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Introduction

How did the Guide come about?

In recent decades, the growing frend towards the recovery of health services cosfs has height-
ened the need to profect individuals from the financial risks related to illness. In most devel-
oping countries, social security systems cover only formal economy workers. Persons outside
the scope of statutory schemes, most of whom work in the informal economy, generally have
no protfection against social risks, particularly in the area of health. In low-income countries
- especially in Sub-Saharan Africa and Southern Asia - more than Q0 per cent of the popu-
lation generally has no coverage, while in middle-income countries this figure tends to range
between 20 and 60 per cent. Large parfs of the population in developing countries are thus
unable to defend themselves against the financial impact of illness.

These days, social security systems face major financial and administrative constraints.
They are rarely capable of extending their coverage to a broader section of the population,
particularly fo the poor. That is why, in recent years and in countries with low levels of coverage
(particularly in Asia and Africa), an increasing number of new schemes designed to reach the
poor has emerged. These schemes are being sef up by a variety of actors, including private
insurers, States (af the local and national level], community-based organizations (CBOs),
health care providers, non-governmental organizations [NGOs) and frade unions.

Falling under the general heading of microinsurance - or, more specifically, health micro-
insurance, when they offer a health plan - these schemes present a diversity of characteristics.
Their organizational structures usually vary widely, depending on the actors involved. They can,
for example, take the form of a financial service offered by a health care provider to guarantee
their income, or they can be part of a multi-service organization, such as a workers' union, that
offers new services to its members. Less frequently, schemes such as those found in India and
the Philippines can bring together both public and private actors in order to provide coverage
to the poor and to those excluded from statutory schemes.

What all health microinsurance schemes have in common is that they operate on the
basis of the insurance mechanism, which entails the prior payment of premiums, the sharing of
risks and the nofion of a guarantee. The premiums of insured persons are pooled and used to
cover the expenses of only those persons affected by the occurrence of a certain number of
specifically defined risks. In exchange for their premiums, insured persons receive the insurer’s
guarantee that it will provide this financial compensation. They renounce ownership of the
premiums they pay and thus any claim to them.

Although these schemes still cover relatively few people worldwide, the number of schemes
is rising and the enrolled population ranges from a hundred to several million people depend-
ing on the scheme concerned. And while they may not be the ultimate solution for reaching
the poor, there is growing recognition of the fact that health microinsurance schemes consfitute
a complementary and valuable strategy for extending social security fo all.

The idea of producing a monitoring and evaluation guide for health microinsurance
schemes grew out of the following observations:

® The shortage of tools available to HMIS managers and support structures for monitoring
and evaluating the viability of health microinsurance schemes;

® The need for scheme operators to share their experiences and to possess qualitative,
comparable and readily available information;

® The lack of evaluation dafa concerning health microinsurance schemes needed to assist
States and cooperation agencies in defining their policies and operations in this sector.
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This Guide was produced for English-speaking countries by the “Strategies and Tools
against social Exclusion and Poverty” (STEP) programme of the Interational Labour Office
(ILO]. It is based on a similar tool, produced jointly with the Centre Infernational de Dével-
oppement et de Recherche (CIDR| for French-speaking countries entitled Guide de suivi et
d’évaluation des systémes de micro-assurance santé (ILO-STEP and CIDR, 2001). ILO-STEP
and CIDR have been working for several years to develop knowledge concerning the exten-
sion of social protection, in particular, through their support of local inifiatives.

What are the objectives and scope of this Guide?

Objectives

The Guide has two objectives:

Objective 1. To strengthen the capacity of managers to monitor and evaluate their

HMIS.

The Guide helps managers to acquire the techniques and tools they need to
monitor the activities of their organization and to evaluate its operation. Such
an evaluation is not aimed exclusively at assessing the scheme's viability; it can
also lead fo changes in the organization and operation of the HMIS, improve
its relations with third parties and increase the efficiency of its management
information sysfem.

Objective 2.  To strengthen the capacity of technical and financial support agencies and
private insurers to assess the viability and performance of the HMIS.

By analysing the viability of the HMIS with which they are working, insurers
and support agencies can identify weaknesses and needs more precisely.
This exercise also makes it possible to evaluate the results of past activities, as
well as to plan future activities more effectively. In addition, the Guide provides
some indications for measuring the effectiveness, efficiency and impact of
health microinsurance schemes.

By confributing to the systfematization and standardization of information, the
Guide also encourages the development of a common language, and thus
a better basis for communication between the various actors involved in the
management and promotion of these schemes.

Scope

The subject of monitoring is not covered exhaustively in this Guide. In order to carry out
a proper evaluation of an HMIS, it is essential to collect reliable information. In practice,
however, most schemes have a less-than-perfect management information system. For that
reason, the monitoring components included in this Guide are designed to give managers
and operators some basic tools for producing the information they need. The monitoring tools
described are those that may be applied directly when following the method of evaluation
proposed in the Guide. It should be noted, however, that this evaluation methodology focuses
primarily on the HMIS itself (except for Part V), rather than on its impact. This is intenfional,
given that the Guide is not aimed at assessing the ability of health microinsurance schemes to
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ensure access fo health care and financial protection, but rather - as mentioned in the objec-
fives - at sfrengthening the capacity of actors to manage and support an HMIS.

The Guide is not suited fo the evaluation of activities other than those related to health insur-
ance. Some of the activities associated with risk-coping mechanisms, such as savings/credit
schemes, the installation and management of a health centre or pharmacy, and education
programmes are mentioned in the Guide, but are not evaluated as such. The evaluation meth-
odology focuses primarily on the HMIS itself, without paying much aftention to the institutional,
economic, hisforical, social and political context in which such schemes operate. Although
a change in that confext can considerably weaken the viability of an HMIS, it exceeds the
scope of this Guide to propose a methodology that can take such changes into account. For
that purpose, some helpful information may be found in another guide produced by ILO-STEP
(2005) entiled Health Micro-Insurance Schemes: Feasibility Study Guide. Notwithstanding
the foregoing, any evaluation to be undertaken should first assess the environment of the HMIS
before applying the methodology proposed in the present Guide.

The Guide does not provide an analysis of the profitability of insurance products by type of
benefif, nor does it describe the type of benefits package that should be offered. It suggests a
methodology designed fo analyse and ensure the viability of health microinsurance schemes,
especially in terms of their risk portfolio, in order to improve their product design and admin-
istration. The Guide is not infended to assess whether or not a scheme's benefits package is
cost-effective. That would require the mastery and application of cost accounting methods,
which, in the current context, is rarely an option for an HMIS.

Regulatory authorities, ministries of health and cooperation agencies often attach particular
importance fo the impact that microinsurance schemes have on access to care by the poorest
segments of the population or on improving the quality of health care services. This Guide offers
some indications as to how fo measure that impact, but does not propose a method of analysing
it. An impact study calls for a more in-depth procedure and one that exceeds the scope of the
indications proposed in this Guide. It requires distancing oneself from the scheme’s operation and
collecting data (by means of surveys) directly from the health services and the population.

To whom is the Guide addressed?

The Guide is addressed to several kinds of users:

® HMIS managers and officials in charge. These may include community-based operators,
NGOs or social movements that administer a scheme; private insurers that use an agent to
offer insurance products to the poor (partner-agent model '); or public authorities wishing
fo improve their social programmes. Depending on their functions and level of knowledge,
managers and officials in charge will be interested in all or part of the Guide.

® Support agencies. These may include NGOs; management centres; projects; unions or
associations of mutual organizations; and trade unions that provide technical, administrative
or financial assistance to health microinsurance schemes.

" In a partner-agent model, the financial aspects of insurance (premium collection, pooling of resources and
purchasing of services) are divided among various actors. An insurer (public or private) uses a community-based
organization [CBO), whether member-based or not, to sell an insurance product and to bear fully the financial
risks involved. The CBO acts as an agent for the insurer, and may assume various roles, such as assessing the
“clientele’s” needs, collecting and managing premiums, marketing the products, efc.
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By confributing to the systematization of information and fo increasing knowledge concern-
ing health microinsurance schemes, the Guide will also help scientific researchers and decision-
makers to defermine the capacity of such schemes to reduce exclusion from social protection.

What kind of health microinsurance schemes does the Guide target?
How does it take their diversity into account?

This Guide was conceived primarily for local organizations that manage or support health
microinsurance. Schemes operated by health care providers and private insurers will also find
it useful.

Itis not suited to centralized health insurance schemes, such as those run by social security
systems, which are generally characterized by compulsory membership, national coverage (or
coverage of an entire socio-professional category) and management under the responsibility
of public or semi-public agencies.

It will no doubt be necessary to make modifications for employer-operated schemes involv-
ing automatic membership.

Although not its primary purpose, this Guide may be useful to managers of prepayment
schemes (health savings and/or health credit, subscription, efc.) or aid associations.

Despite their diversity, the schemes covered by this Guide share two common features:

(a) They are predicated on the notion of health insurance as a financial instrument based on
the pooling of risks among members;

(b) They are operated by an organization responsible for the insurance product, which acfs,
either alone or in partnership, to distribute or administer that product and to serve insured
members.

The functions of monitoring and evaluating health insurance are dealt with in Parts Il and lI.
There are numerous methods of managing a health insurance scheme. Depending on the
HMIS in question, these methods may vary according to the objectives pursued, the member-
ship plans offered, the extent to which members are involved in decision-making, or the level
of financial solidarity that exists between members. Despite this diversity, when managing
an insurance product, health microinsurance schemes are subject to a number of common
operating principles. As with any financial instrument, health insurance must observe technical,
financial and management rules.

When viewed as a financial instrument, health insurance can initially be evaluated as
such, and thus independently of the organization responsible for its operation. Experience has
shown that an insufficient mastery of the factors that make health insurance viable can quickly
jeopardize its very existence.

Part IV of the Guide deals with a series of organizational and institutional factors that
affect the viability of an HMIS and are largely dependent on the organization responsible for
operating the scheme.

The health microinsurance schemes covered by this Guide can therefore be grouped into
different categories based on ownership and accountability. In terms of the level of member
participation in and ownership of the HMIS, two main categories may be distinguished:
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Schemes whose management relies on strong participation of insured persons

Mutual health organizations, which account for the greatest number of schemes in this cate-
gory, are democratic organizations founded on mutual aid and solidarity. They are sef up and
managed by and for their members.

The members of mutual organizations participate in management through general assem-
blies and the election of representatives of the scheme. Mutual organizations are the collective
property of their members; the lafter are at once the “insurers and the insured”. For this reason, no
contract is concluded to formalize relations between mutual organizations and their members
(since one cannot conclude a contract with oneself). Rather, their relationship is governed by
the rights and obligations set forth in the statutes and internal rules of the organization.

Mutual organizations pursue objectives aimed af the promotion of social and individual
well-being. They seek to reconcile the achievement of these objectives with the financial viabil-
ity and competitiveness of the scheme as compared with other forms of riskmanagement
mechanisms.

Schemes with no strong community participation

These include, among others, most of the schemes managed by insurers and health care
providers. In most cases, the members of the scheme are merely clients. They are beneficiaries
who do not share the risk of managing the financial instrument.

The insurer (or its agent) concludes a contract with the members. The contract has specific
terms, is limited in time and can be renewed and terminated. It is the contract that provides
entilement fo coverage. Insurers are generally not required to accept all applicants for member-
ship in the scheme.

The schemes may be public, private, not-for-profit or for profit. Not-for-profit microinsurance
schemes managed by hospifals, such as those in Africa, are primarily aimed at facilitating
access to the services they provide, thereby increasing and then stabilizing their income. The
Bwamanda Insurance Scheme (DRC) (Criel, 1998) is one of the oldest not-for-profit microinsur-
ance schemes in Africa.

Insurance companies may take part in offering health microinsurance to disadvantaged
groups. While commercial insurance companies generally pursue the objective of financial
profitability, in some cases, they may, af their own inifiative (or in conformity with legal require-
menfs) pursue social objectives through the provision of specific products that confribute to
extending social profection fo poor segments of the population. They may be inclined fo offer
their clienfs insurance confracts whose cost mafch as closely as possible the risk that they, as
insurers, are required to assume. Consequently, they frequently offer differing levels of coverage
fo members, since the level of coverage is adjusted to the risks represented by the particular
individual or group of individuals concerned.

The distinction made between the various schemes is not a formal one. Aspects that vary from
one scheme fo another include the methods used fo set them up, their financial structure and,
in many cases, the conditions relating to their feasibility.”

? It should be noted that some commercial insurance companies are in direct competition with health
microinsurance schemes that pursue social objectives. Such companies will seek, for example, to aftract a faithful
clientele of young people, by offering a level of coverage that is attractive to that category of individuals (i.e.
a benefits package provided in exchange for a premium that is adjusted to the estimated risk for that particular
population segment). Commercial insurance companies can compete directly with mutual organizations in those
instances in which the principles of solidarity prevent mutual organizations from differentiating between “good”
and “bad” risks. Although both types of operators offer “insurance products’, they pursue very different objec-
tives. Competition can also exist between not-for-profit insurance schemes managed, for instance by hospitals
and mutual organizations, the latter pursuing broader human and social objectives.
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The organizational structure of the schemes may vary slightly, depending on who is the
main promoter of the HMIS. These promoters may be divided info two categories:

® The State, a private insurer or other insurer using a CBO as an agent (partner-agent
model);

® CBOs (all types: NGOs, trade unions, communities, etc.) offering their own insurance
product.

In short, the method proposed by the Guide deals with an aspect that is common to all
schemes: the monitoring and evaluation of the financial instrument that comprises the insur-
ance scheme (Parts Il and Ill). It also deals with a second aspect (Part V), which involves
taking info account differences in organizations responsible for operating health microinsur-
ance schemes.

How is the Guide structured?

The Guide consists of two volumes: Volume 1 is devoted to methodology, and Volume 2
contains practical indications for complefing tables and calculating indicators, described in
Volume 1.

Structure of Volume 1: Methodology

Volume 1 consists of five parts.

Part | presents the main definitions and basic concepts used in the Guide. These relate to
moniforing and evaluation, membership, insurance-related risks, income, expenses and finan-
cial statements. Additional definitions are provided in the Glossary, which is included as an
annex to Volume 1.

Part | also contains an executive summary of the required capacities and key indicators of
a viable HMIS. It serves as an intfroduction to the elements that are developed in subsequent
parfs of Volume 1.

Part Il deals with the subject of administrative and technical monitoring, as well as with budget
and cash flow monitoring. The monitoring tools described are those that may be used directly
in the evaluation described in Parts Il and V. The description of administrative and techni-
cal monitoring is based on the major functions of insurance management, which include the
establishment of insurance confracts, premiums collection, claims processing and risk portfolio
monitoring.

Part Il deals with evaluating the viability of health insurance viewed as a financial instrument.
The proposed method is based on the use of a series of quantitative and qualitative indica-
fors. Viability is evaluated, in turn, from the administrative, technical, functional, financial and
economic sfandpoints. Part Il contains numerous explanations whose objective is to facilitate
the understanding and effective use of the proposed indicators.

