The entity is controlled or jointly 
controlled by a person identified 
in (a). 

(vi) A person identified in (a)(i) has 
significant influence over the 
entity or is a member of the key 
management personnel of the 
entity (or of a parent of the 
entity).” 

Consider: 

 Does the scheme have its own 
managed care organisation? 

 Is the managed care organisation 
an associate, joint venture or 
subsidiary of the scheme or its 
administrator? 

10. Brokers and 
investment managers 

 

Consider part (a)(i) 
to (iii) and (b)(i) to 
(iv) of definition 

A management entity that provides 
key management personnel services 
to a scheme may be deemed a 
related party in respect of those key 
management personnel services.   

In considering the management 
entity, the entity’s parent, its 
subsidiaries and its fellow subsidiaries 
should be taken into account. 

Consider: 

 Is the broker or investment 
manager an associate, joint 
venture or subsidiary of the 
scheme or its administrator? 

 Refer to IAS 24.11(d). Is the 
broker the exclusive or sole 
broker of the scheme?  

11. Post-employment 
benefit plan  

Consider part 
(b)(v) of  
the definition 

This will only be applicable if the  
scheme has employees of its own.  

12. Trade unions Consider IAS 24.11  Trade unions are not necessarily 
related parties because of their 
normal dealings with the scheme (IAS 
24.11(c)).  

13. State-controlled 
schemes 

Consider IAS 24.9 
definition of 
government-
related entities 

A government-related entity is 
defined as an entity that is controlled, 
jointly controlled or significantly 
influenced by a government. (IAS 
24.9) 
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Party IAS 24.9 Other considerations 

14. Subsidiaries, 
associates and joint 
ventures of scheme, 
including other group 
entities 

Consider part (b) 
(i-vii) of the 
definition 
 

 

15. An entity that is:  

 Controlled; or 
 Jointly controlled 

by any individual 
in points 2-7 of 
this table.  

Consider part 
(b)(vi) of the 
definition 
 

 

16. A person or close 
family member who 
has control or joint 
control of an entity 
or is a member of key 
management 
personnel of the 
entity or its parent. 

Consider part 
(b)(vii) of the 
definition 

 

17. Other significant 
parties 

Consider part a(i) 
to (iii) and (b)(i) to 
(vii) of definition 

 

 
 What should be disclosed?  
.02 As a general guideline, depending on the circumstances, and transactions entered into by the 

scheme, disclosures should be made of relationships, key management personnel 
remuneration and other transactions.  

 
 Relationships  
.03 Relationships between schemes and subsidiaries shall be disclosed irrespective of whether 

there have been transactions between those related parties. (This is in addition to the 
disclosure requirements in IAS 28 and IAS 31, which require a listing and description of 
significant investments in subsidiaries, associates and jointly controlled entities.) 

 
Key management personnel remuneration  

.04 In terms of paragraph 22 of IAS 24, schemes may split key management personnel between 
executive (Principal Officer and other executive management) and non-executive (Board of 
Trustees), and disclose remuneration for each of the following categories: 

 Short-term employee benefits;  

 Post-employment benefits;  

 Other long-term benefits; and  

 Termination benefits.  
 
.05  Trustee remuneration is disclosed in a separate note in the financial statements. The related 

party note may simply make reference to this note.  
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.06  Schemes are reminded that the disclosure requirements as required per section 57 of the Act, 
read together with Regulation 6A, will also need to be met, which requires the remuneration 
and other considerations to be disclosed per trustee.  

 
 Other transactions  
.07  If there have been transactions between related parties, the scheme shall disclose the nature 

of the related party relationship and information about the transactions and outstanding 
balances necessary for an understanding of the potential effect of the relationship on the 
financial statements. At a minimum, disclosures shall include:  

 The amount of the transactions;  

 The amount of outstanding balances (distinguish between payable to and receivable from);  
 and 

 The terms and conditions of the balances, including:  
‾ Whether they are secured;  
‾ The nature of the consideration to be provided in settlement;  
‾ Details of any guarantees given or received;  

 Provisions for doubtful debts related to the amount of outstanding balances; and  

 The expense recognised during the period in respect of bad or doubtful debts due from 
related parties.  

 
.08 The above disclosures shall be made separately for each of the following categories:  

 Entities with joint control or significant influence over the entity;  

 Subsidiaries;  

 Associates;  

 Joint ventures in which the entity is a venturer;  

 Key management personnel of the entity or its parent; and  

 Other related parties.  
 
.09 Items of a similar nature may be disclosed in aggregate except when separate disclosure is 

necessary for an understanding of the effects of related party transactions on the financial 
statements of an entity.  

 
.10  Where the employer is a related party, transactions entered into by the employer when acting 

solely in its capacity as an intermediary are not considered to be related party transactions. In 
such instances the contracting parties are the scheme and the member and the following will 
not need to be disclosed for related party purposes:  

 Contributions received from employer group;  

 Claims paid to members of the employer group;  

 Contributions received in advance;  

 Contribution debtors; and  

 Contribution subsidy paid by the employer (schemes would not have access to this 
information and this is also a payment made on behalf of the member).  

 
Government-related entities 

.11 A state-controlled scheme is exempt from the disclosure requirements of paragraph .07 in 
relation to related party transactions and outstanding balances, including commitments, with: 
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 A government that has control, joint control or significant influence over the reporting 
entity; and 

 Another entity that is a related party because the same government has control, joint 
control or significant influence over both the reporting entity and the other entity. 

 
.12 If a state-controlled scheme applies the exemption in paragraph .11, it shall disclose the 

following about the transactions and related outstanding balances referred to in paragraph 
.11: 

 The name of the government;  

 The nature of its relationship with the reporting entity (i.e. control, joint control or 
significant influence); 

 The nature and amount of each individually significant transaction; and 

 For other transactions that are collectively significant, a qualitative (by nature) or 
quantitative (by amount) indication of their extent.  

 
How much should be disclosed? 

.13  Related party relationships and related party transactions should be disclosed when they are 
qualitatively (by nature) and quantitatively (by amount) material.  

 
.14  However, in the context of related party disclosures, size is not of primary importance as IAS 

24 paragraph 9 defines a related party transaction as a transfer of resources, services or 
obligations between related parties, regardless of whether a price is charged. On the basis of 
this definition, schemes will have to prove that related party disclosures are qualitatively not 
material in order to make use of IAS 1 paragraph 31. Given the qualitative importance placed 
on related party disclosures by IAS 24 this may be difficult to do.  

 
.15  The consolidated scheme financial statements must disclose all related party transactions 

even if potentially all of the income and expenses for such an entity may derive from related 
party transactions (disclosures required by IAS 24 are essential to understanding the financial 
position and financial performance of such an entity).  

 
.16  IAS 24 does not allow for any relaxation for confidential or client-sensitive information. 



 

 

APPENDIX V – ILLUSTRATIVE EXAMPLES OF RELATED PARTY DISCLOSURES 
 
The following is an illustrative example, and the disclosures should only be made where applicable to 
a particular medical scheme. 
 
Background information 
Related party relationships 
Subsidiaries 
The consolidated financial statements include the financial statements of the subsidiaries listed in 
the following table: 
 % equity interest 
Name 20xx 20yy 
   
ABC (Pty) Ltd 100 – 
 
There were no transactions between XYZ and ABC during the financial year (20yy: Nil). 
 
Sponsoring employer 
Employer EFG is the sponsoring employer of Medical Scheme XYZ. 
 
Key management personnel and their close family members  
Key management personnel are those persons having authority and responsibility for planning, 
directing and controlling the activities of the scheme. Key management personnel include the Board 
of Trustees, the Principal Officer and members of the executive committee. The disclosure deals 
with full-time personnel that are compensated on a salary basis (Principal Officer and executive 
committee) and part-time personnel that are compensated on a fee basis (Board of Trustees). 
 
Close family members includes close family members of the Board of Trustees, Principal Officer and 
members of the executive committee.  
 
Parties that provide key management personnel services to the scheme 
Administrator HIJ is deemed to form part of the key management personnel of Medical Scheme XYZ, 
as HIJ participates in XYZ’s financial and operating policy decisions, but does not control XYZ. HIJ 
provides administration services. 
 
A division of HIJ, KLM, provides managed care services.  
 
Managed care organisation NOP is a subsidiary of the administrator HIJ that is deemed to form part 
of the key management personnel of Medical Scheme XYZ. NOP provides managed care services for 
the scheme.  
 
Investment management company QRS is a subsidiary of the administrator HIJ that is deemed to 
form part of the key management personnel of Medical Scheme XYZ. QRS manages the cash 
investments of the scheme.  
 
