
Gap-cover health insurance under scrutiny 

 

THE government is tightening the noose on companies selling "gap-cover" health insurance, hoping it can 

stabilise the medical schemes market and ensure better consumer protection by scrapping all but a few 

tightly defined products. Last Friday the Treasury published draft regulations to both the Long-term and 

Short-term Insurance Acts, which aim to draw a clear distinction between medical schemes and health 

insurance policies. The draft regulations propose scrapping most gap-cover products, but will allow health 

insurance for loss of income, travel, emergency travel, HIV/AIDS and frail care. The proposals, which are 

open for public comment until April 23, are the government's response to a court case on the legality of 

gap-cover products which the Council for Medical Schemes lost on appeal in 2008. The council took 

Alexander Forbes's short-term insurance subsidiary, Guardrisk, to court, arguing that its gap-cover products 

were illegal because they were doing the business of a medical scheme but were not registered to do this. 

The council was denied permission to take the matter to the Constitutional Court, and so turned to the 

government to amend legislation to deal with the threat it sees in gap-cover products. For several years 

now, growing numbers of employers and consumers have been buying top-up health insurance to deal with 

the payment gaps facing medical scheme members. Medical schemes typically set a ceiling on how much 

they will pay for healthcare providers' fees, and leave their members to pay the difference if a doctor or 

dentist charges more. Many medical scheme members face co-payments if they want to use medicines or 

doctors not on their scheme's approved lists. They often have to pay a lump sum contribution for medical 

devices or for certain procedures. Into this breach stepped companies selling health insurance products 

aimed at two categories of consumers: those who already belong to medical schemes and need extra cover, 

and those who cannot afford even the most basic medical scheme package but want some protection should 

they face illness or injury. Whether these gap-cover products are a good or bad thing is open to debate. The 

Council for Medical Schemes believes gap-cover products destabilise the industry because they encourage 

younger and healthier people to "buy down" and join less comprehensive medical scheme packages, which 

they then complement with a health insurance "top-up". The other problem with health insurance products, 

it says, is that they are not subject to the close scrutiny faced by medical schemes, which have to comply 

with the Medical Schemes Act. This leaves consumers in a weak position if they buy health insurance 

products that turn out not to give them the cover they expect. Wits health economist Prof Alex van den 

Heever agrees with concern about the lack of protection for consumers, saying the rights of medical 

scheme members are spelt out in the Medical Schemes Act. Unlike medical schemes, which must charge 

members the same rate regardless of health or age, health insurance products can "risk rate" and charge 

more as people grow older. Companies selling insurance products are also under no obligation to take on 

an individual, whereas medical schemes by law may not exclude anyone. Prof van den Heever says the 

regulations do not go far enough and should give the Council for Medical Schemes final say over which 

products are harmful, rather than the registrar of the Financial Services Board. 

 



Jonathan Broomberg, the CEO of SA's biggest medical scheme administrator, Discovery Health, says the 

main impact of gap-cover products is to encourage members and employers to buy down to cheaper 

options that provide less cover than they actually need. He says schemes are being undermined in their 

ability to provide lifetime cover, which is based on those who are healthy subsidising those who are ill over 

time. Many smaller schemes, and those with relatively poor risk profiles, are already experiencing these 

negative impacts, he says. Broomberg says gap-cover products offer poor value for money, as many 

policyholders fail to claim, adding that typical payout ratios of health insurance products are in the range of 

30 percent-50 percent, whereas medical scheme payout ratios for hospitalisation or cancer are typically 

above 98 percent. He says the low payout ratios of health insurance products make them artificially cheap 

at present. However, they will become more expensive over time, as policyholders claim more and as they 

age and experience health events. However, the Board of Healthcare Funders, argues that consumers need 

the protection offered by gap-cover products. Spokeswoman Heidi Kruger says that without set tariffs for 

doctors, consumers would be disadvantaged if we were to lose gap-cover products completely. Mike 

Settas, MD of gap-cover seller Xelus, says the government's proposals fail to distinguish between products 

that complement medical schemes and those that compete directly with them. 
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