Part IV deals with evaluating the institutional viability of the microinsurance scheme. It comple-
ments Part Il by taking info account factors of viability that are related to the organization
responsible for operating the insurance. It examines, in turn, the distribution of tasks and the
management of human resources within the HMIS; the links and complementarities that exist
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beftween the insurance and the other activities conducted by the responsible organization; the
links between the HMIS and health care providers; and the legal and regulatory framework
in which the HMIS operates.

Part V offers some indications for assessing the effectiveness, efficiency and impact of an
HMIS, but does not contain all the elements needed to develop a full-fledged methodology
in this area. It merely provides some pointers to users interested in this kind of assessment, as
a complement to evaluating the viability of the HMIS. It also infroduces the concept of the
relevance of the HMIS.

Structure of Volume 2: Practical indications

Volume 2 contains practical indications and examples aimed at facilitating the use of the
tables and indicators presented in Volume 1. The tables contained in Part | and the indicators
contained in Part I are presented in the order in which they appear in Volume 1.

Indexes provided at the beginning of Volumes 1 and 2 assist users in finding the tables
and indicators contained in the two volumes.

How should the Guide be used?

Users should first read through the entire Guide in order to become familiar with the overall
method proposed and to gain a better understanding of the usefulness of the information to
be collected and the indicators to be produced.

The monitoring and evaluation of an HMIS are fairly complex operations. It is thus pref-
erable to carry out these operations in the context of a team effort in order to benefit from
a combination of skills. Even so, it may be necessary to call on external resources for such
tasks as preparing financial statements or analysing expenses. It is important to proceed very
methodically and to make sure that the indicators contained in the Guide are well understood.
For that reason, users may find it helpful to consult the Guide frequently during the monitoring
or evaluation process.

The evaluation process will be more productive if it involves all those concemed with the
HMIS (officials in charge, managers, contractual health care providers, etc.). Their involvement
as from the data-collection stage, the transparency of the methodology followed and their
contribution fo the process of data analysis will encourage their acceptance of the conclusions
and their involvement in post-evaluation activities.

Depending on their objectives and needs, some users may focus on one part of the Guide,
as opposed fo another, or they may use all the tools, or only a few of them. If the Guide is
used fo enhance other evaluation methods, it will already have fulfilled one of its purposes.
However, care should be taken to ensure the overall consistency of an evaluation, the results
of which may be completely altered by a fruncated view of the HMIS.

The Guide will be of litfle value if it is used only in cases in which problems have already
been solved and decisions taken. It should be used instead as a tool to systematically identify
problems and weaknesses. A lack of information in a partficular area is itself an important clue
for managing an HMIS. It reveals the existence of a “grey area”, which may point fo the cause
of a particular dysfunction.
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Part .

Definitions, basic concepts,
required capacities and key indicators

Part | sets out the definitions and basic concepts with which users will need to be familiar in
order fo use subsequent parts of the Guide. These relafe to:

® Monitoring and evaluation;
Membership;
Insurance-related risks;

Income and expenses;

Financial statements.

Part | also provides a brief introduction to the capacities required and key indicators of a viable

HMIS. These aspects are developed further in Parts Il, I, and IV of the Guide.

1. Monitoring and evaluation

A distinction is usually made between monitoring and evaluation; in practice, however, the
distinction is not always obvious. The two fechniques are, in fact, related and complementary,
and involve many of the same tools.

Monitoring may be defined as a continuous activity that consists of:

® Overseeing the proper execution of the scheduled programme of activities;

® Providing the fimely information needed for sound management and effective
decision-making.

Good monitoring is an essential condition for the success of an HMIS. Success, in the case of
an HMIS, may be defined as the ability to honour its commitments to its partners - in particular,
its beneficiaries and health care providers - on an ongoing and sustainable basis.

A "monitoring system” may be defined as the complete set of procedures, tools, information
flows and responsibilities that allow for the collection and processing of data in the monitoring
process. Management information systems (MISs) constitute an important tool for information-
enabling monitoring.

Evaluation is a periodic activity. Itis a stockiaking of actions carried out during, or at the end of,
the accounting period.® Generally speaking, evaluation involves assessing whether stated objec-
fives have been achieved in whole, in part or not at all. The evaluation should reveal the reasons
for discrepancies between the actual and forecasfed levels of achievement of objectives.

The evaluation may concern the whole entity (e.g. a project], cerfain actions (e.g. educo-
tional activities carried out within the ministry of social affairs) or merely some of its character-
isfics (e.g. the viability of an entferprise).

3 . . . . " " . .
Evaluations made prior to action also exist. These are referred to as “ex-ante” evaluations and are infended
fo assess the appropriateness of undertaking a given action.



10 HEALTH MICROINSURANCE SCHEMES: MONITORING AND EVALUATION GUIDE [LO/STEP

2. Membership

Membership or enrolment* in an HMIS refers to the act of insuring oneself against the financial
risk related to certain diseases. This may involve membership in a commercial health insurance
scheme, mutual health organization or other type of scheme.

Definitions are provided below for the following basic concepts:

Population of the area of operations and target population;
Forms of membership (individual, family or group);

Types of membership (voluntary, automatic or compulsory;

Categories of beneficiaries ([member or dependent, contributing or non-contributing).

Practices used in health microinsurance schemes regarding membership vary widely. Only the
most common practices are described in the definitions and explanations presented below.

2.1 Population of the area of operations

The population of the area of operations is the total population of the geographical area in
which an HMIS operates.

Two cases are possible, depending on whether the HMIS is geographically based [i.e.
its activities are confined fo a given geographical area) or socio-occupationally based |i.e. its
activities are aimed at benefiting a group of individuals who fall into a specific category, such
as employees of an enterprise, members of a trade union, efc.):

® For a geographically based HMIS, the population of the area of operations is the entire
population of the geographical area in which the HMIS operates.

® For a socio-occupationally based HMIS, the population of the area of operations is the
population of the area in which the members of the socio-occupational category targeted
by the HMIS reside. The area of operations may be one or more disfricts or regions, or
even an enfire nation.

It is important to identify the size and characteristics of the population, as these may have a
decisive impact on the cosfs, management methods and viability of an HMIS.

Generally speaking, an HMIS does not target the entire population of its area of oper-
afions; it concentrates merely on a part of it, i.e. the target population.

2.2 Target population

The target population of an HMIS refers to the whole population who is eligible to become
beneficiaries of the scheme. Two cases are possible, depending on whether the HMIS is
geographically or socio-occupationally based:

® For a geographically based HMIS, the target population is the segment of the popula-
fion in the scheme’s area of operations who are eligible to become beneficiaries. When
membership in the HMIS is open to the entire population of the scheme'’s area of oper
afions, the target population and the population of the area of operations are identical.

* The term “subscription” is also used in some commercial schemes. The term “membership” is more commonly
used in existing microinsurance schemes, and for that reason will be the term used in this Guide.
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Example. In Nepal, the target population of the Lalitpur medical insurance scheme
promoted by United Missions is the entire population of the area covered by the hospital.

An HMIS may impose restrictions on the enrolment of individuals who are members of
the population of its area of operations (for example, in the context of a project). In such
cases, the target population is not the same as the population of the area of operations.

® fora socio-occupationally based HMIS, the target population consists only of the members
of the socio-occupational category who are eligible for membership and, in some cases,
their dependents. The target population is therefore distinct from the population of the area
of operations.

Example. In India, the HMIS promoted by the Dhan Foundation covers only women
who previously participated in self-help groups providing various microfinance services.

A socio-occupationally based HMIS (e.g. members of a cooperative) may, over the years,
extend its farget population to include the entire population of its area of operations.

2.3 Categories of beneficiaries

There are various categories of beneficiaries. The following definitions will be used in this
Cuide:

The member, also referred to as the “policyholder” or “insured person’”, is any person
who has joined the HMIS, i.e. who pays applicable membership fees (or enrolment, registra-
fion or inifiation fees); agrees fo respect the provisions of the contract and,/or the rules govern-
ing the operation of the HMIS (rights and obligations); and consequently, to pay premiums
(or confributions). Members may extend eligibility for the benefits provided by the HMIS
fo a cerfain number of persons who rely on them for support, referred to as “dependents”.
These usually include spouses, children up to a certain age, and other persons dependent
on the member as defined by the rules of the HMIS. Members and dependents are the
"beneficiaries” of the HMIS.

In order to enjoy the services provided by the HMIS, in addition to paying membership
fees, members must pay premiums. There are, however, some members who fail fo pay their
premiums. Consequently, a distinction is made between contributing and non-contributing
members.

Contributing members are those who have paid their premiums for the relevant period.
They are entitled to receive benefits from the HMIS.

Non-contributing members are members who have paid their membership fees, if appli-
cable, but have not paid their premiums for the relevant period within the time limit stipulated
in the contract (and /or the statutes and rules of the HMIS). The HMIS cannot cover the health
expenses of these members.

It is the practice of some mutual organizations not to ferminate members who have paid
membership fees but who have failed to pay premiums. Instead, the organization confinues fo
regisfer information concerning such members in ifs management information system.

> The term “member” is most commonly used in the microinsurance schemes for which this Guide is infended.
In the field of insurance, however, the terms “policyholder” or “insured person” are more frequent, especially in
the field of commercial insurance. For the purposes of covering health risks, these terms are equivalent.
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2.4 Forms of membership

The basic form of membership, i.e. the smallest unit below which it is not possible to become
a member, may vary from one HMIS to another or even within the same HMIS. There
are generally considered fo be three possible forms of membership, depending on whether
membership is based on:

® The individual. Each person may join on an individual basis without any obligation to
belong to a family or to a community.

® The family. All the members of a family must be enrolled and must pay premiums. The
criteria defining the family and the sfatus of “dependent” are established in advance.

Example. The Mpango Wa Tiba Kwa Kadi HMIS in Tanzania is based on family
membership. The HMIS defines the concept of family in accordance with the local
confext as follows: “A member and his or her spouse and four children. In the event of
polygamy (there is no polyandry in Dar es Salaam), every additional wife is counted
as a new household, which means that premiums are doubled or fripled, depending on
the number of officially recognized wives.”

® A group of individuals, a village or an enterprise (whether or nof the individuals are
related by kinship). In such cases, the members of the group, village or enferprise must
join as a group and not as individuals.

2.5 Types of membership

An individual may enjoy a greater or lesser degree of freedom in joining an HMIS. It is
important to analyse the different types of membership that are possible. The three types of
membership are:

® Voluntary membership. Membership is voluntary when the prospective member is free
fo join or not fo join the HMIS.

Example. In Senegdl, the Lalane Diassap mutual organization practises a voluntary
type of membership. According to its statutes, those eligible to become members of the
mutual organization include "heads of families, individuals from the villages of Lalane
and Diassap, and all other persons who express an interest in joining.”

® Automatic membership. Membership is automatic when the fact of belonging to a group
(cooperative, village, frade union, enterprise, etc.] automatically entails membership in the
HMIS. The decision to join the HMIS is taken freely by the group (nof the individual) and
is not externally imposed.

Example. In the initial years following start-up, more than half the inhabitants of a
village in East Africa voluntarily became members of a mutual organization located in
the neighbourhood of a hospital. At the general assembly, it was decided that, begin-
ning the next year, all inhabitants would be required to enrol in the scheme. Membership
thus became automatic for the inhabitants of the village.
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® Compulsory membership. Membership is compulsory when individuals, families or groups
are required to join a scheme without having made the decision to do so themselves.

Example. Membership in the National Health Insurance Program (NHIP), which
is managed by the Philippines Health Insurance Corporation (PhilHealth), is compul-
sory for all formally employed workers. Premiums are paid by the employee and the
employer on the basis of a defined salary scale. All members receive the same benefits
package regardless of the premium they pay.

3. Insurance-related risks

There are three types of insurance-related risks:

® Risk of adverse selection. Thisis a phenomenon according to which persons with a high
risk of illness join an HMIS in a higher proportion than that represented by their share of
the general population. In other words, on the basis of the membership arrangements®
and benefifs it offers, an HMIS may “attract” persons who are more exposed to health
risks [“bad risks”) than the average of the general population.

Example. An HMIS proposes to cover the costs of childbirth. It calculates that
the frequency of childbirth among the population is 4.5 per cent (4.5 births per
100 persons). After a year, the HMIS reports considerable losses, nofing that 70 per
cent of its members are women and that the frequency of births among its members is
45 per cent. This HMIS has been exposed fo a high degree of adverse selection.

® Risk of over-consumption (or moral hazard). This refers fo the phenomenon according
fo which beneficiaries of an HMIS tend to consume benefits abusively, or more than usual,
in order fo maximize the value of their premiums.

Example. In Nepal, the Vijay Development Resource Centre (VDRC) scheme
found that the probability that the covered population would need basic consultation
services was approximately /1 per cent. Premiums were defermined accordingly, and
the scheme decided not to infroduce a co-payment mechanism. In the first months of
activity, the utilization rate for consultation services was three times (211 per cent) the

original forecast.

® Risk of over-prescription (or risk of escalating costs). This refers fo the risk that an HMIS
will be exposed to a rise in the cost of claims, owing fo an unjusfifiable increase in the
quantity or cost of care delivered by providers.
Health care providers may cause an increase in the cost of claims by prescribing
unnecessary treatments or using more expensive fechniques, without any obijection from
the patient, who knows that the insurance scheme will cover the costs involved.

© The choice of membership arrangements is crucial for an HMIS, since the risks it takes differ depending
on whether membership is individual or not, and whether itis voluntary or compulsory. The wider the membership
base, the lower is the risk of adverse selection.
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Example. In Nepal, while carrying out household surveys prior to the establishment
of its health microinsurance scheme, the VDRC observed that laboratory tests accounted,
on average, for 46 per cent of its consultations. It calculated its premiums according
fo these findings. However, during the first three months of operation, it discovered that
the number of laboratory tests far exceeded that of consultations (139 per cent). This
revealed a pattern of over-prescription on the part of the hospital that had been a part-

ner in sefting up the scheme.

4. Income and expenses of an HMIS

4.1 Income

Income may be grouped info five categories:

(1) Premiums

The premium” is a defined sum of money paid periodically to the HMIS by members (or by
third parties on behalf of members) that entifles members and, in some cases, their depend-
ents, to receive services from the HMIS.

The premiums applied by the HMIS may be characterized as:

® flatrate or related to the member’s income (or wages).

® Family rate or individual rate. There are four possible cases:
— Asingle premium is paid, regardless of the number of dependents;
— The member and the dependents pay the same premium;
— Dependents pay a lower premium than the member;

— Premiums are applied either on the basis of whether the member does or does not have
dependents, or on the basis of the number of his or her dependents.

Example. In Nepal, the HMIS operated by the Vijay Development Resource
Centre (VDRC| applies the following scale of premiums:

Family size: 1 to 5 members - NRs 325 per person per year

Family size: 6 to 10 members - NRs 300 per person per year
Family size: more than 11 members - NRs 275 per person per year

® Dependent on beneficiaries’ characteristics or independent of their characteristics. Four
cases are possible:
— The premium is fixed and is independent of the category of beneficiary;
— The premium varies according to the personal health risks of beneficiaries (this is the
commercial insurance approach, which is the opposite of the social or community rafing
approach);

7 The term “contribution”, not “premium”, is often used in mutual organizations. For the sake of simplicity, only
the term “premium” will be used in this Guide.
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— The premium varies according to the beneficiary’s status within the scheme (a distinction
is made between members and non-members);

Example. In Bangladesh, the scheme set up by Bangladesh Rural Advancement
Committee (BRAC) in 2001 recognizes two types of members: The members of ifs
microfinance service (who are required fo pay a yearly premium of 100 takas for a
family of up to six members) and members who do not participate in its microfinance
activities (who are required to pay a yearly premium of 250 takas).