Broker Company TUV is a subsidiary of the administrator HIJ that is deemed to form part of the key 
management personnel of Medical Scheme XYZ. TUV provides broker services to the scheme.  
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Transactions with related parties  
The following table provides the total amount of transactions that have been entered into with 
related parties for the relevant financial year.  
 
Illustrative disclosures 
Key management personnel (Board of Trustees, Principal Officer and executive committee) and 
their close family members 
 
 20xx 

R’000 
20yy 
R’000 

Compensation  
Short-term employee benefits  

Post-employment pension and medical benefits 

Termination benefits 

Other long-term benefits 

Total compensation paid to key management personnel  

 
Contributions and claims 

        
        
Risk contribution income received        
Savings contributions received        
Claims paid from personal medical 
savings account on behalf of the 
member 

       

Ex gratia payments 
Healthcare provider fees paid 
Risk claims incurred 

       

        
Contribution debtor – risk portion        
Claims reported not yet paid 
liability 

       

Personal medical savings account 
liability 

       

Personal medical savings account 
investment 

       

Healthcare provider fees 
paid/payable 
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The terms and conditions of the related party transactions were as follows: 
 

Transaction Nature of transactions and terms and conditions thereof 

Contribution 
received 

This constitutes the contributions paid by the related party as a member of the 
scheme, in their individual capacity. All contributions were at the same terms as 
applicable to third parties. 

Claims 
incurred 

This constitutes amounts claimed in respect of the scheme’s registered benefits 
by the related parties, in their individual capacity as members of the scheme.  

Contribution 
debtor 

This constitutes outstanding contributions payable. The amounts are due 
immediately. No provisions for doubtful debts have been raised on these 
amounts. 

Claims 
reported not 
yet paid 

These are claims that have been reported, but not yet paid due to the fact that 
the scheme does a payment run twice a month. All claims are settled within 30 
days of being received. 

Personal 
medical 
savings 
accounts 

The amounts owing to the related parties relate to medical aid savings balances 
which are held and managed on their behalf. In line with the terms applied to 
third parties, the balances earn interest at the effective interest rate, which 
accrues to the member. The amounts are all current and would need to be 
payable on demand should an appropriate claim be issued, or the member exit 
the scheme. 

Healthcare 
provider fees 
paid/payable 

Fees paid to a healthcare provider (medical practitioner). Fees are paid on the 
same basis as applicable to third parties. 

 
Other transactions 

 The scheme obtained legal services from key management personnel, which amounted to RXXX 
(20yy: RXXX). The legal fees were paid on an arm’s length basis. The outstanding balance at year end 
was RXXX (20yy: RXXX). The outstanding balance bears no interest and is payable within 30 days 
after becoming due. 

 During the year, managed care: management services were rendered by key management personnel 
totalling RXXX (20yy: RXXX) at normal market prices. 

 The scheme made loans to key management personnel for which approval has been obtained in 
terms of the Act. The outstanding balance is RXXX (20yy: RXXX) and bears interest at prime less 2%. 
Instalments of RXXX are payable monthly. 
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The following is an illustrative example, and the disclosures should only be made where applicable to 
a particular medical scheme. 
 
Background information 
Related party relationships 
Subsidiaries 
The consolidated financial statements include the financial statements of the subsidiaries listed in 
the following table: 
 % equity interest 
Name 20xx 20yy 
   
ABC (Pty) Ltd 100 – 
 
There were no transactions between XYZ and ABC during the financial year (20yy: Nil). 
 
Sponsoring employer 
Employer EFG is the sponsoring employer of Medical Scheme XYZ. 
 
Key management personnel and their close family members  
Key management personnel are those persons having authority and responsibility for planning, 
directing and controlling the activities of the scheme. Key management personnel include the Board 
of Trustees, the Principal Officer and members of the executive committee. The disclosure deals 
with full-time personnel that are compensated on a salary basis (principal officer and executive 
committee) and part-time personnel that are compensated on a fee basis (Board of Trustees). 
 
Close family members includes close family members of the Board of Trustees, principal officer and 
members of the executive committee.  
 
Parties that provide key management personnel services to the scheme 
Administrator HIJ is deemed to form part of the key management personnel of Medical Scheme XYZ, 
as HIJ participates in XYZ’s financial and operating policy decisions, but does not control XYZ. HIJ 
provides administration services. 
 
A division of HIJ, KLM, provides managed care services.  
 
Managed care organisation NOP is a subsidiary of the administrator HIJ that is deemed to form part 
of the key management personnel of Medical Scheme XYZ. NOP provides managed care services for 
the scheme.  
 
Investment management company QRS is a subsidiary of the administrator HIJ that is deemed to 
form part of the key management personnel of Medical Scheme XYZ. QRS manages the cash 
investments of the scheme.  
 
Broker Company TUV is a subsidiary of the administrator HIJ that is deemed to form part of the key 
management personnel of Medical Scheme XYZ. TUV provides broker services to the scheme.  
 
Transactions with related parties  
The following table provides the total amount of transactions that have been entered into with 
related parties for the relevant financial year.   
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Illustrative disclosures 
Key management personnel (Board of Trustees, principal officer and executive committee) and 
their close family members 
 20xx 

R’000 
20yy 
R’000 

Compensation  
Short-term employee benefits  

Post-employment pension and medical benefits 

Termination benefits 

Other long-term benefits 

Total compensation paid to key management personnel  

 
Contributions and claims 

        
        
Risk contribution income received        
Savings contributions received        
Claims paid from personal medical 
savings account on behalf of the 
member 

       

Ex gratia payments 
Healthcare provider fees paid 
Risk claims incurred 

       

        
Contribution debtor – risk portion        
Claims reported not yet paid 
liability 

       

Personal medical savings account 
liability 

       

Personal medical savings account 
investment 

       

Healthcare provider fees 
paid/payable 
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The terms and conditions of the related party transactions were as follows: 
 

Transaction Nature of transactions and terms and conditions thereof 

Contribution 
received 

This constitutes the contributions paid by the related party as a member of the 
scheme, in their individual capacity. All contributions were at the same terms as 
applicable to third parties. 

Claims 
incurred 

This constitutes amounts claimed in respect of the scheme’s registered benefits 
by the related parties, in their individual capacity as members of the scheme.  

Contribution 
debtor 

This constitutes outstanding contributions payable. The amounts are due 
immediately. No provisions for doubtful debts have been raised on these 
amounts. 

Claims 
reported not 
yet paid 

These are claims that have been reported, but not yet paid due to the fact that 
the scheme does a payment run twice a month. All claims are settled within 30 
days of being received. 

Personal 
medical 
savings 
accounts 

The amounts owing to the related parties relate to medical aid savings balances 
which are held and managed on their behalf. In line with the terms applied to 
third parties, the balances earn interest at the effective interest rate, which 
accrues to the member. The amounts are all current and would need to be 
payable on demand should an appropriate claim be issued, or the member exit 
the scheme. 

Healthcare 
provider fees 
paid/payable 

Fees paid to a healthcare provider (medical practitioner). Fees are paid on the 
same basis as applicable to third parties. 

 
Other transactions 

 The scheme obtained legal services from key management personnel, which amounted to RXXX 
(20yy: RXXX). The legal fees were paid on an arm’s length basis. The outstanding balance at year end 
was RXXX (20yy: RXXX). The outstanding balance bears no interest and is payable within 30 days 
after becoming due. 

 During the year, managed care: management services were rendered by key management personnel 
totalling RXXX (20yy: RXXX) at normal market prices. 

 The scheme made loans to key management personnel for which approval has been obtained in 
terms of the Act. The outstanding balance is RXXX (20yy: RXXX) and bears interest at prime less 2%. 
Instalments of RXXX are payable monthly. 
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Transactions with related parties to the scheme    
20xx 
R’000 

20yy 
R’000 

EFG – Employer * 
Statement of comprehensive income 
Grant received  
Rent paid 
 
Statement of financial position 
Rent due  
 
HIJ – Administrator * 
Statement of comprehensive income 
Administration fees 
Administration fees recovered 
Site office costs 
Rent received 
 
Statement of financial position 
Administration fees due 
 
NOP – Managed care organisation * 
Statement of comprehensive income 
Managed care fees 
 
Statement of financial position 
Managed care fees due 

20xx 
R’000 

20yy 
R’000 

QRS – Investment manager * 
Statement of comprehensive income 
Investment fees  
 
Statement of financial position 
Investment fees due 
 
TUV – Broker * 
Statement of comprehensive income 
Broker fees 
 
Statement of financial position 
Broker fees due 
 
Terms and conditions of the rental agreement * 
The rental transactions with related parties were made on terms equivalent to those that prevail in 
arm’s length transactions. Office space is leased at a market-related price. The outstanding balance 
bears no interest and is payable within 30 days. 
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Terms and conditions of the administration agreement * 
The administration agreement is in terms of the rules of the scheme and in accordance with 
instructions given by the trustees of the scheme. The agreement is automatically renewed each year 
unless notification of termination is received. The scheme has the right to terminate the agreement 
on 90 days’ notice. The outstanding balance bears no interest and is due within 30 days. 
 