— The premium varies according to other beneficiary characteristics, such as age, sex,
income, efc.

For accounting purposes, a distinction is made between:

® Premiums due within an accounting period. These are the premiums that the HMIS should,
in theory, receive under all contracts in force.

® Premiums received. These are the premiums that the HMIS has actually received under
all contracts in force.

® Earned premium (for the period concerned). This refers to the portion of premiums due
allocated to cover benefits for the period corresponding to the relevant accounting period.

Example. In Bangladesh, the BRAC scheme permits enrolment at the start of each
month. Thus, when preparing the annual financial statement for 31 December 2006,
managers considered 12 out of 12 months” premiums as eamed premium for members
effective 1 January 2006; 11 out of 12 months’ premiums for members effective 1 Febru-
ary 20006; ... 1 out of 12 months" premiums for members effective 1 December 2006.
These calculations result in the earned premium for the respective period.

(2) Subsidies, donations and grants

These are gifts or subsidies from the Stafe or from external donors (cooperation programmes,
NGO:s or other sources) that are provided free of charge to the HMIS. Subsidies, donations
and grants can be made in cash or in kind.

It is important to identify the nature and purpose of these revenue items in order to record
them properly. Permanent contributions are freated as income for the HMIS. Non-permanent
confributions are freated as grants or subsidies and are recorded in the lower part of the income
statement, affer net income. The categories fo be identified include:

® long-term subsidies, such as premium subsidies provided by the State. These are treated
as premiums,

® Granfs. In most cases, grants are not “permanent” or ongoing in nature, but are provided
during a fransition period, such as during the start-up of an HMIS;

® Donatfions.

Example. In Indig, the HMIS set up by the People’s Rural Education Movement
(PREM) received a subsidy from an external donor. In order fo facilitate operations in
the scheme’s initial years, the subsidy was infended to cover a declining percenfage of
cosfs over a five-year period. This was recorded after net income as a grant.
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(3) Investment income

Refers to returns on invested assets.

Example. In India, while receiving a yearly declining grant, the HMIS operated by
PREM invested its surplus primarily in mutual funds eaming accrued inferest. The large
amounts involved in this investment enabled PREM to choose from among a variety of

competitive offers in the financial market for returns on its investment.

(4) Other income
An HMIS may have other sources of income, including:

® Ancillary services. These refer to various services, whether fee-based or not, that are
provided by the HMIS, in addition to health care coverage. They may be extended to
members or non-members and, when fee-based, constitute an additional source of income.
Examples include transporting patients, the direct supply of medicines, efc.;

® Services provided and invoiced fo external users (hire of rooms or equipment, lodging,
etc.);

® Income-generating promotional activities (raffles, cultural events, efc.);

® Membership fees. Also known as enrolment, registration, enfry or admission fees, these

are the fees paid by members af the time of enrolment in the HMIS. The membership fee

may be replaced by the sale of a membership card® or by the issuance of an insurance
confract.

The membership fee is usually a one-fime payment; however, two exceptions are
possible:

— When the membership fee is replaced by a membership card, a fee is paid each time

members renew their card.

— When a member fails o pay premiums during a specified period, some schemes require
payment of an additional membership fee before the member is allowed to begin
making premium payments once more.

The membership fee is not refundable.

(5) Shares

In some health microinsurance schemes - for example, those set up as cooperatives - members
must make contributions to the scheme's capital. Such confributions are generally referred to
as “shares’. Members refain ownership of the shares they have paid for and recover them
when their membership ceases. These shares are usually not treated as income, but rather as
direct contributions to capital.

Example. In Nepal, the GEFONT health cooperative in Kathmandu was set up with
an initial capital investment of NRs 100,000. Half that amount [NRs 50,000) was put
up by the trade union, while 500 shares af NRs 100 each were to be purchased by
members wishing to enrol in the HMIS. These were recorded as contributions to the
cooperative’s capital.

® These tools are described in Part |1, which deals with administrative and technical monitoring.
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4.2 Expenses

Expenses have been grouped into three categories:

(1) Claims expenses (expenses relating to services covered)

These include reimbursements to beneficiaries for health expenses, payments to health care
providers, allowances, etc. Health benefits coverage represents the main expense of the
HMIS. Reinsurance expense (for premiums paid to an insurer providing coverage for a defined
liability) may be considered a sub-category of claims expenses.

(2) Operating expenses
Also referred to as management expenses, these are expenses related to the administration,
management and marketing of the HMIS. They consist of staff wages, travel costs, rent, office
supplies, etc. Operating expenses may be subdivided into:
® Administrative expenses, which include:

— Fixed administrative expenses, such as staff wages, rent, efc.

— Variable administrative expenses, such as travel costs, office supplies, efc.
® Distribution and communication expenses. These include promotional expenses, such as

leaflets and educational brochures, training workshops, the fees and wages of external
tfrainers, fravel costs, etc.

(3) Other Expenses

® Ancillary health services. Refers to services other than those relafing to health insurance,
such as health education courses or patient transport. Expenses included under this item
correspond fo the direct costs of such services.

® Miscellaneous expenditures. Refers to expenditures made by the HMIS that do not
fall info any of the above categories - for example, the payment of registration fees o a
federation of health microinsurance schemes.
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Table 1. Simplified income statement See Volume 2, page 2

Premiums

Change in Unearned Premium Reserve (UPR)

Subtotal earned premium

Permanent subsidies and/or grants

Investment income

Other income *
© Membership fees
® Ancillary services & other

MmO |0 || >
I
>
|
w

-
—_

f2

Total INCOME

Claims expenses

R=C+D+E+F

Claims paid gl
Change in Incurred But Not Reported claims g2
Change in Reported But Not Paid claims g3
Reinsurance expenses g4

Subtotal incurred claims

G=gl+g2+g3+g4

Operating expenses

Administrative expenses

Fixed expenses

® Salaries and benefits h1

® Rental and contractual charges h2

® Depreciation h3
Variable expenses

® Travel h4

® Office supplies h5

® Miscellaneous hé

Subtotal administrative expenses

H=h1+h2+h3 +h4+h5+hé

Distribution and communication expenses
® Promotion

il

® Distribution i2
Subtotal distribution and communication expenses =il +i2
Subtotal operating expenses J=H-+I
Other expenses**
Ancillary health services expenses k1
Miscellaneous k2
Subtotal other expenses K=kl +k2

Total EXPENSES

Subsidies or grants received

X=G+H+I+K

* Including uneamed income from sources other than premiums.

** Including incurred but not reported expenses other than claims.

*** Permanent subsidies and/or grants are included (row D|]. Occasional subsidies and/or grants are considered separately {row S).
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5. Financial statements

The income statement and the balance sheet are of basic importance in analysing the financial
viability of an HMIS. A simplified version of these two fools is presented below. Managers
should analyse the information contained in these statements so as to gain a better understand-
ing of each item and to make improvements aimed at either increasing revenue or decreasing
expenditure. The preparation of the financial statements falls outside the scope of this Guide
and is therefore not presented here.

5.1 Income statement

The income statement (1/S) is a summary of the income and expenses of the HMIS during a
specified period referred to as the “accounting period” (usually one year). The term “income”
refers to the revenue received during an accounting period. The term “expenses” refers o
the goods and services actually consumed during the same accounting period. The differ-
ence between income and expenses is referred to as the “net income” (or “net loss”) for the
period.

Table 1 provides a simplified version of an income statement. It lists all the income received
by the HMIS and all the expenditures it has had to make during the accounting period under
review. Subtracting fotal expenses from fotal income results in net income for the period.

5.1.1 Income

For purposes of simplification, the various items of the HMIS income statement are divided
info the following categories:

® Premiums (A). Refers to all premiums billed to members during the accounting period,
whether or not payments were received.

® Change in Unearned Premium Reserve (B). Refers fo the change in proportion of
unearned premium at the end of the current and previous accounting period which is
aftributable to a future accounting period.

® Earned premium (C). Refers to the total amount of premiums and Change in Unearned
Premium Reserve during the given accounting period.

® Permanent subsidies and/or grants (D). This category is used to record contributions
made by the State or other organizations as part of a long-term commitment to supply

funds to the HMIS.

® Investmentincome (E). Refersto yields on invested assets derived from HMIS operations.
A partially or fully defaulted investment is recorded under this item as a reduction.

® Otherincome (F). Refersto any otherincome received in connection with HMIS operations.
Examples include membership fees and fees received for administering an insurer’s claims.

5.1.2 Expenses

By way of illustration, expenses have been divided info the categories described below.
Health microinsurance schemes may wish either to consolidate or to expand these categor-
ies. It is important to list all expenses in order to correctly measure the impact of the scheme's
activities.
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® Claims paid (g1). Refers to the total amount of claims disbursed to members (excluding
reinsurance claims for g1, g2 and g3).

® Change in Incurred But not Reported claims (IBNR) (g2). Refers to the difference
noted (recorded as an expense| from one accounting period to the next in the estimated
amount of claims incurred but not reported during the period.

® Change in Reported But Not Paid claims (RBNP) (g3). Refers to the difference noted
(recorded as an expense) from one accounting period to the next in the amount of claims
reporfed but not paid during the period.

® Reinsurance expenses (g4). An HMIS may purchase reinsurance to cover large claims,
such as claims in excess of Rs 10,000. The cost of premiums paid to the reinsurer is
recorded under this item. (Claims paid by the reinsurer should be analysed, but are not

reflected in this 1/S.)
® Incurred claims (G). Refers fo the fofal of all claims incurred during the accounting period.

® Administrative expenses (H). The items included under this category include:

— Employee salaries and benefits and/or compensation paid to non-salaried HMIS
members working for the scheme (h1);

— Rental and contractual charges (h2);

— Depreciation (h3). If an HMIS invests in the purchase of a vehicle, or a computer to
monifor its activities, these expenses are not assigned to a single accounting period,
since the investment will benefit the scheme over the course of several years. Only the
share of depreciation corresponding to the current accounting period is shown on the
income statement;

— Travel (h4);

— Office supplies (management tools, cards, stationery, efc.) (h5);

— Miiscellaneous, all other administrative expenses (h6).

® Distribution and communication expenses (I). This category includes:
— Promotional expenses |(i1). Refers to the expenses for all promotional material and
activities;
— Distribution expenses (i2). Refers to expenses, such as compensation paid to HMIS
promoters, fraining provided to promoters, efc.

® Operating expenses (J). This category refers to the fotal amount of administrafive
expenses (H) and disfribution and communication expenses (1).

® Other expenses (K). This category includes:
— Ancillary health services (k1);

— Miscellaneous. Refers to all other expenses not related to the ordinary activities of the

HMIS (k2).

5.1.3 Net income (profit or loss)

Net income is the difference between income (R] and expenses (X| for a given accounting
period [[Y) = R—X]. I the result is positive, it means that the HMIS earned a surplus (or profit)
for the accounting period. If the result is negative, then the HMIS incurred a deficit (or loss).

For the purposes of financial analysis, it is useful to calculate net income before and affer
non-permanent operating subsidies and grants (S). If the Government or other organization
offers support on an ongoing basis to the HMIS, the corresponding subsidies or grants should
be treated as income (D).
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Example. Inindig, inthe State of Karnataka, the Yeshasvini HMIS established a partnership
with the State to provide health coverage fo members of cooperatives. Each enrolled member
was required to pay a premium of Rs 60, and the Stafe confributed Rs 30 for each active
member. In this case, the contributions made by the State were reported as income and shown
as permanent subsidies (D). Had the State made contributions only over the course of one year
in an effort to facilitate the start-up of the scheme, such confributions would have been treated as
subsidies (S). These two ways of classifying State subsidies have differing impacts on netincome.

5.2 Balance sheet

The balance sheet is a “snapshot” of the scheme's capital position at a particular point in time.
It shows how the resources of the HMIS (what it possesses, or ifs “assets’) were used. It also
shows the origin of ifs resources, or its “liabilities”.

Assets are listed in order of liquidity starting with the most liquid assets. Liabilities are listed
according to due date with the shortest-term liabilities at the top and the longest-term liabilities
at the bottom.

Table 2. Simplified balance sheet (at the end of the accounting period)
See Volume 2, page 5

Account | Reference number
ASSETS
Cash and due from banks 1
Accruals and prepayments 2
Short-term investments in market instruments 3
Long-term investments 4
Fixed assets 5
Intangible fixed assets 6
Total ASSETS 7
LIABILITIES
Claims and other actuarial liabilities
Incurred But Not Reported Reserves (IBNR) 8
Reported But Not Paid Reserves (RBNP) 9
Unearned Premium Reserve (UPR) 10
Actuarial liabilities 1
Short-term liabilities 12
Long-term liabilities 13
Total 14
Equity 15
Paid-in equity from shareholders 16
Grant funds 17
Retained earnings 18
Total LIABILITIES 19
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5.2.1 Assets

Assets may be divided info several categories:

Cash and due from banks (1). Refers to currently available assefs, and includes such
items as cash on hand, sight deposits, checking accounts and other instruments that pay
little or no interest.

Accruals and prepayments (2). At the end of the accounting period, only income and
expenses relafing fo the current accounting period are included in the income statement.
However, capturing data in real time creates timing problems. For example, an HMIS
may record in one accounting period income that relates to the following period, making
it necessary to sort (or adjust) income and expenses. In practice, income and expenses
that do not correspond fo the current accounting period are not delefed, but their effect
on net income is neutralized by placing them in the “accruals and prepayments” account.
This procedure is particularly important for recording premiums and liabilities to service
providers (see Volume 2).

Short-term investments in market instruments (3). These refer to inferest-bearing
deposits and investments in financial instruments, the main purpose of which is to provide
liquidity.

Long-term investments (4). Refers to stock in other enterprises, or other long-ferm, illiquid
assets that yield returns.

Fixed assets (5). Refers to items that have a resale value, such as land, buildings, furniture,
equipment, and vehicles. Such items are recorded net of accumulated depreciation.

Intangible fixed assets (6). These refer to non-physical items that make an economic
contribution to the scheme. Examples include set-up costs, lease premiums, patents and
commercial funds.

5.2.2 Liabilities

Liabilities may be divided into several categories:

Claims and other actuarial liabilities:

— Incurred But Not Reported Reserves (IBNR) (8). Refers to a scheme's outstanding
claims liability ot the end of the accounting period. These are usually estimated by
analysing claims reimbursement patterns.

— Reported But Not Paid Reserves (RBNP) (9). Refers to the portion of expenses that
are attributable to the next accounting period.

— Unearned Premium Reserve (UPR) (10). Refers fo the portion of premiums that are
attributable to the next accounting period.

— Actuarial liabilities (11). If an HMIS pays long-ferm benefits in respect of any portion
of the benefits package, it must obtain the services of an actuary to establish a reserve
that reflects the value of the long-term benefit. Lef us say, for example, that an HMIS
provides free coverage to members over the age of 70 who have paid premiums for at
least 20 years. The actuarial reserve would reflect the value of the benefit to members
over age /0 currently receiving the benefit, as well as the value of the benefit to members
under age 70, who will be eligible to receive it in the future.