Terms and conditions of the managed care agreement * 
The managed care agreement is in accordance with instructions given by the trustees of the scheme. 
The agreement is automatically renewed each year unless notification of termination is received. 
The scheme has the right to terminate the agreement on 180 days’ notice. The outstanding balance 
bears no interest and is due within 30 days. 
 
Terms and conditions of the broker agreement * 
The broker fees are paid in accordance with the requirements contained in the Act. The outstanding 
balance bears no interest and is due within 30 days.  
 
Terms and conditions of the investment management contract * 
The investment management contract is in accordance with instructions given by the trustees of the 
scheme. The agreement is automatically renewed each year unless notification of termination is 
received. The scheme has the right to terminate the agreement on 180 days’ notice. The fees are 
calculated on an arm’s length basis on market-related terms and any outstanding balances are 
payable within 30 days. 
 
Terms and conditions of grants received 
Grants received are not subject to any conditions. 
 
* Entities need to consider whether disclosure is applicable in accordance with the assessment in 
paragraph .01 
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IFRS 7 Financial Instruments: Disclosures 

 
 Introduction 
.01 IFRS 7 Financial Instruments: Disclosures had to be applied by schemes for the first time for 

the financial year ended 31 December 2007.  
 
.02 Diagrammatically IFRS 7 can be summarised as follows: 

 
 Scope and background 
.03 IFRS 7 deals with the disclosure requirements in relation to all risks arising from financial 

instruments, whether recognised or not, and applies to any scheme that holds financial 
instruments. The level of disclosure required depends on the extent of the scheme’s use of 
financial instruments and its exposure to financial risk. 

 
.04 IFRS 7 is divided into two sections: the first section deals with the significance of the financial 

instruments for the financial position and performance of the entity and relevant qualitative 
disclosure. The qualitative disclosure includes disclosure that pertains to fair value, collateral, 
and defaults and breaches the second section, which deals with risk disclosure. The risk 
disclosure required in terms of IFRS 7 should reflect the way the scheme’s risks are perceived, 
measured and managed. 

 
 Categories vs classes 
.05 It should be noted that IFRS 7 requires certain disclosures to be made per category of financial 

instrument and others per class of financial instrument. A class of financial instruments is not 
the same as a category of financial instruments. Categories of financial instruments are those 
defined in IAS 39 as financial assets at fair value through profit or loss, held-to-maturity 
investments, loans and receivables, available-for-sale financial assets, financial liabilities at fair 
value through profit or loss and financial liabilities measured at amortised cost. 

 

Significance of financial 
instruments for financial 

position and performance 

Classes of financial 
instruments and level 

of disclosure 

Nature and extent of 
risks arising from 

financial instruments 

Appendices 

Statement of 
financial position 

Qualitative Amendments to other 
IFRS  

Other 

Statement of 
comprehensive income and 

equity 

Quantitative 

Defined 
terms 

Application 
guidance 

 

IFRS 7 
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.06 The standard itself does not provide a prescriptive list of classes of financial instruments. 
However, IFRS 7.6 states that a scheme should take into account the characteristics of 
financial instruments and that the classes selected should be appropriate to the nature of 
information disclosed. Classes should be determined at a lower level than the IAS 39 
categories and reconciled back to the statement of financial position. The level of detail for a 
class should be determined on a scheme-specific basis.  

 
.07 In determining classes of financial instruments, the application guidance in Appendix B of IFRS 

7, at a minimum, requires that a scheme distinguishes between the following: 

 Financial instruments measured at fair value and those measured at amortised cost; e.g., 
trade receivables (measured at amortised cost) and investments in listed securities 
(measured at fair value) cannot be grouped together in one class; and 

 Financial instruments inside and outside the scope of IFRS 7. For example, the following 
cannot be grouped together in one class: 

 Investments in subsidiaries (outside the scope of IFRS 7) and investments in bonds 
(within the scope of IFRS 7); and 

 Incurred but not reported claims (outside the scope of IFRS 7) and trade payables 
(within the scope of IFRS 7). 

 
.08 Paragraph B3 of the application guidance further states that: “It is necessary to strike a 

balance between overburdening financial statements with excessive detail that may not assist 
users of financial statements and obscuring important information as a result of too much 
aggregation.” A scheme should therefore apply its judgement in determining the appropriate 
level of detail to be disclosed to comply with the IFRS 7 requirements. 

 
09 IFRS 7 requires disclosure of the following items by class: 

 Financial assets not qualifying for derecognition; 

 The reconciliation of an allowance account; 

 The amount of impairment loss for financial assets; 

 Fair values; and 

 Specific disclosures relating to financial risk.  
 

 Information disclosed on the significance of financial instruments for the scheme’s financial 
position and performance 

.10 IFRS 7 prescribes certain minimum disclosures that have to be made that relate to the 
statement of financial position, statement of comprehensive income and reserves. In addition, 
disclosures of accounting policies, hedge accounting and fair values are required. A summary 
of these requirements is provided below. 

 
 Statement of financial position 
.11 The information that shall be disclosed either on the face of the statement of financial 

position or in the notes thereto is outlined below: 

 The carrying amounts of financial assets and financial liabilities under each of the 
categories in IAS 39 should be disclosed either on the face of the statement of financial 
position or in the notes. In the case of financial assets and liabilities at fair value through 
profit or loss, the carrying amount must be disclosed separately for instruments designated 
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upon initial recognition and those that the meet the definition of held for trading. (Refer to 
Appendix VII for examples.) 

 IFRS 7.9 provides the disclosure requirements if a scheme has designated a loan and 
receivable (or group of loans and receivables) at fair value through profit or loss. The 
disclosures prescribed by IFRS 7.9 apply only to those loans and receivables designated at 
fair value through profit or loss and do not apply to all loans and receivables or to all assets 
designated as fair value through profit or loss. For example, a listed bond is not classified as 
“loans and receivables” as it is quoted. Therefore, in this case the disclosure per paragraph 
9 is not required.  

 Where financial liabilities have been designated at fair value through profit or loss, the 
disclosure requirements as per IFRS 7.10 should be provided. A scheme is required to 
disclose the amount of change in a liability’s fair value that is attributable to changes in the 
liability’s credit risk. A method provided in the standard to compute the amount to be 
disclosed assumes that the only relevant change in market condition for the liability is a 
change in the observed benchmark interest rate.  

 The methods used to comply with IFRS 7.9-10 must be disclosed as required by IFRS 7.11. 

 If a financial asset measured at amortised cost has been reclassified as at fair value, or vice 
versa, the amount and reason for reclassification have to be disclosed. If a scheme has 
taken advantage of the amendment to IAS 39 issued in October 2008 and has reclassified a 
financial asset out of fair value through profit or loss category or out of the available-for-
sale category the disclosure required by IFRS 7.12A should be provided. 

 The carrying amount of financial assets pledged as collateral for liabilities or contingent 
liabilities, including amounts that have been reclassified in circumstances where the 
transferee has the right to sell or pledge the transferred asset, shall be disclosed together 
with the terms and conditions relating to the pledge. 

 When a scheme holds collateral (of financial or non-financial assets) and is permitted to 
sell or repledge the collateral in the absence of default by the owner of the collateral, 
certain disclosure requirements are prescribed by paragraph 15 of IFRS 7. 

 When financial assets are impaired and the scheme records the impairment (i.e. credit 
losses) in a separate account (i.e. an allowance account), a scheme shall disclose a 
reconciliation of changes in that account during the period for each class of financial asset. 
(Refer to Appendix VII for examples.) 

 When a scheme has issued compound financial instruments with multiple embedded 
derivatives, whose values are interdependent, the existence of such instruments should be 
disclosed. 

 A scheme is required to disclose information on defaults and breaches of loans payable 
(financial liabilities other than short-term payables on normal credit terms). Any defaults or 
breaches may affect the liability’s classification as current or non-current in accordance 
with IAS 1. A scheme should provide the disclosure in IFRS 7.18 for loans payable 
recognised at reporting date, for which there were defaults.  

 
For loans agreements other than loans payable, if a breach permitted the lender to demand 
accelerated repayment (unless the breach was remedied, or the terms of the loan were 
renegotiated, on or before the reporting period), the disclosure in IFRS 7.18 is required. 

 
 Statement of comprehensive income and reserves 
.12 The following shall be disclosed either on the face of the statement of comprehensive income 

or in the notes thereto: 
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 Net gains or net losses on the various categories of financial instruments. The accounting 
policies of the scheme should also indicate how net gains or net losses on each category of 
financial instruments are determined. As an example, in the appendix to IFRS 7, a scheme 
would disclose whether or not net gains or net losses on financial instruments at fair value 
through profit or loss include or exclude interest and/or dividend income; 

 Total interest income and total interest expense (calculated using the effective interest 
method) for financial assets that are measured at amortised cost or financial liabilities that 
are not at fair value through profit or loss; 

 Fee income and expense arising from financial instruments that are not at fair value 
through profit or loss (and which have not been included in the calculation of the effective 
interest rate) as well as from trust or other fiduciary activities; 

 Interest income on impaired financial assets; and 

 The amount of any impairment loss for each class of financial asset. This disclosure may 
already be provided as part of the disclosure of the reconciliation of allowance account for 
credit losses referred to above. A scheme should also disclose the criteria used to establish 
whether an impairment loss has occurred.  

 
 Other disclosures 
.13 The following are required to be disclosed regarding accounting policies, hedge accounting 

and fair values: 

 All accounting policies relevant to an understanding of the financial instruments should be 
disclosed, including the measurement basis (or bases) used in the preparation of the 
financial statements. 

 Detailed information is required to be disclosed if a scheme applies hedge accounting. 
Reference should be made to paragraphs 22 to 24 of IFRS 7 for more detail in this regard. 

 Except when the carrying amount is a reasonable approximation of the fair value, the fair 
value of all financial instruments should be disclosed so that the fair value can be 
compared to the carrying amount. Fair value should be disclosed per class in a manner 
similar to that of the carrying amounts. 

 
In some cases, an entity does not recognise a gain or loss on initial recognition of a financial 
asset or financial liability because the fair value is neither evidenced by a quoted price in an 
active market for an identical asset or liability nor based on a valuation technique that uses 
only data from observable markets. In such cases, the medical scheme should disclose by class 
of financial instrument the disclosure requirements of IFRS 7.28.  
 
Medical schemes should consider paragraph 29 of IFRS 7, which exempts fair value disclosure 
under certain conditions. 

 
 Nature and extent of risks arising from financial instruments 
.14 IFRS 7 prescribes certain minimum disclosures that will enable users of financial statements to 

evaluate the nature and extent of risks arising from financial instruments to which a scheme is 
exposed at the reporting date. These risks typically include, but are not limited to, credit risk, 
liquidity risk and market risk. A summary of these requirements is provided below. 

 
 Qualitative disclosures 
.15 For each type of risk arising from financial instruments, a scheme shall disclose the 

requirements of IFRS 7, paragraph 33, IG 15-16. 
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Quantitative disclosures 
.16 For each type of risk arising from financial instruments, a scheme shall disclose the 

requirements of IFRS 7, paragraph 34. Summary quantitative data about its exposure to that 
risk at reporting date should be based on the information provided internally to the scheme’s 
key management personnel, for example, the scheme’s Board of Trustees. Concentrations of 
risk arising from financial instruments that have similar characteristics and are affected 
similarly by changes in economic or other conditions should also be disclosed if not disclosed 
as part of the quantitative data. The identification of concentrations of risk requires 
judgement, taking into account the scheme’s circumstances. IFRS 7, Appendix B, paragraph 8 
contains the disclosure requirements for concentration of risk. The minimum risk disclosures 
required by IFRS 7 are summarised below. Additional disclosure is required where qualitative 
disclosure does not represent an entity’s risk exposure. 

 
 Credit risk 
.17 A scheme shall disclose the following: 

 The requirements of IFRS 7.36 by class of financial instruments (financial instruments in the 
same class share economic characteristics with respect to the risk being disclosed):  
 The amount that best represents its maximum exposure to credit risk at the reporting 

date without taking account of any collateral held or other credit enhancements. The 
2010 annual improvements clarified that this disclosure is not required for financial 
instruments whose carrying amount best represents the maximum exposure to credit 
risk. This amendment applies to annual periods beginning on or after 1 January 2011.  

 A description of collateral held as security and other credit enhancements and their 
financial effect (e.g. a quantification of the extent to which collateral and other credit 
enhancements mitigate credit risk) in respect of the amount that best represents the 
maximum exposure to credit risk.   

 Information about the credit quality of financial assets that are neither past due nor 
impaired. Additional information on the credit quality that could be disclosed is 
provided in IFRS 7 paragraphs IG 23 – 25.  

 Information by class of financial asset either past due or impaired; 

 Disclosure required for assets obtained by taking possession of collateral held by the 
scheme and other credit enhancements called upon. 
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Diagrammatically the credit risk disclosure can be summarised as follows: 
 

Fully performing Past due Impaired 

Carrying amount 

Description of collateral held 

Credit quality   

   

 Age analysis Analysis of individually 
impaired financial assets 

  Reconciliation of allowance 
account 

  Possessed collateral 

 
 Liquidity risk 
.18 In terms of IFRS 7.39, a scheme shall disclose the following: 

 A maturity analysis for both non-derivative and derivative financial liabilities that shows 
the remaining undiscounted contractual maturities; and 

 A description of how it manages the liquidity risk. 
 

 Market risk 
.19 Market risk is defined by IFRS 7 as “the risk that the fair value or future cash flows of a 

financial instrument will fluctuate because of changes in market prices. Market price risk 
comprises three types of risks:  currency risk, interest rate risk and other price risk.” The 
disclosure requirements per IFRS 7.40 and 41 should be provided for market risk. 

 
 Disclosures regarding capital 
.20 IAS 1 was also amended as a result of IFRS 7. As with IFRS 7, the amendments to IAS 1 were 

effective for years beginning on or after 1 January 2007. The amendments to IAS 1 mainly 
relate to additional disclosures regarding the scheme’s objectives, policies and processes for 
managing capital. As a result of this amendment medical schemes would, among other 
requirements, be required to disclose whether they have adhered to the regulatory capital 
requirements applicable to schemes. If not, additional disclosures have to be provided 
regarding the action to be taken to ensure compliance with these external (i.e. regulatory) 
capital requirements. Refer to paragraph 135 of IAS 1 for more information. 

 
 Disclosures for insurance contracts 
.21 Certain changes were made to IFRS 4 as a result of IFRS 7. Similar to IFRS 7, the amendments 

to IFRS 4 had to be applied for the first time in the financial periods beginning on or after 
1 January 2007. 

 
.22 The consequential amendments to IFRS 4 mainly relate to the following: 

 A scheme is required to disclose information that helps users to evaluate the nature and 
extent of financial risks arising from insurance contracts. 

 IFRS 4 requires information about credit risk, liquidity risk and market risks to be provided 
as if the insurance contracts were within the scope of IFRS 7.  

 The maturity analysis required by IFRS 7 for liabilities may be replaced with disclosure of 
the estimated timing of the net cash outflows from the recognised insurance liabilities. 
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Paragraphs IG65B and IG65C of the Implementation Guidance to IFRS 4 provide additional 
guidance on how this disclosure requirement may be met. 

 If a scheme uses an alternative method of managing sensitivity to market conditions, such 
as the embedded value analysis, then that sensitivity analysis may be used to meet the 
requirements of IFRS 7, paragraph 40(a) in this regard. However the disclosure 
requirements of paragraph 41 in IFRS 7 must be provided. 

 
.23 The main disclosures in the Implementation Guidance to IFRS 4 as a result of IFRS 7 can be 

summarised as follows: 
 

IG45 When determining the broad classes for which separate disclosure is required, 
a scheme might consider how best to indicate the level of uncertainty 
associated with the risks underwritten. 

IG48 Disclosures are required about the objectives, policies and processes followed in 
managing the risks from insurance contracts. 
Among others, disclosure has to be provided about –  

 The structure and organisation of a scheme’s risk-management functions as 
well as information regarding the independence and accountability of these 
risk-management functions; 

 The process for accepting, measuring, monitoring and controlling insurance 
risks; and 

 The process for managing, monitoring and controlling additional debt or capital 
commitments on the occurrence of specified events. 

IG62 to 
IG65 

The disclosures regarding the credit risk, liquidity risk and market risk may 
either be provided in the financial statements or incorporated by cross-
reference to another statement that is available to users of the financial 
statements on the same terms and at the same time as the financial 
statements. 
Among others, these disclosures may include the following: 

 The risk that a scheme may incur a financial loss because a reinsurer fails to pay 
in accordance with the terms of a reinsurance contract, i.e. credit risk exposure 
from balances owed by reinsurers. 

 Credit risk exposure from balances owed by agents and brokers. 

 IFRS 7 requires the remaining contractual maturities of financial liabilities. For 
insurance contracts the remaining contractual maturities refer to the estimated 
date when the contractually required cash flows will occur. Should a scheme 
already disclose an analysis, by estimated timing, of the amounts recognised in 
the statement of financial position, the IFRS 7 maturity analysis is not required 
for insurance liabilities. A scheme may also consider disclosing how the 
maturity analysis could be influenced by changes in suspension of medical 
insurance contracts. 