Short-term liabilities (12). Refers to accounts payable and to accrued interest to be paid
on loans, deposits, efc.

Long-term liabilities (13). Refers to such liabilities as property mortgages.



VOLUME 1 PART I. DEFINITIONS, BASIC CONCEPTS, REQUIRED CAPACITIES AND KEY INDICATORS 23

® Equity (15):

— Paid-in equity (16). Refers to the amounts members confribute to share capital, invest-
ments in the HMIS made by the responsible organization, efc. Decisions regarding this
category are made at the start of operations.

— Grant funds (17). Refers fo grants made to the HMIS on an occasional basis.

— Retained earnings (losses) (18). Refers to the accumulation of netincome (or losses)
from the datfe of the scheme's inception to that of the accounting report.

5.3 Cash flow monitoring

One important step in financial management is the ability to project cash income and
expenses. This differs from preparing an income statement in that it takes info account such
items as depreciation, capiftal purchases, and the actual timing of cash inflows and outflows.
Cash flow monitoring:

® Ensures that resources are available when needed (assetliability matching);

® Enables the HMIS to optimize its investment returns.

The HMIS must be able to project the expected cash income and expenses for the next
accounting period, and for future periods, if potential liabilities extend beyond one year.
This concept will be developed further in Part 1.

Summary of required capacities and key indicators of a viable HMIS

This section goes beyond concepts and definitions to provide an executive summary of the
required capacities and key indicators of a viable HMIS. It also provides a quick overview
of the HMIS. These concepts will be developed and additional indicators will be provided
in subsequent sections of the Guide.

A health microinsurance scheme is sef up fo achieve two main objectives: fo provide finan-
cial protection against illness-related expenses and to improve access to health care services.
The benefits it provides should correspond to members’ needs. In order to achieve this, HMIS
managers must possess cerfain specific skills and knowledge. These are summarized below.
Certain management skills are required for “actively” using the monitoring tools described.
Moreover, using these tools must help managers to understand the scheme's progress and focus
on priorities for improvement. It is not enough merely to produce reporfs; rather, reports must
actively be used to achieve the goals of the HMIS. If such reports are found to be inadequate
in terms of allowing for a clear understanding of the HMIS, others should be developed. The
basic functions outlined in the Guide nevertheless remain applicable.

The following table lists the capacities expected of an HMIS according to major func-
tions and indicates the part of the Guide in which those subjects will be discussed at greater
length.
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Table 3. Capacities required of a viable HMIS

Capacity Description
Distribution ® Information concerning benefits, filing claims, renewing membership and
and other instructions are clearly communicated to members.

communication

® Clear messages are used fo encourage enrolment in the scheme.
® Analyses are conducted to assess client satisfaction and needs.
® Approaches are renewed on an ongoing basis.

® Targets are set for enrolment in the scheme.

©® The renewal rate is monitored.

Part Il, sections 1.1 and 1.2; Part Ill, section 1.1

Membership
monitoring and
management

© A membership database is developed for members and dependents that
includes a history of coverage, premiums, and claims for each member.
Claims history includes claims causes, coded in International Claims
Diagnostics Code format, breakdown of charges by benefit category, and
transaction details.

© Reports include claims, premiums, membership status, etc., broken down by a
variety of parameters.

© Analyses of results focus on understanding how to achieve efficiency and
sustainability.

Part I, sections 2.1 and 2.2; Part lll, sections 1 and 3

Premiums
collection

Premiums are collected in an efficient manner so as to encourage enrolment in
the scheme.

Part I, sections 1.1 and 1.2; Part lll, sections 1 and 3; Part V, section 2

Claims
processing

and health care
providers

® The HMIS is able to produce reports that will allow for the detection of
patterns in claims experience and claims management.

® Prevention and health education gives priority to emerging diseases that are
treated.

® Treatment protocols are developed, followed and reviewed to maintain cost
effectiveness.

® Periodic audits of service providers are carried out to ensure that providers
are meeting expectations, in terms of complying with contracts, treatment
protocols, efc.

® Surveys are conducted to measure client satisfaction.

Part Il, section 1; Part I, sections 1 and 3; Part V, sections 1 and 3

Management
procedures

© Plans are developed and focussed on improving results. This Guide or similar
tools are used to actively monitor progress.

© Managers produce and adhere to operational plans and budgets, which, in
turn are based on the scheme’s five-year business plan.

© Human resource, training, investment and service policies are followed.

® Internal and external audits and actuarial reviews are conducted
periodically.

Part I, sections 1 and 2; Part IV, sections 1 and 2
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Capacity

Description

Quality of the

risk portfolio

® Information pertaining to claims experience is retrieved from HMIS and/or
industry databases and analysed.

® This information is used to guide management decisions.
® Member satisfaction is measured and taken into account in revising benefits.

Part lll, section 2

Financial The scheme is able to produce the following for a specified time period,
statements measuring all costs:

@ Income statement

© Balance sheet

© Cash flow statement

Part I, section 5; Part ll, section 2; Part lll, section 4
Cash flow ® There is strict adherence to an investment policy.
and .inv.esfment ® The investment portfolio is constantly monitored to ensure that maturities and
monitoring investment income match the scheme’s liability outflows. This requires cash

flow projections and portfolio reshuffling in order to match liabilities.
® Investments are diversified.

Part ll, section 3; Part lll, section 4.1.4

The Guide provides a detailed set of indicators that should be used by managers of health

microinsurance schemes. These can be summarized in order fo provide an overview of the

HMIS. Table 4 lists key indicators and includes a description and a benchmark. Included

under the description, in italics, is an interpretation of the indicator and the title of the indicator,

which will be described in subsequent sections of the Guide.
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Table 4. Key indicators of a sustainable HMIS
Indicator Description Benchmark

Administrative viability

Overall quality
of monitoring

The HMIS must have established administrative

procedures to monitor all aspects of its operations.

The ability to monitor various aspects of the HMIS
is essential to managing the scheme.

Indicator T.9

Increasing over
the years to reach
100%

Functional viability

Renewal rate

The number of members renewing membership in
the current period as a percentage of the cohort
of members covered in the previous period. Care
should be taken to ensure that this percentage is
measured accurately.

High renewal rates indicate that members value
service, are committed to financing their health
care needs, find the premiums affordable and
consider the services provided to be acceptable.

Indicator M.2

80%

Financial viability

expense ratio™

discussed in the Guide). Total operating expenses
divided by earned premium results in the expense
ratio (F.4.1).

A low expense ratio will deliver greater value to
clients, which should increase membership and
renewal rates. A high expense ratio will require a
greater sales effort to maintain the current client
base.

Indicator F.4.1

Quick ratio The HMIS must maintain sufficient liquidity. Greater than 1
The quick ratio measures the scheme’s ability to
meet short-term cash flow needs.
Indicator F.1

Operating All operating expenses should be measured (as Lower than 20%

of premium

Claims ratio

Refers to the ratio of claims paid to earned
premium.

If the level of coverage an HMIS provides is too
low, it may have difficulty retaining members.

Indicator F.5

Greater than 75%

Investment
concentration ratio

Investments of HMIS funds should be diversified.

llliquid or poor asset diversification can lead to
bankruptcy.

Indicator F.7

No more than 10%
of scheme assets
held with any one
institution
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Indicator

Description

Benchmark

Economic viability

Net income

Net income should be determined after deducting
all administrative expenses. Only permanent
income from grants and/or subsidies is added to
net income. An HMIS may start with a loss in the
first year, but this situation should diminish over
time.

A break-even net income is an indication of
sustainability. The organization should strive for
efficiency and for effective management.

Income statement, line Z

Break-even or
a slightly positive
net income

Institutional viability

Human resources /
Net investment
in training

Capacity-building of staff is a qualitative
measurement; it should be based on assessing
staff requirements and providing training to
improve skills.

An organization that continually improves the skills
of its staff will be more effective.

Indicator H.2

More than 3% of
operating expenses
used for training

Effectiveness

Utilization rate

Refers to the number of times HMIS beneficiaries
use a particular service in relation to the total
number of beneficiaries.

Indicator E.1

Rate should increase
over the years

Penetration rate

Refers to the percentage of the target population
covered by the scheme.

This indicator is used to measure the scheme’s
effectiveness in reaching the target population.

Indicator M.5

80%-100%

Impact

Impoverishment rate

Refers to the percentage of patients who were
impoverished (or had experienced a catastrophic
health expenditure) at the time of enrolment in the
scheme.

Part V, sections 3.1.5

Decreasing
over the years

Population
coverage rate

Refers to the percentage of the total population to
whom the HMIS provides services.

This indicator is useful for measuring the real
weight of the HMIS in its area of operations and
the scheme’s effectiveness in reaching as many
people as possible.

Indicator 1.3

Increasing
over the years

expenses thus consist of the operational expenses related to insurance activities.

* This assumes a standard HMIS in which claims are defined as fees paid to health providers, and in which
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Part Il.

Monitoring tools and procedures

As in any enterprise, the managers of an HMIS must constantly assess the operation of their
organization and ensure the availability of the information they need for decision-making.
This requires an appropriate monitoring system, consisting of a series of tools and proced-
ures, otherwise known as a management information system (MIS). Part Il will describe the
management information system used fo carry out:

® Distribution, communication and member satisfaction monitoring;
® Administrative and technical monitoring;

® Budget, cash flow and investment monitoring.

Priority is given fo these three aspects of monitoring since they are used directly in the evalu-
afion presented in Parts IIl and V. This linkage of the various parts of the Guide has meant
including in the evaluation parts cerfain tools that are used for both monitoring and evaluation
(certain financial ratios, for example). Accounts monitoring is not presented as such. Account-
ing procedures rely on continuous infernal controls, which serve to check entries and amountfs
paid and received. These controls are thus a matter for the accounts department and are not
included in the monitoring process described in this Guide. From the accounting standpoint,
monitoring is simply a matter of ensuring compliance with accounting procedures. That is an
imporfant function, but does not warrant special freatment in this Guide.

Part Il is aimed primarily af HMIS managers. Support agencies and evaluators will no
doubt also be interested in the descriptions of the monitoring tools and procedures provided
in the Guide, which are used in conducting an evaluation.

1. Distribution, communication
and member satisfaction monitoring

Among the primary tasks involved in setting up an HMIS are to ensure that new and prospec-
tive members are informed of the insurance benefits offered, committed to joining the plan on
an ongoing basis and understand how fo access benefits. An insurance plan offers infangible
advantages in that it promises future benefits in the event of certain confingencies, provided
that premiums are paid in advance. It is therefore important o establish effective communica-
tion and distribution methods to enrol and retain members.

1.1 Distribution monitoring

Several aspects relating to the scheme's distribution system should be monitored to ensure that
the HMIS is reaching ifs target population. An effective system will ensure that the characteris-
fics of the scheme and the benefit plans it offers are clearly communicated. The specific way
in which this is carried out will depend on each organization and whether participation in the
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HMIS is voluntary * or automatic / compulsory.'” In all cases, the HMIS should set targets and
monitor the progress made in reaching its farget population.
Monitoring should be carried out in order to:

® Ensure that promoters (i.e. persons representing the HMIS and charged with enrolling new
members) have been sufficiently trained to understand the HMIS and to develop their
communication and selling skills;

Periodically measure the effectiveness of each insurance promoter;
Measure the tumnover of insurance promoters;
Review incentive compensation for promoters who reach esfablished objectives;

Review the messages used to promote and sell the plan;

Review the tools used to aid insurance promoters, such as street plays, songs, pictorial
descriptions, efc.

The overall goal is a cost-effective distribution system. Part lll, section 3 and Part V, section 2
will discuss the important role the disfribution system can play in contributing to the efficient
collection of premiums. Included among the key objectives are measuring the renewal rate and
measuring the percentage of the target population reached (penetration rate). The renewal
rate measures the number of members who maintain their coverage from one year to the next.
The penetration rate measures the success of the HMIS in reaching ifs target population.

Tables 3 and 4 in Part | can be used to measure the extent to which overall distribution
objectives have been met. In addition, the productivity of each promoter should be reviewed
by measuring:

® The number of active members for each promoter;

® The percentage of insurance promoters who continue to service the HMIS scheme affer
one year,

® The percentage of members who renew for each promoter.

If the HMIS is not reaching its designated target population, it may have to review the deliv-
ery of ifs messages, the aids used by insurance promoters (street plays, benefit descriptions),
whether benefits are meeting members’ needs, whether adequate services are being provided,
whether the premium is too high, etc. A low number of members for each promoter may indi-
cate a need for further fraining, a change in compensation, or some other type of action.

The overall distribution productivity should be measured by calculating the total expenditure
for distribution activiies as a percentage of earned premiums.

Example. In Indig, the VimoSEWA HMIS reviews the performance of its insurance
promoters (aagewans) once a year. The first review indicated the need fo train the aage-
wans to communicate better the terms of the benefit plan, information about excluded bene-
fits and how to obtain services. In addition, it was found that some aagewans had over
1,000 members, highlighting the need to improve the skills of the other aagewans in commu-
nicating information conceming the benefit plan.

? In a voluntary system, the insurance promoters selected should be trusted persons with the skills needed
fo mofivate people to join the HMIS.

"9 In an automatic/compulsory scheme, a programme should be set up to clearly describe HMIS benefits
and claims processing. Members are often unaware of certain of the benefits to which they are entitled.
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1.2 Communication monitoring

Efforts to improve understanding of the benefit plan will enhance the attractiveness of the
scheme, help avoid problems and, in some cases, will help members to avoid spending money
on services they do not need.

There is no standard communication monitoring tool. However, HMIS managers may
wish to check whether their communication policy is being correctly applied by answering the
following questions:

® How often are members informed of benefits?
® What form of communication is used?

® |s communication carried out in the local language? Is it oral or written? If written, are
pictorial aids used for illiterate persons?

Are benefits and exclusions explained clearly?

Are efforts made fo promote arrangements according to which members receive benefit
payments in their communities?

When a claim is denied, is this information clearly communicated?

What percentage of claims is denied?

What activities are undertaken in the area of health education and promotion?
Are members educated regarding the appropriate utilization of health services?
What are the principal means used to enrol members?

Is social solidarity a key message?

Are illustrations provided concerning the value of the scheme?

Are messages aimed at both women and men?

How often are methods and messages renewed?

An effective and ongoing communication effort on the part of the HMIS will, over time, result
in a higher level of participation in the scheme on the part of the community, and hence,
contribute to its viability.

If expected participation is below the targefed level, the answers to the above questions
should lead to further action.