 A sensitivity analysis for each type of market risk should be disclosed at the 
reporting date.  This requirement may be met by disclosing an embedded value 
sensitivity analysis for insurance contracts; and 

 If no reasonable possible change in the relevant market risk variables will 
impact profit or loss and equity, a statement to that effect should be included 
in the financial statements. 
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 Transfers of financial assets 
.24 Paragraphs 42A to 42H of IFRS 7 include disclosure requirements that a scheme should 

provide for financial assets that have been transferred, which are either derecognised in their 
entirety or not derecognised in their entirety. 

 
A scheme is considered to transfer all or part of a financial asset if it either: 

 Transfers the contractual rights to receive the cash flows of the financial asset; 
 or 

 Retains the contractual rights to receive the cash flows of the financial asset, but assumes a 
contractual obligation to pay the cash flows to one or more recipients in an arrangement. 

 
When a scheme has transferred financial assets, yet all/part of the transferred financial asset 
does not qualify for derecognition, the disclosure in terms of IFRS 7 paragraph 42D should be 
provided. 
 
When a scheme derecognises transferred financial assets in their entirety, but has a 
continuing involvement in them, disclosures in terms of IFRS 7 paragraphs 42E to 42G should 
be provided. 
 
IFRS 13 Fair Value Measurement 
Disclosure objective 
IFRS 13 disclosure objective is to help users of financial statements assess the valuation 
techniques and inputs used in the fair value measurements. Fair value disclosures are based 
on the level within which a measurement falls in the fair value hierarchy. Furthermore, the 
disclosures differentiate fair value measurements that are recurring from those that are non-
recurring. 
 
IFRS 13 requires an entity to disclose information that helps users of its financial statements 
assess both of the following: 

 For assets and liabilities that are measured at fair value on a recurring or non-recurring 
basis in the statement of financial position after initial recognition, the valuation 
techniques and inputs used to develop those measurements; and 

 For fair value measurements using significant unobservable inputs (Level 3), the effect of 
the measurements on profit or loss or other comprehensive income for the period 
(IFRS 13 paragraph 91). 

 
Recurring vs non-recurring  
Recurring fair value measurements arise from assets and liabilities measured on a fair value 
basis at each reporting date (this does not necessarily mean that a valuation is performed 
every reporting period, e.g. land and building carried using the revaluation model under IAS 16 
Property, Plant and Equipment). Non-recurring fair value measurements are fair value 
measurements that are triggered by particular circumstances, e.g. an asset held for sale. 

 
Fair value hierarchy 
IFRS 13 establishes a fair value hierarchy based on the inputs to valuation techniques used to 
measure fair value to increase consistency and comparability. The inputs are categorised into 
three levels, with the highest priority given to unadjusted quoted prices in active markets for 
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identical assets or liabilities and the lowest priority given to unobservable inputs (IFRS 13 
paragraph 72). 
 
The three fair value hierarchy levels are: 

 Level 1 inputs are unadjusted quoted prices in active markets for identical assets or 
liabilities. The medical scheme must be able to access that market at the measurement 
date (IFRS 13 paragraph 76). 

 Level 2 inputs are inputs other than quoted prices included within Level 1 that are either 
directly or indirectly observable for the asset or liability (IFRS 13 paragraph 81). 

 Level 3 inputs are unobservable inputs for the fair value measurement of an asset or a 
liability (IFRS 13 paragraph 86). 

 
The diagram below outlines the approach to determine the classification of fair value 
measurements in the fair value hierarchy: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Specific disclosures required 
To meet the disclosure objective, the following minimum disclosures are required for each 
class of assets and liabilities measured at fair value in the statement of financial position after 
initial recognition (IFRS 13 paragraph 93): 

 The fair value measurement for recurring and non-recurring fair value measurements at 
the end of the reporting period* (IFRS 13.93(a)). For non-recurring fair value 
measurements, the reasons for the measurement* (IFRS 13.93(a)); 

 The level of the fair value hierarchy within which the fair value measurements are 
categorised (Levels 1, 2 or 3)* (IFRS 13.93(b)); 

 For assets and liabilities held at the reporting date that are measured at fair value on a 
recurring basis, the amounts of any transfers between Level 1 and Level 2 of the fair value 
hierarchy, the reasons for those transfers and the medical scheme's policy for determining 
when transfers between levels are deemed to have occurred, separately disclosing and 
discussing transfers into and out of each level (IFRS 13.93(c)); 

 For fair value measurements (recurring and non-recurring) categorised within Level 2 and 
Level 3 of the fair value hierarchy, a description of the valuation technique(s) and the 
inputs used in the fair value measurement, any change in the valuation techniques and the 
reason(s) for making such change (with some exceptions)* (IFRS 13.93(d)); 

No 
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Quoted price for an 
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 For fair value measurements categorised within Level 3 of the fair value hierarchy, 
quantitative information about the significant unobservable inputs used in the fair value 
measurement (IFRS 13.93(d)); 

 For recurring fair value measurements categorised within Level 3 of the fair value 
hierarchy, a reconciliation from the opening balances to the closing balances, disclosing 
separately changes during the period attributable to the following (IFRS 13.93(e)-(f)): 
 Total gains or losses for the period recognised in profit or loss, and the line item(s) in 

profit or loss in which those gains or losses are recognised. The amount included in 
profit or loss that is attributable to the change in unrealised gains or losses relating to 
those assets and liabilities held at the end of the reporting period should be separately 
disclosed, and the line item(s) in profit or loss in which those unrealised gains or losses 
are recognised; 

 Total gains or losses for the period recognised in other comprehensive income, and 
the line item(s) in other comprehensive income in which those gains or losses are 
recognised; 

 Purchases, sales, issues and settlements (each of those types of changes disclosed 
separately); 

 The amounts of any transfers into or out of Level 3 of the fair value hierarchy, the 
reasons for those transfers and the medical scheme's policy for determining when 
transfers between levels are deemed to have occurred. Transfers into Level 3 shall be 
disclosed and discussed separately from transfers out of Level 3; 

 For recurring and non-recurring fair value measurements categorised within Level 3 of the 
fair value hierarchy, a description of the valuation processes used by the entity (IFRS 
13.93(g)); 

 For recurring fair value measurements categorised within Level 3 of the fair value hierarchy 
(IFRS 13.93(h)): 
 A narrative description of the sensitivity of the fair value measurement to changes in 

unobservable inputs if a change in those inputs to a different amount might result in a 
significantly higher or lower fair value measurement. If there are interrelationships 
between those inputs and other unobservable inputs used in the fair value 
measurement, the medical scheme should also provide a description of those 
interrelationships and of how they might magnify or mitigate the effect of changes in 
the unobservable inputs on the fair value measurement; 

 For financial assets and financial liabilities, if changing one or more of the 
unobservable inputs to reflect reasonably possible alternative assumptions would 
change fair value significantly, a medical scheme shall state that fact and disclose the 
effect of those changes. The medical scheme shall disclose how the effect of a change 
to reflect a reasonably possible alternative assumption was calculated; 

 For recurring and non-recurring fair value measurements, if the highest and best use of a 
non-financial asset differs from its current use, a medical scheme shall disclose that fact 
and why the non-financial asset is being used in a manner that differs from its highest and 
best use* (IFRS 13.93(i)). 

* in the list above indicates that the disclosure is also applicable to a class of assets or liabilities 
which is not measured at fair value in the statement of financial position but for which the fair 
value is disclosed (IFRS 13 paragraph 97). 

Quantitative disclosures are required to be presented in a tabular format unless another 
format is more appropriate (IFRS 13 paragraph 99). 
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Please note: 
The illustrative disclosures below do not include disclosure 
that would be required for: 
Collateral 
Reclassification 
Hedging 
Defaults and breaches 
Transfers of financial assets 
Transfers between Levels 1 and 2 of the fair value hierarchy 
Description of valuation techniques used 
Description of valuation processes used for Level 3  
Narrative description of sensitivity of Level 3 fair value 
measurements/effect of changing one or more of the 
observable inputs of Level 3 
NOTES TO THE FINANCIAL STATEMENTS    
for the year ended 31 December 20xx      
1    IMPAIRMENT LOSSES      
Paragraph 16 requires a reconciliation between the opening and closing balance of the allowance 
account for impairment losses. This reconciliation needs to be conducted per class of financial 
asset. In addition to these requirements, paragraph 20(e) also requires disclosure of the 
impairment loss recognised in the profit or loss per class of financial asset. 
 
Example 1:The scheme makes use of an allowance account for impairment losses 
The following note is an example of the disclosure requirements in terms of IFRS 7 paragraph 16 
and paragraph 20(e): 
      
The movement in the allowance for impairment, for each class of financial asset, during the year 
was as follows: 

 
Trade and other 

receivables    

 
Insurance 
receivables  Other 

Bonds and 
debentures 

Unlisted 
investments Total 

Balance as at 1 January 20xx      
Amount recognised in the 
statement of comprehensive 
income for the period (Refer to 
note XX.)      

Additional impairments in the 
period           
Unused amounts reversed during 
the period           
Amounts utilised during the 
period      

Balance as at 31 December 20xx           
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1. IMPAIRMENT LOSSES (CONTINUED) 
 
Example 2: The scheme makes use of an allowance account for impairment losses, and recognises 
some impairment losses directly in profit or loss 
The following disclosure is additional to the disclosure shown in Example 1 (in terms of the 
requirement of paragraph 20(e)): 

      
The impairment loss per class of financial asset recognised in the statement of 
comprehensive income is as follows:   

 Trade and other receivables    

 

Insurance 
receivable
s Other 

Unlisted 
investments 

Bonds and 
debentures  Total 

Movement in the allowance 
account for impairment losses      
Impairment losses recognised 
directly in the statement of 
comprehensive income (Refer to 
note XX.)      

           

      

The movement in the allowance account for impairment losses should agree to the “Amount 
recognised in the statement of comprehensive income for the period” in reconciliation of the 
movement in the allowance account for impairment losses in Example 1. 
      
Example 3: Impairment losses are recognised directly in the statement of comprehensive 
income, and the scheme does not make use of an allowance account 
When impairment losses are recognised directly in the statement of comprehensive income (and 
the scheme does not make use of an allowance account), IFRS 7 paragraph 20(e) requires that the 
amount of any impairment loss should be disclosed for each class of financial asset. The following 
note is an example of the disclosure requirements: 
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    20xx 20yy 
The impairment loss per class of financial asset recognised directly in the 
statement of comprehensive income is as follows:   
    R’000 R’000 
Insurance receivables      
Bonds and debentures      
Unlisted investments      
Other      

        

Insurance receivables included amounts due from: 
Contribution debtors 
Brokers 
Reinsurance 
MVA/Fraud/COID recoveries 
Provider balances 
Member balances excluding balances from personal medical savings accounts 
NOTES TO THE FINANCIAL STATEMENTS 
for the year ended 31 December 20xx (continued) 

      20xx         20yy   

  R’000  R’000 
2. INVESTMENT INCOME     

 
Scheme 
Financial assets at fair value through profit or loss:     

 - Dividend income       

 - Interest income (Refer to note 4.)       

 Available-for-sale financial assets – dividend income     

 Held-to-maturity interest income (Refer to note 4.)     

 Cash and cash equivalents interest income (Refer to note 4.)     

 Net realised gains on available-for-sale financial assets     

 
Net gains or losses on financial assets at fair value through 
profit or loss     

        

 
Members’ personal savings account trust investments 
Cash and cash equivalents interest income (Refer to note 4.)     

        

 2.1  Net realised gains on available-for-sale financial assets    

  Realised gains on financial assets – available-for-sale:     

 - Equity securities       

 - Money market        

 Realised losses on financial assets – available-for-sale:     

 - Equity securities       

 - Money market        
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2.2 Net gains or losses on financial assets at fair value 
through profit or loss     

 

 
Net fair value gains on financial assets at fair value through 
profit or loss, including derivatives:     

 - Equity securities      

 - Money market      
 

 
Net fair value losses on financial assets at fair value through 
profit or loss, including derivatives:     

 - Equity securities      

         

 

Net fair value gains on non-derivative financial assets at fair value through profit or loss relate 
entirely to assets designated to be in this category upon initial recognition. 
 
Fair value gains on money market instruments exclude interest. (Depending on the investment, 
money market instruments could be classified as loans and receivables.)  

 
NOTES TO THE FINANCIAL STATEMENTS 
for the year ended 31 December 20xx (continued) 
   20xx  20yy  
   R’000  R’000  

 3. OTHER INCOME    

 Interest on balances due by administrator      

 Unallocated amounts written back as prescribed      

 Stale cheques written back      

         

 
 

 
4. INTEREST INCOME    

 Financial assets not at fair value through profit or loss:      

 Held-to-maturity interest income (Refer to note 2.)      

 Loans and receivables      

 
- Interest on balances due by administrator (Refer to note 

3.)        

 
-  Cash and cash equivalents interest income (Refer to note 

2.)        

       

 Financial assets at fair value through profit or loss:      

 - Interest income (Refer to note 2.)      

         

     

 

[IFRS 7.20(b) only requires disclosure of total interest income for financial assets not at fair value 
through profit or loss. The additional disclosure should be provided if the scheme has an 
accounting policy to include interest on financial assets at fair value through profit or loss as part 
of interest income and not as part of the fair value gains/losses. Refer to IFRS 7.B5(e) for more 
information.] 
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 5. INTEREST PAID    

 Financial liabilities not at fair value through profit or loss:    

 Interest on personal medical savings accounts trust monies      

       

       

 
6.  FAIR VALUES OF FINANCIAL ASSETS BY HIERARCHY LEVEL 
 
Financial assets measured at fair value 

20xx  Level 1 
R’000 

Level 2 
R’000 

Level 3 
R’000 

Reclassification 
R’000 

Financial assets at fair 
value through profit or 
loss 

     

      
 Bonds      
 Equity investments      
      
Available-for-sale 

financial assets 
     

      
Equity investments      
      

Total      

      
Note:  Comparative information also has to be presented and a similar table might be presented for 
financial liabilities. 
 
Should any financial assets or liabilities be measured under Level 3, additional disclosure is 
required. 
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Disclosure example of reconciliation of Level 3 fair values  
 

 Financial assets at fair value 
through profit or loss 

Available-for-sale 
financial assets 

Total 
 

 Bonds 
R’000 

Equity 
investments 

R’000 

Equity investments 
R’000 

 
R’000 

Opening balance     
Gains and losses for the 
period  
Changes in fair value – in 

net surplus/(deficit)  
Changes in fair value – 

other comprehensive 
income 

    

 
 

    

Purchases 
 

    

Issues 
 

    

Transfers out of Level 3     
     

Closing balance 
 

    

Total gains/(losses) for the 
period included in net 
surplus/(deficit) for assets 
held 31 December 20xx 

    

     
 
Gains/(losses) included in net surplus/(deficit) above are presented in sundry income as follows: 

   Sundry income  
 
Total gains/(losses) for the period included in net surplus/(deficit) 
attributable to change in unrealised gains and losses for assets held 
31 December 20xx 

    

     
    

 
 

       
 

Note:  Comparative information also has to be presented and a similar table might be 
presented for financial liabilities. 
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APPENDIX VII – ILLUSTRATIVE DISCLOSURES RELATING TO IFRS 7 

7.  ANALYSIS OF CARRYING AMOUNTS OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES PER CATEGORY  
Alternative 1 – Information provided in table format      

  

Financial assets at fair 
value through profit or 

loss 

Held to 
maturity 

Loans and 
receivables 

Available-
for-sale 
financial 

assets 

Financial liabilities at fair 
value through profit or 

loss 

Financial 
liabilities 
measured 

at 
amortised 

cost 

Insurance 
receivables 

and 
payables 

** 

Total 
carrying 
amount    

  designated 
upon initial 
recognition 

classified as 
held for 
trading 

designated 
upon initial 
recognition 

classified 
as held for 

trading 
      

  
   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   
20xx            
Investments            
- Bonds and debentures            
- Equity investments            
- Unlisted investments            
Cash and cash 
equivalents            
Personal medical savings 
account trust investment 
*            
Trade and other 
receivables *            
Personal medical savings 
account trust liability*            
Trade and other payables 
*            
Borrowings            
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7.  ANALYSIS OF CARRYING AMOUNTS OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES PER CATEGORY  

  

Financial assets at fair 
value through profit or 

loss 

Held to 
maturity 

Loans and 
receivables 

Available-
for-sale 
financial 

assets 

Financial liabilities fair 
value through profit or 

loss 

Financial 
liabilities 
measured 

at 
amortised 

cost 

Insurance 
receivables 

and 
payables 

** 

Total 
carrying 
amount    

  designated 
upon initial 
recognition 

classified as 
held for 
trading 

designated 
upon initial 
recognition 

classified 
as held for 

trading 
      

  
   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   R'000   
20yy            
Investments            
- Bonds and debentures            
- Equity investments            
- Unlisted investments            
Cash and cash 
equivalents            
Personal medical savings 
account trust  
investment *            
Trade and other 
receivables *            
Personal medical savings 
account trust liability *            
Trade and other payables 
*            
Borrowings            