1.3 Member satisfaction monitoring

Periodic reviews should be undertaken to ensure that benefits are meeting the needs of
members. Many health microinsurance schemes esfablish benefits based on initial surveys of
members’ needs and ability o pay. Once the HMIS is operational, this information should be
reviewed so that it can be faken into account when benefit plans are revised. Such a review
also provides an excellent opportunity to measure member safisfaction and to understand
complaints. There are several ways to do this, including insured/potential customer surveys,
inferviews with patients, and focus group discussions with insured persons. Health microinsur-
ance schemes should be able to change cerfain aspects of their benefit plans based on this
type of monitoring.
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2. Administrative and technical monitoring

In addition to monitoring their distribution and communication systems, managers must carry
out regular administrative and technical monitoring, primarily for the following purposes:

® To know, af any point in fime, the name, address and number of members and
beneficiaries;

® To collect premiums due;

® To be able fo perform the necessary checks concerning beneficiaries' entilement to claims
reimbursement and /or payment of health care providers’ invoices;

® To pay claims fo beneficiaries and/or to pay health care providers;

® To monitor the risk portfolio.

The last point requires some explanation. One of the characteristics of insurance is that the cost
of a particular insurance product cannot be known precisely in advance. It depends, in particu-
lar, on the occurrence of unforeseeable events (illness, in this case) whose frequency can only
be esfimated. It also depends on frends in the cost of claims and the management of health
insurance-related risks (for example, the risk that providers will over-prescribe treatments).

Risk portfolio monitoring involves keeping track of changes in the various components
that make up the cost of the insurance product. This track-keeping is necessary to anficipate
or correct dysfunctions arising from insurance-related risks, such as adverse selection, over-
consumption (moral hazard) and over-prescription. It also makes it possible for the HMIS to
review ' premium levels as a function of changes in the average cost of claims and benefi-
ciaries' risk frequency.

The aim of this section is fo describe the main tools used in administrative and technical
monitoring, as well as the activities it entails. The approach taken will describe:

® Management information systems and the documents used in performing administrative
and technical monitoring;

® Monitoring the insurance management functions.

2.1 Management information systems and the documents
used in performing administrative and technical monitoring

The management information systems (MISs) used by health microinsurance schemes and the
tools they comprise vary widely. The tools described in this section are those most commonly
employed.

Managers should set up an MIS that is suited to the characteristics of their scheme, rather
than simply reproduce the fools presented below, which are provided for the purposes of
illustration. However, they must ensure that all the information they need to carry out effective
moniforing and thorough evaluation has, in fact, been incorporated into the tools they develop.
An MIS can be either manual or computerized, and should enable the scheme to meet the
objectives of sustainability and efficiency.

"' This Guide is not infended to provide methods of calculating premiums, which relates more to health insur-
ance management than to monitoring. For more detailed information on these calculations, see ILO-STEP: Health
Micro-Insurance Schemes: Feasibility Study Guide. Volume 1: Procedures; Volume 2: Tools (Geneva) 2005.
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2.1.1 Insurance ceriificate

The insurance certificate is the member's proof that he or she is covered by the scheme. In
a reimbursement system, members are issued a certificate and are given a brief explanation
of the benefits offered by the scheme when they subscribe. The certificate contains personal
information such as family name, given names, age, address, etc., as well as information
concerning the services offered by the HMIS, i.e. benefits, period of coverage, etc.

2.1.2 Membership card

The membership card is the beneficiary’s “passport” and certifies that he or she is entitled to
the services of the HMIS. The membership card may take various forms:

® ndividual card (one for each beneficiary). Contains information (identification number,
family name, given names, age, address, efc.) that allows the beneficiary to be identified
accurately. Individual cards usually contain a record of premium payments (including the
stamp and date of payment).

® Family membership card. In addition to containing information on the member, the family
membership card also contains information on each dependent (spouse, children, efc.).

Other types of membership cards exist. For example, a group may replace individual member-
ship cards with a group membership card. Each patient (or his or her family] must withdraw
the group card before obtaining freatment. The card must be accompanied by a guarantee
letter to the health care provider containing information on the patient (family name, given
names, age, sex, efc..

In some health microinsurance schemes, the membership card also serves as a health
record. In such cases, it contains several blank pages that health care providers can use to
record health services and prescriptions. This method is useful for monitoring; however, it is
unethical because it fails to protect the confidentiality of medical information. Itis better to keep
the two types of information in separate documents.

Example. In Bangladesh, the BRAC scheme provides new members with a card listing
all beneficiaries covered (including a stamp next to the name of the last beneficiary in
order to avoid fraud). The card leaves a space to note the names of persons who have
been treated. BRAC also maintains a register with the names of all insured persons and
dependents, as well as a claims register that is sufficiently defailed to track claims. The
system is entirely paper-based.

2.1.3 Insured and premium file

The insured and premium file is an administrative management and monitoring fool kept by the
HMIS. It is used to record transactions concerning each member and his or her dependents,
thereby allowing for individual monitoring. The insured and premium file confains:

® Information from the insurance certificate and,/or membership card, usually including a
personalized identification number for each insured person;

Amounts of premiums due and membership fees, if any (with due dates);
Amounts of premiums received and membership fees collected (with dates of payment);
Amounts outstanding;

Lists of supporting documents;

Starting and ending dates of coverage.
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The insured and premium file must be updated regularly.

Some health microinsurance schemes do not maintain such records, in which case the
relevant information is recorded (in whole or in part) in the insured, premium and membership
fee register.

2.1.4 Insured, premium and membership fee register

The insured, premium and membership fee register is an administrative management and
monitoring fool that provides an overview of membership, premiums and membership fees (if
applicable).

The information contained in the register must also allow managers to prepare regular
reports on:

® The number of beneficiaries (members and dependents);

® The number of new members and lapses during a given period;
® Unpoaid premiums and membership fees;
[ ]

Renewals.

Some schemes use a double register: one pertaining to membership (number of beneficiaries,
characteristics, efc.) and the other fo the payment of premiums and membership fees. The latter
is also called a “premium file”.

2.1.5 Guarantee letter

The guarantee letter, or authorization of coverage, is a document used by health microinsur-
ance schemes to check benefit enfitlement before beneficiaries receive treatment.

The guarantee letter contains information regarding the patient that authorizes the provider
fo dispense treatment in accordance with the terms of the contract concluded with the HMIS.
Guarantee letters are generally pre-printed and bound in a counterfoil book kept by the
HMIS.

The beneficiary must go in person to the HMIS in order fo obtain a guarantee lefter. He
or she must then show the guarantee letter o the provider in order to receive treatment. The
guarantee letter is usually attached fo the treatment certificate or to the invoice issued by the
provider.

2.1.6 Treatment certificate

The treatment certificate, or freatment voucher, is a document issued by the health care
provider to the patient, certifying that the lafter has been treated, and indicating the amount
paid in order fo be reimbursed by the HMIS. The patient is usually issued this cerfificate when
leaving the medical facility - on the same day for minor risks, and at a later date for major
risks. However, the freatment certificate is issued only affer the patient has made his or her
co-payment (see Part lll, section 2).

The treatment certificate usually contains the following information: name of health care
provider, name of HMIS, information from membership card {identification number, name of
member, name of dependent(s), efc.), freatment administered fo patient, amount invoiced to
HMIS, date of freatment (or hospitalization), amount of co-payment paid by patient, signature
of health care provider and patient (or, if required, patient’s thumb print).
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2.1.7 Health care provider's invoice

Invoices are issued by health care providers at intervals - usually monthly or quarterly -
agreed upon jointly with the HMIS. The invoice lists the services provided fo beneficiaries
during the period in question.

The hedalth care provider's invoice usually contains the following information: name of
provider, name of HMIS, period covered by the invoice, defails relating to items invoiced
(i.e. beneficiary identification number; date of admission, discharge or appointment; amount
invoiced; efc.), date of invoice issued, and - depending on the terms of the contract concluded
with the HMIS - date on which payment is due.

Upon receipt of the invoice, scheme managers will use the information contained in it to
check benefit entitlement, verify that the services provided match the treatment certificates
(when these are used), record the consumption of benefits and carry out the corresponding
monitoring functions, and check that freatment fees are consistent with fees agreed upon by
the health provider and the HMIS (in the case of a confractual arrangement).

2.1.8 Claims register

The claims register (or claims monitoring register, claims forms, or “claims paid”) is o docu-
ment that records all claims paid according to category of treatment. It is prepared from
claims submissions (or from health care providers’ invoices and treatment certificates after
beneficiaries’ entitlements have been checked|. It may also be used to register claims
denied by the HMIS. If denied claims are not recorded in the claims register, they should
be recorded elsewhere in order to allow managers to carry out the appropriate monitor-
ing fasks.

The claims register is an essential monitoring fool because it indicates precisely the services
consumed by beneficiaries and the claims expense relating to those services.

Example. In Indig, the VimoSEWA scheme records all submitted claims, regardless of
whether the latter were reimbursed or denied. The record of denied claims is used o improve
the scheme’s communication of information conceming covered benefits.

2.2 Monitoring of insurance management functions

The management tools and supporting documents described in the previous section are useful
for carrying out efficient administrative and technical monitoring. Additional tools may also
be needed. The tools and monitoring activities presented below concern the following four
insurance management functions:

® FEstablishment and monitoring of the insurance contract or certificate;
® Premium collection;

® Claims processing;
°

Risk portfolio monitoring.
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2.2.1 Establishment and monitoring of the insurance contract '’ or certificate

The establishment of the insurance contract or certificate includes all the activities involved
in establishing/formalizing the relationship between the HMIS and the member. These
include:

® FEnrolment of members (recording them in insured registers and files with a personalized 1D
number for each member);

Renewal of the contract (if applicable);
Application of the premium scale;

Issuance and signature of the confract;

Preparation of the insurance certificate or receipt, or of the membership card.

The required information is produced and processed on the basis of the insurance cerfificate
(or membership card), the insured and premium file and the insured, premium and member-
ship fee register.

By using these tools, managers should be able at any time to ascertain:

Identity and number of beneficiaries (members and dependents);
Periods of coverage of beneficiaries;

Members in arrears with their premiums;

Members temporarily or permanently excluded from coverage.

If managers do not have the appropriate tools, they must at least regularly draw up a member-
ship list containing the above-mentioned information.

In order to evaluate the trend of enrolment, managers should also have reliable information
concerning the target population, since the number of beneficiaries is closely related to the
size and characteristics of the target population.

Managers may wish fo create an additional monitoring tool along the lines of Table 5
below and occasionally monitor the information it confains (af least every three to five years).
Table 5 describes:

® The size and density of the population of the scheme’s area of operations and that of ifs
farget population. This information is very useful for analysing the viability of the HMIS.
There is, in fact, a link between the number of members (a function of the size and char-
acteristics of the target population) and the viability of an HMIS.

® Income levels of the population of the scheme’s area of operations and that of its target
population. This information makes it possible to estimate the ability to pay of the target
population and the attraction the HMIS holds for it. In principle, this information should be
supplemented by data concerning the average share of household budget allocated to

health.

® The average number of beneficiaries per household. This information is important for
identifying the various categories of HMIS beneficiaries and the most suitable form of
membership.

"7 Even though the contract is not formalized in a mutual organization, the approach described here may
nevertheless be applied in much the same way.
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Table 5. Socio-demographic characteristics of the population
of the area of operations and the target population See Volume 2, page 9

| Data | Reference year |Source of data

Population of the area of operations of the HMIS
1. Size (X)
2. Density (Y)

3. Average annual (total or net) income

Target population of the HMIS
4. Size (P)

5. Size as a percentage of the population
of the area of operations

6. Average number of members per household

7. Average annual income of the target population

Managers should revise this table whenever they have access to updated information. (It is
not the responsibility of the HMIS to produce these data.) In addition to this basic information,
managers and evaluators could also collect other types of information, such as the average
age of the population of the area of operations and of the target population, the size of the
population according fo age group, efc. Such data are required for carrying out actuarial
analyses.

The monitoring of the insurance contract or certificate is carried out for annually contrib-
uting members, using the address listed on the insured file / register fo contact members about
renewing their contract when the latter is due to expire. A list, drawn up by insurance provider,
should be prepared at the end of each month with the names and addresses of members
whose contracts are up for renewal. The percentage of members who renew should be
recorded each month.

When members pay premiums on a monthly basis (or more frequently than once a year), a
similar list may be drawn up for members who have been delinquent in their premium payments
for more than two months (or other period chosen by the HMIS).

The purpose of the renewal monitoring sheet is to ensure that a high percentage of members
prolong their membership in the HMIS. A low renewal rate should result in changes to the
HMIS aimed at better accommodating members’ needs and willingness to pay.

Table 6. Renewal monitoring sheet See Volume 2, page 12
Name of insurance promoter Renewal list at (month, year)
Identification number Address End date Renewed Date
and name of member of contract renewed
ID | Member A Address A Yes
ID | Member B Address B No
ID | Member Z Address Z Yes
Total number of renewals
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2.2.2 Premium collection

The next function of insurance management to be considered is the collection of premiums and
membership fees (if applicable). It is possible for @ member to have joined and been enrolled
without having fully paid his or her premiums. This is often the case when premiums are paid
on a monthly basis (often involving payment delays), when members have the option to pay
in instalments, or in cases in which joining an HMIS requires paying membership fees and
premiums at different times. The activities involved in premium collection include:

® Collection of amounts due;

® Monitoring of amounts paid in instalments;
® Debt collection:
o

Recording and issuing of supporting documents (receipts, etc.).

The necessary information is collected and organized with the help of the insured, premium
and membership fee register, insured and premium files (if applicable) and supporting docu-
menfs (invoices, receipts, efc.).

If an HMIS has agreed to assume responsibility for the health expenses of beneficiaries,
managers must know the precise number of persons entitled to benefits and their characteristics.
As indicated previously, this requires distinguishing between the number of members enrolled
and the number of “contributing members’, i.e. those who have paid their premiums.

An additional monitoring tool - the beneficiaries monitoring sheef - must be developed.
The purpose of this sheet (see Table /) is to enable managers to analyse:

® Trends in the number of beneficiaries, broken down by category and type of
membership;

® The level of renewals. If records reveal that many members do not renew their coverage,
managers must attempt to understand the reasons for this and take corrective measures;

® Other irregularities, particularly with regard to the average number of beneficiaries per
contributing member.

The model sheet shows monitoring that is conducted on a monthly basis. The frequency should
be adapted to the situation and characteristics of the HMIS:

® |n health microinsurance schemes in which the enrolment period is not time-bound (those
with an open enrolment period) and in which premiums are paid in instalments, monthly
monitoring is advisable.

® In health microinsurance schemes in which the enrolment period is time-bound (schemes
with a closed enrolment period) and premiums are paid in a single payment, monitoring
may be carried out less frequently. It is nevertheless still necessary, given that the number
of beneficiaries may change during the course of the year (deaths, births, lapses, efc.).

The sheet may be maintained manually on the basis of the insured register or files. It should
emphasize that for schemes with an open enrolment period, keeping track of the number of
members will be greatly facilitated by the use of a computerized system.

The model sheet presented on the opposite page may be used to perform monthly monitor-
ing of the number of beneficiaries over three years. The annual averages produced will allow
for comparisons from one year fo the next.
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2.2.3. Claims processing

The next insurance management function subject to administrative moniforing is the processing
of claims {reimbursement of members and,/or payment of health care providers). In either case,
payment has to be made promptly. Poor service will result in a greater number of lapses or in
non-cooperation on the part of health care providers. Depending on the scheme's procedures
and type of arrangement with members and health providers, good claims management
requires that several of the following activities be carried out by the HMIS:

® Verification of entitlement to benefits;

® Issuance of guarantee letters (when applicable);

® Checking health care providers' invoices (third-party payment / cashless mechanism);
([

Ordering of reimbursement and/or payment, and payment execution.

One of the activities of claims management must be carried out by the health care provider.
This is the issuance of freatment certificates or invoices, depending on whether the HMIS
reimburses members or pays providers directly.

In processing claims, information is collected and processed with the help of several of
the following tools, as applicable:

®  Membership cards;
® |nsurance certificates;

® |Insured files and/or insured, premium and membership fee register, or, in some cases, a
list of beneficiaries entitled to benefit (or excluded from benefit):

Health care providers' invoices;
Guarantee letters;
Treatment certificates;

Fee schedules on which health care providers' invoices are based;

Claims registers.

Additional information concerning a number of activities related to claims processing is
provided below.

(a) Verification of entitlement to benefits and issuance
of guarantee letters (if applicable)

Members' claims for reimbursement and/or the payment of providers must be checked at

two levels:

® By the HMIS. The act of regularly updating the insured register and/or files provides an
opportunity to withdraw expired membership cards. The activities to be carried out are:
— Updating of insured files or register;
— Regular withdrawal of expired membership cards or insurance certificates (if applicable);

— Regular preparation, if necessary, of a list of beneficiaries entitled to benefits (or a list
of beneficiaries excluded from benefits).

As part of the checks performed prior o the delivery of treatment, members are required to
go to the HMIS before visiting one of the health care providers. The HMIS must check that:

— The patient’s name appears on the insured file or register;

— The member is up-to-date with his or her premium payments.
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If these two conditions have been met,"* the HMIS will issue a guarantee letter and, in
some cases, direct the person to the appropriate health care provider.

® By the health care provider. The check is performed on the basis of membership cards,
guarantee letters or, failing these, a list of beneficiaries entitled to benefits (or a list of those
excluded from entillement to benefits). It is in the interest of the health care provider to
perform this check if payment of its invoices by the HMIS is contingent upon it.

(b) Checking health care providers” invoices

The second type of activity fo be carried out by managers in monitoring claims is checking
health care providers' invoices. Such checks may be carried out in a variety of ways:

® Health care providers' invoices, with details of care, are compared with treatment cerfifi-
cates issued fo beneficiaries (if applicable);

® Fee schedules used to prepare health care providers' invoices are checked.

These activities must be complemented by a rigorous administrative filing system. This is essen-
tial to prevent abuses by health care providers that could lead to escalating costs. Such checks
are greatly facilitated by the use of pre-printed forms; in particular, freatment certificates,
standardized invoices, efc.

(c) Ordering of reimbursement and/or payment, and payment execution

After verifying entilement to benefits and checking health care providers' invoices, managers must:

® Authorize the payment of providers and/or the reimbursement of health expenses to
members, if services provided match defined benefis;

® FExecute payment and/or reimbursement;

® Check that payment was made using bank statements and,/or accounting tools {supporting
documents, cash books, bank books).

2.2.4 Risk portfolio monitoring

The risk portfolio consists of all current contracts, whether in writing or otherwise. Each contract
covers one or more persons against a certain number of risks, which correspond to the health
services covered. In order fo analyse the portfolio, it is first necessary to list the various bene-
fits offered to each beneficiary, with each benefit corresponding to a particular risk. In short,
a portfolio consists of a sef of contracts, which, in turn, are composed of a set of benefits or
covered risks.

In order to monitor the risk portfolio, a suitable management information system is required.
At a minimum, managers must possess information on the number, amount, frequency and aver-
age cost of claims. To obtain this information, they must use various types of tools (or monitoring
sheets) similar to those presented below. If the portfolio is large, this monitoring can be carried
out manually using a representative sample of the portfolio. This monitoring will be carried out
using the entire portfolio, if a computerized system is available.

Monitoring sheets are fools that enable managers to follow, over time, trends relating fo
claims, as well as to detect irregularities. These irregularities often have a variety of causes, and

" In cases in which a maximum benefit [capping) applies for a given period, the HMIS must also check
that this maximum has not been reached for the person concerned.
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additional studies must be undertaken in order to identify the necessary corrective measures
(cost surveys, relationships with health care providers, etc.).
Four monitoring sheets are presented in this Guide."” These concern:

The number and amount of claims by provider;
The number and cost of claims by service category;

The average costs of claims;

Beneficiaries' risk frequency (or service utilization frequency).”

One of the objectives of risk portfolio monitoring is to ensure that all benefits offered by the
scheme are technically viable (costs and frequencies are either stable, or kept under control).
If cost slippages occur, managers should defermine the best way to take corrective measures
and, if necessary, the adjustment of premium calculations.

(a) Claims listings by provider

Managers must assemble in a claims listing for each provider, the number and cost of claims
broken down by the category of service covered. Table 8 shows the listings compiled by
the HMIS for three providers during a given year (based on monthly monitoring). In the case
of annual premium payments, a single listing can be prepared (based on yearly, instead of
monthly monitoring). The breakdown by category will depend on the services covered by the
HMIS. Managers may use the reference list of services covered (Table 16) as an example.

(b) Number and cost of claims monitoring sheet

Table @ was prepared on the basis of the above-mentioned listings and is particularly useful for
schemes that rely on monthly premium payments. It may be used to merge the data concerning
the number and amount of the various claims and to calculate their relative size.

This monitoring sheet may be prepared less frequently than the claims listing by provider;
for example, each quarter, if the claims listings (Table 8) are monthly. This monitoring sheet may
also be broken down according to health care provider.

It provides managers with an overview of the services most frequently used by beneficiaries
and those that involve the highest costs to the HMIS. Knowledge of these two components is
particularly useful for:

® Taking members’ demand (need) for services into account in modifying benefit plans;

® Setfing priorities and defining cost-reduction measures.

(c) Average claims cost monitoring sheet

This monitoring sheet (Table 10) is prepared on the basis of the claims listings presented in
Table 8 and shows the average costs of claims covered by the HMIS.
It enables managers fo:

® Verify that the average costs of the benefits used in calculating premiums are realistic
(especially for an HMIS in the start-up phase).

"t should be noted that the monitoring sheets described below are included for purposes of illustration.
HMIS managers will need to adapt their format and the frequency of the monitoring they perform to the char-
acteristics of their particular scheme (organization and structure of the HMIS, services covered).

'® For the sake of simplicity, risk frequency and service utilization frequency are not distinguished in this
Guide. For more details on these issues, see ILO-STEP: Health Micro-Insurance Schemes: Feasibility Study Guide.
Volume 1: Procedures, Volume 2: Tools (Geneva) 2005.
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® |dentify any cost slippages. HMIS managers must look for the causes of any rise in average
cosfs. They may need fo call in the services of a medical adviser, in particular fo analyse
the practices and possible abuses committed by health care providers.

This monitoring sheet is particularly useful when benefits are not invoiced at a flat rate, but on
the basis of each individual health service (see Part lll, section 2.1.2).

An increase in the average cost of a benefit does not necessarily point to the existence of
over-prescription. The increase may, for example, be due to:

® A fee increase, which the HMIS has been informed about;

® The use of more specialized diagnostic or therapeutic means (such as the purchase of an
ultrasound scanner or the opening of an intensive care unit);

® The onset of an epidemic calling for particularly costly freatments.

If cost slippages occur, it may be necessary to compare the average cost of a claim for
beneficiaries with that for non-beneficiaries to determine whether or not the slippages are
due to over-prescription.

(d) Beneficiaries risk frequency (or service utilization frequency) monitoring sheet

The claims listings (Table 8) and the beneficiaries monitoring sheet (Table 7) may be used
fo monitor the risk frequency of beneficiaries, i.e. the number of times beneficiaries use the
various services covered by the HMIS. The comparison of these figures over several periods
i.e. months, years) or with risk frequencies for the total population allow for the detection of
iregularities.

This monitoring sheet may be used to verify whether the frequencies used in the calculation
of premiums are realistic (especially for an HMIS in the start-up phase).

Itis also useful for identifying abuses committed by:

® Beneficiaries, such as abuses relafed to the risk of over-consumption and,/or adverse selec-
tion; for example, a sharp rise in the number of maternity benefits granted to beneficiaries,
or a much higher percentage than that attributable to the population as a whole;

® Health care providers. For example, providers may seek to:
— Amortize the cost of expensive new equipment;

— Transfer a patient to a higher level because of an agreed fee schedule that it finds
disadvantageous.
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3. Budget, cash flow and investment monitoring

The proper financial management of an HMIS calls for detailed forecasting and planning of
the future income, expenses and investment maturities of the HMIS. This involves preparing a
budget and a cash flow plan.

Budget, cash flow and investment monitoring is necessary fo:

® [dentify any discrepancies between income and expenses during the period;

® Make appropriate adjustments fo forecasted income and expenses in order fo ensure a
balanced budget in the future;

® To manage cash properly, i.e. to ensure that the HMIS is in a position to meet its short-ferm
expenses without keeping excess cash, as well as to optimize investment returns, while
protecting itself from asset defaults;

® To ensure a prudent investment strategy and make adjustments (if necessary) to an invest-
ment policy, or establish one if none exisfs.

Budget, cash flow and investment monitoring is particularly important in the start-up phase of
an HMIS when forecasted income and expenses are more uncertain because there is no past
experience to serve as a basis for comparison.

The approach used in this section is fo describe the recommended monitoring activities
corresponding to three management tools,'® namely the budget, the cash flow plan and the
list of investments.

3.1 Budget monitoring

The budget is the financial translation of a programme of actions. It is based on a forecast of
the income and expenses necessary fo carry out the activities of the HMIS for a given period
(usually an accounting period).

The budget must balance income and expenses. ls preparation involves making decisions
at the beginning of the period and respecting those decisions when carrying out the scheme's
operations. The budget indicates the expenditure limits the scheme must not exceed in terms
of its expected income.

Budget moniforing consists of comparing the estimates made at the beginning of the period
with the actual income and expense transactions recorded during the period. Differences
between the estimated and actual figures indicate the need to adjust the programme of activi-
fies, or, in some cases, prepare a new budget.

The recommended activities include (at a minimum):

® Preparation of the budget (generally at the beginning of the period);
® Comparison of actual income and expenses with estimates (Table 12);

® |mplementafion of corrective measures (including, if necessary, preparation of a new

budget).

The table below shows a budget monitoring sheet for one quarter.

' Itis assumed that managers are familiar with these tools. This section does not deal with their preparation,
but rather with the monitoring activities managers are recommended to carry out.
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Table 12. Budget monitoring sheet

A) Income

See Volume 2, page 24

Premiums

Subsidies/grants

Investment income

Other income

Total A

B)

Expenses

Claims expenses

Reinsurance expenses

Administrative expenses

Distribution and communication
expenses

Other expenses

Total B

Difference A-B

* MUs = monetary units

3.2 Cash flow monitoring

Managers must also monitor cash flow ' so that the HMIS is able to meet its commitments, in
particular to beneficiaries and health care providers, without having to hold excessively large

amounts of cash.

The cash flow plan {or asset-liability matching) is a table containing estimated inflows and
outflows of cash over a given period. Itis an essential tool for efficient investment management,

and enables managers fo:

® Forecast the amount of cash the HMIS needs to hold in order to meet its immediate commit-

ments af any fime;

® Avoid keeping on hand excessively large amounts of cash. Thanks to forecasts, only funds
needed for use in the short term are kept in cash. The remaining funds are invested to

generate interest, thereby increasing net income for the period.

In the event of an unforeseen cash shortage, the cash flow plan will also be very useful for the

purposes of negotiafing loans or extending payment deadlines with creditors.

The cash flow plan is prepared for a period ranging from one month to a year or longer,

as the case may be. It consists of estimated amounts and dates of cash receipts and disburse-

ments over the course of the period.

7" Cash flow monitoring is also called asset-liability matching. Most health microinsurance schemes will
project cash flows over no more than one year. If premiums can be guaranteed beyond one year, the projections

will cover the period of expected income and expenses.
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Table 13. Cash flow monitoring sheet

A) Receipts

See Volume 2, page 24

Balance brought forward from previous month

Premiums

Subsidies/grants

Investment income

Other income

Maturity of securities

Total A

B)

Disbursements

Claims paid

Reinsurance

Administration

Distribution and communication

Other

Investment in securities

Total B

Balance carried forward

* MUs = monetary units

Cash flow monitoring involves comparing the forecasted inflows and outflows of funds with

actual transactions, thereby enabling managers to make periodic adjustments to the scheme's

investment portfolio and programmes of activities. Discrepancies between cash inflows and
outflows could obligate the HMIS to take out loans not originally foreseen.

The activities recommended include (at a minimum]:

Preparation of cash flow plans;

Comparison of actual and budgeted cash receipts and disbursements (Table 13);

® Adjustment of the cash flow plan, as needed, and implementation of specific actions {loans,

investment, efc.).

The table above is an example of a cash flow monitoring sheet (for the month of January).
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3.3 Investment policy monitoring

If an HMIS has surplus funds in excess of its projected annual expenses, an investment policy
should be established. The policy should provide for the diversification of the scheme's invest-
ments and should describe the nature of allowable investments. The failure of many insurance
companies can be fraced primarily to an excessive amount of illiquid assets and overexposure
fo certain asset classes. Real estate, for example, is a very non-liquid asset - one that the
scheme may find it difficult to divest ifself of in time of need.

The scheme's investments should be monitored on a yearly basis to ensure their compliance
with the investment policy.

The tools in table 14 may be used to conduct investment policy monitoring:

Managers should compare the figures for the scheme's actual investments with their
expected distribution by asset class. They should also determine if the scheme is over-exposed
in terms of having placed too large a share of its investments with one particular institution.

Table 14. List of investments See Volume 2, page 25

Government treasury bills and bonds

List all investments

Certificates of deposit

List all investments

Real estate

List all investments

Other asset classes

List all investments

TOTAL
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3.4 Summary

The various tools and documents required for managing and monitoring an HMIS are shown

in table 15. The existence of these documents, and their use and maintenance, will enable

managers fo identify which functions are being carried out properly and which are not.

Table 15. List of management and monitoring tools

See Volume 2, page 25

List of tools

Available
yes/no

Evaluation
of tool use

Administrative and technical monitoring tools

Distribution monitoring

Communication monitoring

Insurance certificate

Membership card

Insured and premium file

Insured, premium and membership fee register

Guarantee letter (if applicable)

Treatment certificate (if applicable)

Health care providers’ invoice

Claims register

List of beneficiaries (or those excluded)

Administration / Contract filing system

Fee schedules applied by health care providers

Additional administrative and technical monitoring tools

Socio-demographic characteristics of the population of
the area of operations and the target population

Renewal monitoring sheet

Beneficiaries monitoring sheet

Claims listings by provider

Number and cost of claims monitoring sheet

Average claims cost monitoring sheet

Risk frequency monitoring sheet

Management accounting tools

Financial management tools

Budget

Cash flow plan

List of investments

Financial monitoring tools

Budget monitoring sheet

Cash flow monitoring sheet

List of investments
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Part lll.

Evaluating the viability
of the health microinsurance scheme

Part Il is aimed at individuals and organizations wishing to carry out an evaluation. They may
be insurers, support agencies, independent evaluators or HMIS managers.