             

[* disclosure of fair values is not required when the carrying amount is a reasonable 
approximation of fair value; for example, short-term trade receivables and payables. 
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** Insurance receivables and payables included amounts due from/(to): 
 
- Contribution debtors; 
- Brokers;     
- Reinsurance;     
- MVA/fraud/COID recoveries;    
- Recoveries from members for co-payments;   
- Provider balance;     
- Member balances excluding balances arising from MSA; and 
- Reported claims not yet paid.]  
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7.  ANALYSIS OF CARRYING AMOUNTS OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES 
PER CATEGORY (CONTINUED) 

 
Alternative 2 – Information provided in non-table 
format    
  20xx 20yy  
  R'000 R'000  
Investments    
 Financial assets at fair value through profit or loss    
 - designated upon initial recognition    
 - classified as held for trading    
 Held to maturity    
 Available-for-sale financial assets    
    
Personal medical savings account trust investment    
 Loans and receivables    
Trade and other receivables    
 Loans and receivables    

 Insurance receivables **    
Financial liabilities’ fair value through profit or loss    
 - designated upon initial recognition *    
 - classified as held for trading    
Borrowings    
 Financial liabilities measured at amortised cost    

Personal medical savings account trust liability    
 Financial liabilities measured at amortised cost    

Trade and other payables    
 Financial liabilities measured at amortised cost    
 Insurance payables **    
     

       
       

The carrying amounts of each class of financial instrument in the various categories are 
detailed in the tables below. 
     

Financial assets at fair value through profit or loss    

  20xx 20yy  
  R'000 R'000  
 Bonds and debentures    
 Equity investments    
 Unlisted investments    
     

       
       

     
  None of the financial assets are either past due or impaired. 
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7. ANALYSIS OF CARRYING AMOUNTS OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES 
PER CATEGORY (CONTINUED) 

 Held-to-maturity financial assets    

  20xx 20yy  
  R'000 R'000  
 Bonds and debentures    
 Provision for impairment    

     
       

     
 Financial assets held to maturity are recognised and measured at amortised cost. 

 Loans and receivables    

  20xx 20yy  
  R'000 R'000  
 Personal medical savings account trust investment    
 Trade and other receivables    

  insurance receivables **    

  other    

       
       

     
 The carrying amount of loans and receivables approximates their fair value. 

 Financial liabilities measured at amortised cost    

  20xx 20yy  
  R'000 R'000  
 Personal medical savings account trust liability    
 Trade and other payables    

 - insurance liabilities **    
 - other    

 Borrowings    
 
 

 - non-current    

 - current    
     

     
     

     

 
The carrying amount of the personal medical savings account trust liability and trade and 
other payables approximates their fair value. 
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7. ANALYSIS OF CARRYING AMOUNTS OF FINANCIAL ASSETS AND FINANCIAL LIABILITIES 
PER CATEGORY (CONTINUED) 

 
 Financial liabilities at fair value through profit or 

loss    

  20xx 20yy  
  R'000 R'000  
 Derivative instruments not accounted for as hedging 

instruments 
   

    
     

       
       

     
[* Refer to IFRS7 par 10 for further disclosure requirements 
** Insurance receivables and payables included amounts due from/(to):  
 - Contribution debtors;  
 - Brokers;    
 - Reinsurance;    
 - MVA/fraud/COID recoveries;    
 - Recoveries from members for co-payments;    
 - Provider balances;    

 
- Member balances excluding balances arising from MSA; and 
- Reported claims not yet paid.   

# As an alternative, the measurement policies can be incorporated in the 
accounting policy notes rather than the notes to the financial statements.]  

 
Credit risk management 
 
“Credit risk” refers to the risk that a counterparty will default on its contractual obligations, resulting 
in financial loss to the scheme. [Provide details regarding the credit risk management, including 
identification, measuring and management.] 
 
An example: Five major counterparties in the Scheme’s investment portfolios, their credit limits in 
relation to their balance and their credit rating using a rating system. 
 
   20xx 20yy 
   Credit Carrying Credit Carrying 
Counterparty Location Rating limit amount limit amount 
   R’000 R’000 R’000 R’000 
1 Land A AA     
2 Land A A     
3 Land A A     
4 Land A B     

5 Land A B     

 
(CREDIT RISK INFORMATION PROVIDED IN A TABLE FORMAT) 
 
An example: Loans and receivables disclosed by class, including the quantitative analysis and 
maximum credit exposure at the end of year. 
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 Class A Class B Class C Total 

 Subclass Subclass Subclass Subclass Subclass  
 R’000 R’000 R’000 R’000 R’000 R’000 
Financial assets that are 
neither past due nor 
impaired    

   

       
Financial assets that are 
past due but not yet 
impaired 

      

       

Age analysis    
> 0 – 30 days 

      

> 31 – 60 days       
> 61 – 90 days       

> 90 days       

       
Financial assets that are 
impaired 

      

Carrying amount       
Impairment       

       

Total credit exposure       

 
Collateral held: 
(Provide details) 
 
Liquidity risk management 
 
Ultimate responsibility for liquidity risk management rests with the Board of Trustees, which has 
built an appropriate liquidity risk management framework for the management of the Scheme’s 
short-, medium- and long-term funding and liquidity management requirements.  
(Provide details regarding systems in place to quantify, measure and manage liquidity risks.) 
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(LIQUIDITY RISK INFORMATION PROVIDED IN A TABLE FORMAT) 
 

 
< 3 

months 
4 - 6 

months 
7 - 12 

months 
1 - 2 
years 

2 - 5 
years 

> 5 
years Total 

 R’000 R’000 R’000 R’000 R’000 R’000 R’000 
        
Financial liabilities:        
- Personal medical savings 
accounts trust liability 

       

- Trade and other payables        

        

        
Insurance liabilities:        
- Outstanding risk claims 
provision 

       

        

 
(Disclose members’ personal medical savings accounts in earliest period repayable as it has a 
demand feature.)  
 
Market risk* 
 
(MARKET RISK INFORMATION PROVIDED IN A NON-TABLE FORMAT) 
 
Interest rate sensitivity analyses 
 
The sensitivity analyses below have been determined based on the exposure to interest rates for 
both derivatives and non-derivative instruments at the reporting date. For floating rate liabilities, 
the analysis is prepared assuming the amount of liability outstanding at the reporting date was 
outstanding for the whole year. A xx basis point increase or decrease is used when reporting interest 
rate risk internally to key management personnel and represents management’s assessment of the 
reasonably possible change in interest rates. 
 
If interest rates had been xx basis points higher/lower and all other variables were held constant, the 
Scheme’s: 

 Surplus for the year ended 31 December 20xx would decrease/increase by RXXX (20yy: 
decrease/increase by RXXX). This is mainly attributable to the Scheme’s exposure to interest 
rates on its variable rate borrowings; and 

 Other reserves would decrease/increase by RXXX (20yy: decrease/increase by RXXX) mainly as a 
result of the changes in the fair value of available-for-sale fixed rate instruments. 

 
Equity price sensitivity analysis 
 
The sensitivity analyses below have been determined based on the exposure to equity price risks at 
the reporting date. 
 
If equity prices had been x% higher/lower: 
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 Net surplus for the year ended 31 December 20xx would have been unaffected as the equity 
investments are classified as available-for-sale and no investments were disposed of or 
impaired; and 

 Other reserves would increase/decrease by RXXX (20yy: increase/decrease by RXXX) for the 
Scheme as a result of the changes in fair value of available-for-sale shares. 

 
The Scheme’s sensitivity to equity prices has not changed significantly from the prior year. 
 
The scheme used in the examples was only exposed to interest rate and equity price sensitivities. 
Additional market risks should be considered when compiling the financial statements. 
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APPENDIX VIII – GOVERNANCE AND INTEGRATED REPORTING 
 

 The King Report on Governance for South Africa 2009 (King III) applies and is applicable from 
1 March 2011. The Council has indicated that schemes are encouraged, but not obliged, to 
comply with King III. King III is obtainable from the  SAICA website and Institute of Directors and 
readers are referred to the code for detailed information. 

 Included in the King III code are the contents of the Integrated Report. The objective of the 
Integrated Report is to enable the user of the report, including stakeholders, to assess the 
ability of an organisation to create and sustain value over the short-, medium- and long term. 
Users should be able to determine whether the governing structure has sufficiently applied its 
collective mind in identifying the social, environmental, economic and financial issues that 
impact on the organisation’s business and whether these issues have been appropriately 
incorporated into its strategy. Schemes are encouraged to use the current Report of the Board 
of Trustees to incorporate integrated reporting requirements as per the guidance provided 
below. 