Part Il contains numerous explanations. These, in turn, are complemented by the practical
indications found in Volume 2, which are aimed at facilitating the understanding and proper
utilization of the indicators presented. It should be noted, however, that evaluations call for a
higher level of knowledge and technical expertise than that required for monitoring.

Many factors influence the viability of an HMIS, and it would be too difficult to consider
them all. In order to preserve the practical and accessible nature of the Guide, only the main
factors will be considered. These factors have a direct impact on the viability of a health micro-
insurance scheme. This viability will be evaluated on four different levels:

® Administrative. Evaluation of the quality of monitoring carried out by the HMIS;

® Technical. Evaluation of the ability of the HMIS to manage insurance-related risks, such as
adverse selection, over-consumption (moral hazard) and over-prescription. This evaluation
relates to the quality of the risk portfolio;

® Functional. Evaluation of the ability of the HMIS to respect the basic insurance principle,
i.e. to provide benefits in refurn for premiums;

® financial and economic. Evaluation of the ability of the HMIS 1o rely on its income to cover
expenses over the long term.

The organization responsible for the HMIS may engage in other activities or provide other
services besides health insurance. It may provide allowances for temporary or permanent
incapacity for work, manage a hedalth facility that is open to members and non-members, or
offer a financial service aimed af enhancing members’ solvency. For this reason, it is important
to clarify that Part 1l deals exclusively with health insurance. Part IV will complete the evaluation
of the viability of the health microinsurance scheme by taking intfo account the organizational
and insfitutional framework in which such insurance operates.

Part 1l will describe a series of quantitative and qualitative indicators for each of the four
levels to be analysed. Certain sources of information used in calculating these indicators were
infroduced in Part Il (monitoring sheets and management tools). If other sources of information
are required, they will be indicated as needed.

Volume | presents the indicators in numbered boxes (T.1, T.2, G.1, G.2, 1, etc.). The meth-
ods used to calculate these indicators are described in detail in Volume 2, and are referenced
by means of the same numbers.

The fact that an indicator has a low score does not mean that the health insurance scheme
under consideration is not viable. The viability of an HMIS is evaluated over the long ferm and,
in many cases, calls for a cerfain level of aufonomy in terms of its management. Achieving such
autonomy is a process that fakes fime and is carried outin stages. The indicators presented in Part |l
have been selected fo assist HMIS managers in identifying the measures they need fo take in order
fo strengthen the financial instrument comprising the scheme and to progress fowards autonomy.

When drawing up an evaluation report intended for distribution, it is advisable to present
it with a cover sheet providing a descriptive summary of the HMIS under consideration (see
example, Annex 1). This will help readers to understand and analyse the information contained
in the evaluation report.
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1. Evaluation of administrative viability

The aim of this sectfion is fo evaluate the monitoring system sef up by the managers of an
HMIS. This evaluation will help to reveal certain management weaknesses and to measure
the administrative viability of the HMIS.

Itis suggested that evaluators assess the quality of monitoring by referring to the insurance
management functions and by examining the extent to which the main tools that correspond
to these functions have been utilized."

The initial functions to be considered are those that were dealt with in the section on moni-
foring tools and procedures, namely:

® Distribution and communication
Membership (establishment of the insurance contract);
Premium collection:

Claims processing;

Monitoring the risk portfolio.

In addition to these functions, the accounting function and the budget and cash flow manage-
ment functions will also be examined.

An evaluation of administrative viability is carried out on the basis of indicators with dual
components. The scores for different indicators are obtained by simply adding together the
various components of the indicator. It is therefore important to weight the scores obtained. For
example, a score of 4 out of 4 for an indicator does not mean that the HMIS is twice as efficient
as it would be with an indicator of 2 out of 4. The score obtained must be interpreted as a unit
of measurement, which should tend towards an optimal level, and not as an arithmetic value.

1.1 Evaluation of distribution and communication monitoring

The following indicator will serve to evaluate the way in which managers monitor this
function.

Indicator T.1. Distribution and communication
monitoring See Volume 2, page 39

Indicator T.1.1: Communication strategy

The HMIS must develop methods for informing individuals about the benefits provided by
the scheme. These may take the form of written or illustrated materials or of oral communi-
cation (such as sfreet theatre, public meetings, etc.). Such materials should contain enough
information to describe the benefits offered by the scheme, explain how to subscribe, how
fo access health services and how fo submit a claim for reimbursement (if applicable).
This indicator measures the existence and quality of the distribution and communication
tools developed by scheme managers.

'® The evaluation focuses primarily on management and monitoring tools, and does not evaluate the
management methods used by the HMIS.
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Indicator T.1. (cont) See Volume 2, page 39

Indicator T.1.2: Promoters

This indicafor measures the existence of fraining materials for insurance promoters, the
timeliness of fraining, and the way HMIS managers supervise insurance promoters (in
terms of effectiveness and turnover).

Indicator T.1.3: Member satisfaction

This indicator measures how offen the HMIS surveys members in order fo assess their
needs and concerns.

1.2 Evaluation of membership monitoring

The following indicator serves to evaluate the effectiveness of managers in monitoring
membership.

Indicator T.2. Membership monitoring See Volume 2, page 41

Indicator T.2.1: Membership management and monitoring tools

The HMIS must have the necessary fools for monitoring the scheme’s membership (insur-
ance certificates and/or insured and premium files). These tools provide the HMIS with
basic information conceming ifs beneficiaries: name of member and/or identification
number, starting and ending dates of coverage, efc. The indicator measures the existence
and quality of management and monitoring tools developed by scheme managers.

Indicator T.2.2: Use of membership management and monitoring tools

This indicator measures the scheme's use of tools relating to membership. Effective monitor-
ing in this area calls for regularly updating and retfrieving information relating, in particular,
to the number of beneficiaries entitled to coverage by the HMIS, the number of persons
temporarily or permanently excluded from coverage, and the average number of benefi-
ciaries for each confributing member.

1.3 Evaluation of premium collection monitoring

Premium collection is of particular importance to the HMIS because it constitutes the scheme’s
main source of income. Indicator T.3 may be used to evaluate the quality of premium collec-
tion monitoring.

Indicator T.3. Premium collection monitoring See Volume 2, page 42

This indicator measures the existence and quality of tools used to monitor premium collection.
In order fo carry out this monitoring, the HMIS must use specific tools (Insured and premium
file and/or Insured, premium and membership fee register) fo obtain the key information it
needs: amount of premiums due, amount of premiums received, amount of membership fees
paid, efc. The methods used fo calculate this indicator may vary, depending on whether premi-
ums are paid in a single payment or in instalments over the course of the accounting period.
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This indicator is particularly useful to be monitored when:
® |iis possible to enrol in the scheme af various times of the year;
® |tis possible to pay premiums in instalments;

® The period covered by the premium corresponds to the current accounting period.

1.4 Evaluation of claims processing

The processing of claims is an important management function because it is necessary in order
fo grant beneficiaries entiflement to benefit. Managing claims in an HMIS involves three main
activifies:

® \Verification of entitlement to benefits:
® Checking health care providers' invoices;

® Ordering of reimbursement and /or payment.

For the sake of simplicity, the evaluation presented below concerns only the verification of
benefit entiflement.

Indicator T.4. Verification of benefit entitlement See Volume 2, page 43

This indicator measures the existence of procedures to verify entilement to benefit, which
are carried out by health care providers and the HMIS. HMIS managers may find it
useful to know whether such procedures need to be strengthened.

1.5 Evaluation of risk portfolio monitoring

Risk portfolio monitoring is an important technical management operation because it serves to
identify problems and, consequently, the necessary corrective action to be taken. Two indicators
are presented below. The first indicator {T.5) may be used to evaluate whether the fools needed
for claims monitoring (i.e. claims listings) have been developed and to assess the quality of those
tools. The second indicator (T.6) evaluates the extent to which managers have developed the
analytical tools (i.e. monitoring sheets) required for regular monitoring of the risk portfolio.

Indicator T.5. Claims monitoring See Volume 2, page 44

Indicator T.5.1: Claims monitoring by service and provider

This indicator considers the existence of tools for monitoring claims and the quality of
the information they contain. It is applied in cases in which monitoring is carried out by
provider, and should be considered in conjunction with Table 8.

Indicator T.5.2: Claims management information system

This indicator is comparable fo the previous one and refers fo the existence of consoli-
dated data and tools (for all providers) concerning claims monitoring. It should be consid-
ered in conjunction with Table 9.
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Indicator T.5 is particularly important because it concerns the existence and the quality of
the scheme’s management information system relafing to the risk portfolio. Indicator T.6 deter-
mines whether monitoring of the risk portfolio has been carried out.

Indicator T.6. Risk portfolio monitoring See Volume 2, page 46

This indicator may be used to evaluate the extent to which the risk portfolio has been
monitored using the appropriate tools. It determines whether the monitoring sheets, which
indicate the frequency and average costs of claims by provider, are available and are
regularly updated.

The indicator for risk portfolio monitoring complements the indicator for claims monitoring
(Indicator T.5). It takes info account the frequency with which the risk portfolio is analysed
and data is updated.

1.6 Evaluation of accounting records monitoring

As in any enterprise, the HMIS must have an accounting system. For the purposes of this
evaluation, it is assumed that such an accounting system exists. Indicator T.7 concerns the
monitoring of accounting records.

Indicator T.7. Accounting records monitoring See Volume 2, page 47

This indicator may be used to assess the three main activities involved in monitoring
accounting records:

® Collection and sorfing of accounting information;
® Control of accounting records;

® Control of the income statement and balance sheet.

The proposed indicator may be used to evaluate whether the basic operations necessary
for maintaining accounting records have been carried out. This is a simple synthetic indicator
(with six dual indexes). It is up to the evaluator to form a more qudlitative judgement on the
accounting function and on the quality of accounts monitoring.

1.7 Evaluation of budget, cash flow and investment monitoring

Budget, cash flow and investment monitoring is an important exercise because it allows
managers to:

® Anficipate financial discrepancies;

® Formulate new income and expense projections;

® Implement corrective measures.

It is thus essential to evaluate the quality of this type of monitoring.



58 HEALTH MICROINSURANCE SCHEMES: MONITORING AND EVALUATION GUIDE [LO/STEP

Indicator T.8. Financial monitoring See Volume 2, page 48

This indicator assesses the extent to which managers have developed a system for fore-
casfing and monitoring financial flows. The development of this indicator is based on the
availability of budget, cash flow and investment monitoring fools and the regular updating
of the information they contain.

1.8 Overall evaluation of monitoring

To conclude the evaluation of monitoring by scheme managers, a summary indicator may be
used fo indicate which monitoring functions have been handled successfully and which ones
require improvement.

Indicator T9 concerns the overall quality of monitoring and is developed on the basis of the
previous indicafors. In calculating this indicator, all the monitoring functions (relating to disfribu-
fion, membership, premium collection, claims, risk portfolio, accounting records and finance)
are deemed fo be of equal importance in ensuring the administrative viability of the HMIS.

Indicator T.9. Overall quality of monitoring See Volume 2, page 49

This indicator combines all the different elements involved in evaluating the quality of
monitoring.

A low score in this indicafor should prompt HMIS evaluators and managers to consider
whether to infroduce new management and monitoring tools and procedures, or whether to
improve existing ones. As for the previous indicators, the value of this indicator must be infer-
preted as a score on a rising scale, and not as an arithmetic value.

2. Evaluation of technical viability

The evaluation of technical viability involves an analysis of the scheme's risk portfolio - in
particular, the extent to which the HMIS manages the three health insurance-related risks:

® Adverse selection:
® Overconsumption (moral hazard);

®  Over-prescription.

It is imporfant fo define the ferms used in this secfion. The term “risk” in the expression “risk
portfolio” refers to the benefits provided to members under their membership contract. In the
expression “insurance-related risks”, it refers to the potentially negative consequences of insur-
ance operations - namely, adverse selection, over-consumption (moral hazard) and over-
prescription - fo which the HMIS is exposed.

This section begins by presenting twelve key parameters that influence the quality of the
risk portfolio. Subsequently, it discusses the evaluation process ifself, based on an analysis
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of these parameters. This is crucial for both evaluators and managers. Even if the HMIS has
taken appropriate measures to limit adverse selection, over-consumption and over-prescrip-
fion, it should nevertheless be capable of checking the effectiveness of those measures. The
indicators for evaluating the management of the risk portfolio will assist managers in carrying
out this task."”

2.1 Parameters that measure the quality of the risk portfolio

The first five parameters concern the scheme’s membership conditions. Generally speaking,
these parameters measure the influence of membership conditions on the risk of adverse
selection. They include:

® Membership arrangements (forms and types) (parameter a.1);

® FEnrolment period (parameter 0.2);

® Existence of a waiting period or probationary period (parometer a.3);
[ ]

Average number of beneficiaries per confributing member and observance of basic
membership unit (parameter a.4);

® Packaging of health insurance with other types of insurance (parameter a.5).

The second type of parameter relates to claims management and may be used to judge the
ability of the HMIS to deal with over-consumption and over-prescription. The seven parameters
relating to claims management include:

® Type of health services offered (parameter b.1);

Existence of co-payments (parameter b.2);

Prior agreement or authorization of coverage (parameter b.3);
Compulsory referral (parameter b.4);

Mechanisms for payment of providers (parameter b.5);

Rationalization of benefits (parameter b.6);

Selection of providers (parameter b.7).

2.1.1 Parameters used to analyse conditions of membership

(a) Parameter a.1: Membership arrangements

Membership arrangements (forms and types) vary from one HMIS to another, and, in some
cases, within the same HMIS. The basic membership unit (see Part 1, section 2.4) may be the
individual, the family and/or a group of individuals (village, company, group, efc.). The types
of membership (see Part |, section 2.5) are voluntary, automatic and,/or compulsory.

An HMIS will be more viable if its membership arrangements do not expose it o the risk of
adverse selection. This risk will be lower if membership in the scheme involves some degree of
obligation (i.e. automatic or compulsory, as opposed to voluntary membership) and a broad
membership base (family, as opposed to individual, membership).

'? Evaluators or managers may develop additional tools, depending on the characteristics of the HMIS
under consideration.
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In some health microinsurance schemes [i.e. mutual organizations, cooperatives, unions,
efc.), membership arrangements reflect the level of solidarity desired by the members, and it is
not always possible fo change them. However, when the financial situation of an HMIS with
individual voluntary membership is in peril - partficularly as a result of a high degree of adverse
selection - consideration should be given to establishing new membership arrangements.
Members may be willing to accept changes if the viability of the HMIS is at stake.

(b) Parameter a.2: Enrolment period

The second parameter that has an influence on the risks inherent in health insurance, especially
adverse selection, is the enrolment period used by the HMIS. If each year, enrolment is possi-
ble only during a limited period (schemes with a closed enrolment period), the risk of adverse
selection is reduced. Since potential members cannot choose when to join, the risk of adverse
selection is lower than if they are able to join the scheme whenever they fall ill. Management
is also simplified: firstly, because the task of collecting premiums can be concentrated within
a shorter time period, and, secondly, because the work involved in monitoring membership
and controlling claims is less complicated. This solution has worked well in rural areas in which
membership payments have coincided with harvest time. A closed enrolment period reduces
the need to apply a waiting period. It should be noted, however, that even if the enrolment
period is closed, schemes may still use a system in which premiums are paid in instalments.