 Integrated reporting is the end product of a process that begins with the scheme’s strategy. The 
Consultation Draft of the International Integrated Reporting Framework was used to formulate 
the below listing of items to be included in the Integrated Report. Within this context, the 
Integrated Report of the Board of Trustees is to be presented in such a way that it: 

 Deals in narrative form with all descriptive matters under appropriate headings, and amounts or 
statistics are set out, as far as practicable, in tabular form and where any amounts are stated, 
the corresponding amounts, if any, in respect of the immediately preceding accounting period 
are stated. 

 The Integrated Report of the Board of Trustees should include the sections set out below, which 
highlight all the Integrated Reporting components. 

 
Organisational overview and external environment 

 Provides a brief history of the scheme; 

 Reviews, in general, the business and operations of the medical scheme during the accounting 
period and the results thereof and addresses facts or circumstances material to the 
appreciation of the state of affairs and financial position of the medical scheme by its members; 

 Provides a classification of the scheme, i.e. open or restricted; 

 Details the nature of the medical scheme, e.g. the terms of registration and the number of 
benefit options, any special conditions that attach to the registration of the medical scheme or 
any of its benefit options, including guarantees received by the scheme from a third party;  

 Addresses any material fact or circumstance that has occurred between the accounting date 
and the date of the approval of the financial statements; 

 Discloses products, principal officer (name, business address and any changes since prior year), 
administrator, capitation providers, managed healthcare providers and other; 

 Provides geographical information such as area of operation; 

 Includes minimum statistics for the current and comparative accounting period: 
 Average number of members during the accounting period and number of members at the 

end of the accounting period; 
 Number of beneficiaries per option (at the end of the period and the average for the year); 
 Dependent ratio in the medical scheme as a whole and for each benefit option, at the end of 

the accounting period; 
 Risk contributions per average beneficiary per month for the medical scheme as a whole and 

for each benefit option; 
 Relevant healthcare expenditure per average beneficiary per month for the medical scheme 

as a whole and for each benefit option; 
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 Non-healthcare expenditure per average beneficiary per month for the medical scheme as a 
whole and for each benefit option; 

 Relevant healthcare expenditure as a percentage of risk contributions per benefit option 
(claims ratio); 

 Non-healthcare expenditure as a percentage of risk contribution income per benefit option; 
 Average age per benefit option; 
 Pensioner ratio in the medical scheme as a whole and for each benefit option, at the end of 

the accounting period; 
 Average accumulated funds per member at year end; and 
 Return on investments as a percentage of investments. 

 Includes the following information, unless such information is already disclosed in the financial 
statements: 
 The amount, description and reason for the creation of any reserves set aside for a specific 

purpose; 
 Any special conditions that attach to the registration of the medical scheme or any of its 

benefit options, including guarantees received by the scheme from a third party; 
 The basis and calculation of the solvency ratio as per Regulation 29;  
 The reasons for and the detail of any major change in the nature of the property, plant and 

equipment and investments of the medical scheme during the accounting period, or any 
change in policy relating to the use of property, plant and equipment or to the investment 
portfolio, and any material disposals or purchases of property, plant and equipment; 

 The nature, terms and conditions of any risk transfer arrangements, including the results of 
these agreements; 

 The basis for the outstanding risk claims provision and whether or not the method of 
calculation is consistent with the previous years; and 

 Mention of the fact that personal medical savings constitute trust monies and are managed 
on the members’ behalf in terms of the scheme rules.  The report should also state that 
savings contributions are refundable when a member enrols in another benefit option or 
another medical scheme without a personal medical savings account, or does not enrol in 
another medical scheme, and that the accumulated unutilised personal medical savings 
account balance will be transferred to the member in terms of the medical scheme’s rules; 

 Factors affecting the external environment include aspects of the legal, commercial, social, 
environmental and political context that affect the scheme’s ability to create value in the short-, 
medium- and long term. They can affect the scheme directly or indirectly (e.g. by influencing 
the availability, quality and affordability of the capital that the organisation uses or affects). 

 The legitimate needs, interests and expectations of the organisation’s stakeholders; 

 The speed and effect of technological change applicable to the scheme; 

 Societal issues and changing societal expectations (BEE compliance), such as population and 
demographic changes, human rights, health, poverty, collective values and educational systems; 

 The legislative and regulatory environment in which the scheme operates, e.g. Medical Schemes 
Act and the regulations thereto and National Health Insurance; and 

 Note on expert advice obtained (if applicable). 
 
Governance 

 Specifies processes used to make strategic decisions and to establish and monitor the culture of 
the scheme, including its “tone at the top” and attitude to risk and particular actions that those 
charged with governance have taken to influence and monitor the strategic direction of the 
scheme and its approach to risk management; 

 Lists members of Board of Trustees and principal officer, qualifications, role of Board of 
Trustees, duties of Board of Trustees, trustee attendance etc.; 
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 Lists all sub-committees, their responsibilities, membership, independence, how they 
determine ethical responsibilities, attendance at meetings and Charter; 

 Refers to scheme documentation that addresses the qualifications, skills, performance and fit 
and proper criteria of trustees as well as key office bearers of the scheme, e.g. Code of Conduct, 
Charter, Conflict of Interest policies etc.; 

 Refers to the acknowledgement of management responsibilities for internal controls as 
contained in the Statement of Corporate Governance and Statement of Responsibility by the 
Board of Trustees and the current assessment of the effectiveness thereof; 

 Details the scheme's remuneration policy and how these policies are linked to value creation in 
the short-, medium- and long term for the scheme and its various stakeholders; 

 All non-compliance with the Medical Schemes Act of 1998 must be disclosed in the Report of 
the Board of Trustees and the notes to the financial statements. In terms of Circular 11 of 2006 
all non-compliance matters should be reported in the Report of the Board of Trustees, 
irrespective of whether the auditor considers them to be material or not. The Council does not 
consider it sufficient to make reference to the relevant notes in the financial statements. 
Schemes are required to disclose the following information in respect of non-compliance 
matters: 
 Nature and cause of the non-compliance;  
 Possible impact of the non-compliance; and 
 Corrective course of action adopted to ensure compliance, including the timing of the 

corrective action. Corrective courses of action implemented would include exemptions 
obtained, notifications and action plans sent to the Registrar, suspension and termination of 
benefits in respect of outstanding contributions, notifications sent to employer groups in 
respect of outstanding contributions on behalf of the employees of these employer groups, 
and any other actions taken. 

 
Opportunities and risks 

 The process adopted by the scheme in the identification of opportunities and risks (both 
internal and external) and the responses thereto. Consideration should be given to the 
following classes of risks: strategic, financial, operational and insurance; and 

 The scheme’s assessment of the likelihood that the opportunity or risk will materialise and the 
magnitude of its effect if it does. 

 
Strategy and resource allocation 

 Detail of the scheme’s short-, medium- and long-term strategic objectives; 

 Actions taken or to be taken to achieve strategic objectives (including resource allocation); 

 Measures put in place to monitor the progress in meeting strategic objectives; 

 Detail of how the scheme intends to create a competitive advantage utilising innovation and 
intellectual capital as well as the extent to which social and environmental considerations have 
been embedded into the scheme’s strategy. Should include how the input of stakeholder 
engagement was included in the process; and 

 Allocations of resources in achieving strategic objectives. 
 
Business model 

 Key elements of the scheme’s business model to be included are as follows: 
 How the scheme differentiates itself in the market place (e.g. product differentiation, 

market segmentation, capitation providers, managed healthcare providers and channels 
used to communicate with potential customers and deliver market offerings);  

 The MS business model, including the key inputs, how they relate to the capitals, key 
business activities, key outputs and outcomes (one must consider where information cannot 
be disclosed for competitive reasons); and 
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 How the scheme approaches the need to innovate. 
 
Performance 

 Qualitative and quantitative information about performance, should be included as follows: 
 Financial and non-financial information as provided in the "Organisational overview and 

external environment" section; 
 The state of key stakeholder relationships and how the scheme has responded to 

stakeholders’ legitimate needs, interests and expectations. Identification of key stakeholders 
and their concerns should be supported by a formal methodology and linked to 
performance;  

 The linkages between past and current performance; and 
 Present performance with targets. 
 

Other items to be considered and included in the Integrated Report of the Board of Trustees: 

 The scheme’s materiality determination process; 

 Key personnel involved in the process; 

 What has been determined as material; 

 Role of governance in the materiality determination process; 

 The reporting boundary and how it has been determined. The financial statement boundary 
should be used as a basis; 

 The governance body with oversight responsibilities for the Integrated Report of the Board of 
Trustees; 

 The nature and magnitude of the material trade-offs that influence value creation over time; 
and 

 The reason why the scheme considers any of the capitals identified in the International 
Integrated Reporting Framework to be immaterial given its particular circumstances, if that is 

the case. 
 