Other health microinsurance schemes allow members to join at any time of the year
(schemes with an open enrolment period), which increases the risk of adverse selection and
makes management more complicated.

The choice of enrolment period should take into account the characteristics of the target
population and the scheme’s management capacity. However, this does not change the fact
that as the length of the enrolment period increases, so does the scheme's exposure o the risk
of adverse selection.

(c) Parameter a.3: Waiting period

The waiting period, also known as the probationary period, is the period during which a new
member who has paid his or her premiums is not yet enfitled to the services of the HMIS.

The waiting period is designed to limit adverse selection and, to some extent, allow the
HMIS to establish a working capital fund during the start-up phase. This period is necessary to
prevent cerfain people joining only when they need treatment (for example, joining the scheme
in anficipation of giving birth) and withdrawing once that need has been met.

There is no standard length for the waiting period; it depends on the type of services
provided by the HMIS and the extent to which members are willing to accept it. An excessively
long waiting period may discourage the target population from joining the scheme.

The waiting period generally ranges from one month - in the case of outpatient treat-
ment - to several months - in the case of “foreseeable or programmed” benefits (such as those
relafing fo births), or high-cost benefits (such as those relating to chronic diseases).

The infroduction of a waiting period is also linked to other characteristics of the HMIS.
When the enrolment period is fime-bound and the scheme covers only unforeseeable illnesses,
there is less need for a waiting period. When membership is open (members may join at any
time during the year) and/or the scheme covers foreseeable risks (e.g. births), the absence of
a waiting period is a factor that may threaten the scheme's viability.
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(d) Parameter a.4: Average number of beneficiaries per contributing member
and observance of the basic membership unit

When membership in the scheme grants dependents entiflement to benefits, and when the
premium is not directly proportional to the number of beneficiaries, there is a risk that the
contributing member will seek to enrol as many dependents as possible. Consequently,
schemes will strengthen their viability to the extent that they limit the number of beneficiaries
for each contributing member.

Conversely, when premiums are determined on an individual basis, there is a high risk that
contributing members will make a selection among their dependents and pay premiums only for
those they consider fo have a higher risk of illness. This arangement encourages the develop-
ment of adverse selection and misrepresentation regarding the identity of beneficiaries.

The average number of beneficiaries for each contributing member is an important factor
in calculating the premium amount. An increase in this number may lead to an increase in costs,
which could justify an increase in the premium, the infroduction of measures to reduce the cover-
age of dependents, or a change in the basic membership unit (e.g. the family).

(e) Parameter a.5: Packaging of health insurance with other types of insurance

The provision of a benefits package that includes life insurance, assets insurance and other
types of insurance, in addition fo health insurance, reduces the risk of adverse selection.
Another advantage of packaged benefits is that they tend to reduce administrative and distri-
bution costs. The disadvantage is that some members may not need the additional benefits,
leading to some level of dissafisfaction.

2.1.2 Parameters for analysing claims management

The second type of parameter that influences the risk portfolio is related to claims management.
The primary obijective of claims management is o control over-consumption, over-prescription and,
fo a lesser extent, adverse selection (in particular, parameter “Types of health services offered”).

(a) Parameter b.1: Types of health services offered

The HMIS is, to a greater or lesser extent, exposed to over-consumption and adverse selec-
fion, depending on the type of health services offered. Three categories of services can be
distinguished in terms of their exposure to these risks:

Category 1 | Health services not subject to the risks of over-consumption and adverse
selection. These primarily concern non-programmed, acute medical and surgical
interventions. They involve emergency treatment and are easily controlled.

Category 2 | Health services with some exposure to the risk of over-consumption and adverse
selection. For the most part, these involve outpatient treatment.

Category 3 | Health services highly exposed to the risk of over-consumption and adverse
selection, in particular:

* Programmed surgical operations, such as simple hernia or removal of a goitre;

¢ Chronic diseases, such as tuberculosis or HIV/AIDS, requiring expensive drugs
for a prolonged period.

Managers and evaluators may divide the health services provided by the HMIS info these
three categories. The greater the number of covered services that fall info categories 2 and
3, the tighter must be the scheme’s control over their consumption.
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After analysing its claims, an HMIS may need to take corrective measures in order fo limit
its exposure fo risk. The following measures restrict over-consumption:

® Existence of co-payments (parameter b.2);
® Prior agreement or authorization of coverage (parameter b.3);

® Compulsory referral (parameter b.4).

The factors that may be adjusted in order to limit adverse selection include:
® Membership arrangements (parameter a.1);

® Enrolment period (parameter a.2);

® Wiaiting period (parameter a.3);
[ ]

Average number of beneficiaries for each contributing member and observance of basic
membership unit (parameter a.4);

® Packaging of health insurance with other types of insurance (parameter a. 5)

(b) Parameter b.2: The existence of co-payments

The co-payment is a mechanism according to which risks and costs are shared by the
insured person and the insurer. Various types of co-payments are used in health microinsur-
ance schemes:*

® The deductible. This is a fixed amount”' to be paid by the insured person for services
provided by the HMIS. The HMIS covers, either in whole or in part, amounts in excess
of this predetermined amount. Deductibles are usually established for each benefit
covered.”

® The percentage co-payment”’ is a percentage of health expenses charged to the insured
person for services covered by the HMIS.

® A maximum benefit is a predetermined amount * of health expenses (or number of bene-
fits per year) beyond which the HMIS does not provide coverage. Any expense in excess
of this amount is payable by the insured person.

The table on the opposite page shows the type of co-payments most frequently used in health
microinsurance schemes for the various categories of service.

“° Variants of these three types of co-payment exist; however, for the sake of simplicity, they will not be
described in this Guide (paymentindemnities, catastrophic insurance, exclusion of entiflement to certain “comfort”
benefits, etc.).

7' Example: In Bangladesh, the BRAC scheme introduced a deductible of 2 takas per visit and covers
100 per cent of costs above that amount.

2" One variant of the deductible is a flat-rate fee to be paid by insured persons when a referral system is
used (see parameter b.4). According to this system, beneficiaries who consult a higher-level health care provider
directly, without going through the lower level, are required to pay a deductible that would not have applied if
they had observed the referral system.

? Example: HMIS X covers 80 per cent of expenses for members using Hospital Y. Given a hospital bill
of 10,000 MUs, the HMIS would reimburse 10,000 X 80 per cent = 8,000 MUs.

? Example: NOVADECT in the Philippines uses a maximum benefit of 10,000 pesos a year for members
and 2,500 pesos a year for dependents. Given a bill of 25,000 pesos, the member would be charged for
25,000 — 10,000 = 15,000 pesos. It should be noted that a deductible, or a percentage co-payment, may
also be added to this co-payment for the same treatment.



VOLUME 1

PART IIl. EVALUATING THE VIABILITY OF THE HEALTH MICROINSURANCE SCHEME 63

Deductible Per visit Per visit or stay | Per item Per item
or prescription | or prescription

Percentage co-payment Of fee Of fee Of price Of price
Maximum benefit Level set Level set Level set Level set
by HMIS by HMIS by HMIS by HMIS

Source: Cichon et al., 1999

The introduction of a co-payment may be an important technical factor in reducing the
effects of:

® Over-consumption (percentage co-payment and maximum benefit), when an HMIS covers
benefits in categories 2 and 3. It should be sfressed that the infroduction of a deductible
may, depending on the amount, have an effect that is the opposite of what is expected
on limiting over-consumption;

® Overprescription (maximum benefit).

On the other hand, the introduction of a co-payment may adversely affect the enrolment trend.
Managers must take care to set co-payments af the correct level in order to have a positive
impact on risks, without undermining the aftractiveness of the benefits.

(c) Parameter b.3: Prior agreement or authorization of coverage

Prior agreement is a mechanism according to which the insured person or the provider must,
in order to activate coverage, obtain an authorization of coverage from the HMIS before
health services are dispensed.

This third parameter for evaluating claims management is to limit over-consumption and
over-prescription. The prior agreement mechanism is particularly useful for maintaining the
scheme's viability when the HMIS covers expensive benefits. The HMIS will need to call on
the services of a medical adviser to analyse members' requests requiring medical expertise.

(d) Parameter b.4: Compulsory referral

The compulsory referral mechanism requires beneficiaries to consult a health care provider at
one level before utilizing the services of a health care provider at a higher level (for example,
consulting a general practitioner before consulting a specialist).

This mechanism for guiding beneficiaries contributes to the viability of an HMIS in that it
limits the risk of over-consumption, in particular. However, since it reduces the members' choice
of health care provider, it is not always readily accepted by members. It is also difficult to
infroduce a compulsory referral mechanism in a functioning HMIS.

Example. In Bicao Carmen Bohol in the Philippines, the HMIS checks to make sure that
reimbursements or payments for hospitalization are issued to members only if they have
obtained a referral form from the community health centre. This prevents the unnecessary use
of services and reduces cosfs for the HMIS and the Government, which spends a consider-
able amount on specialized care.
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(e) Parameter b.5: Mechanisms for the payment of providers

The mechanisms for the payment of providers refer to the various methods used by insurers
to "buy” medical services from health care providers. The medical services may be provided
either by external service providers or by the insurer’s own health facilities.* The following list*®
sets out the principal payment mechanisms used by health microinsurance schemes, arranged
in order from the most detailed to the most general breakdown of charges.

® Fee-for-service is a method that consists of paying the health care provider for each
service it delivers, provided it is covered by the HMIS.

® Payment per Diagnostic Related Group (or payment per episode of illness) is a flat-rate
method of fee-sefting. The provider agrees to receive a fixed payment for all or part of the
services fo be provided in connection with a given benefit. This is determined on the basis
of alist of diagnoses, which correspond to the health services provided in the specific treat-
ment of various illnesses. The flat-rate payment is partial”” if certain services are invoiced
in addition to the flat-rate payment. It is comprehensive *® if the service provider invoices
only a flat-rate payment for a given benefit.

® Fixed daily rate per hospitalization day is a fee-sefting method used by insurers that
provide hospital benefits. It consists of paying a fixed, flat-rate fee to the provider for a
complete package of benefits, or for a reduced package of benefits accompanied by an
invoice for each additional health service.

® Capitation is a method of payment that consists of paying a flat-rate fee to the health
care provider, not on the basis of each episode of illness, but on the basis of each person
covered by the HMIS over a defined period. This flat-rate payment may make a distinc-
fion between categories of beneficiaries (according fo sex, age, morbidity risk, efc.). This
method is used for primary health care, in particular.

Each mechanism for the payment of providers has its advantages and disadvantages in
managing insurance-related risks. In addition, the methods used will vary in terms of the
extent to which they encourage providers to control the cost and quality of the services they
dispense.

The table on the opposite page describes the effects of the different payment mechanisms
on insurance-related risks and on the quality of care provided.

The choice of the provider payment mechanism may have a significant impact on the
viability of an HMIS since it determines how costs are shared between an HMIS (and, conse-
quently, the members) and the health care providers.

Flat-rate payment mechanisms (per-case, daily rate or capitation) are techniques that frans-
fer to providers a large share of the risks related fo illness. Furthermore, these mechanisms limit
over-prescripfion, since any increase in the cost of prescriptions (medicines, diagnostic proce-
dures or other services) included in the flatrafe fee are borne by the providers.

In principle, an HMIS that also functions as a health care provider should establish separate technical
and financial systems for each activity, and thus “buy” its own services. It can then make rational choices concern-
ing the parallel use of its own services and those of external service providers.

M. Cichon et al., op. cit, pp. 25-26.

7 Example of a partial flat-rate fee: For treatment of a strangulated hernia, a hospital invoices a flat-rate
surgical operation. The patient's hospital stay is invoiced separately in proportion to the exact number of days.
Some expensive anfibiofics are also not included in the flat-rate fee.

% Example of a comprehensive flatrate fee: A hospital invoices a single amount for the medical hospi-
talization of a child, regardless of the pathology treated, the type of care provided or the length of treatment
required.
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Fee-forservice + 0 + +
Payment per Diagnostic Related
0 0 - -
Group (flat-rate fee per case)
Daily rate (flat-rate per-diem fee) 0 0 - -
Capitation (flat-rate fee per member) o* 0 - -
“+" increases the risk (or quality); “=" reduces the risk (or quality); “0" is neutral. ~ * It should be noted that providers

will tend to moderate members' demand for care, given that any additional consumption will reduce their profit.

On the other hand, flat-rate payment methods may prompt providers to limit the quality
of care they provide out of a concern for profitability. The HMIS must, with the help of medi-
cal advisers, sef up procedures fo control the quality of the health services provided. The
existence of competition between providers will also have an impact on the quality of care
they provide.

From the administrative perspective, the more general the breakdown of charges (ranging
from fee-for-service to capitation), the more difficult it will be for HMIS managers to control the
care provided. The application of flat-rate fees facilitates control by non-professionals. More-
over, it simplifies accounting operations and the payment or reimbursement of claims.

In conclusion, provided that quality controls are applied to the services offered, the payment
of flat-rate fees to the provider may be considered a factor in promoting the viability of the

HMIS.

(f) Parameter b.6: Rationalization of benefits

The rationalization of benefits is a mechanism sef up between an HMIS and its health care
providers to control the costs of the HMIS. The mechanism may be used to “standardize” the
health services delivered by providers and “regulate” the price of those services.

This sixth parameter for analysing the management of the risk portfolio concerns limiting
abuses on the part of service providers. The latter generally seek to maximize their profits and
to satisfy their patients. As the following table indicates, depending on the payment mech-
anism adopted by the HMIS, the provider may be tempted to increase prescriptions (health
services, medicines, care, efc.), atfract the largest possible number of patients (canvassing
HMIS beneficiaries), request that patients return for freatment several times, or use expensive
equipment needlessly in order to amortize their costs more rapidly.

Number of prescriptions + -
Number of patients + +
Frequency of benefits + -
Equipment utilization frequency + +

“+" increases (the number or frequency); “—" decreases (the number or frequency).
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There are a number of measures that may be used to rationalize benefits so as to limit abuses.
These are based on controlling the quantity of care (health services) provided and the fees
applied by providers. These rafionalization measures may include:

® A contract between an HMIS and a health provider. Such contracts may limit the
health services covered or the conditions according to which they will be covered. They
may also contfain provisions relating to the ferms for renegotiating fees, establish proced-
ures for the medical and financial audit of the provider by an agent commissioned by the
HMIS, etc.

® Treatment protocols. Treatment protocols are standardized treatment procedures. They
define, by type of pathology, the diagnostic procedures (laboratory, X-ray, efc.), medical
freatment and medicines fo be prescribed. If followed, treatment protocols make it possible
fo freat patients in the most cost-effective manner. They also make it easier to estimate the
cost of benefits.

Neither the HMIS manager nor the patient (because they possess asymmetrical information)*
can know whether all the treatments provided are justified by the patient’s state of health.
Moreover, there is no single way fo treat an illness, given that all practitioners do not use the
same methods. The HMIS must call on the services of a medical adviser, whose role is to
determine on the basis of “good practices” whether the patient's condition, in fact, required
the care administered. The medical adviser's work will be greatly facilitated by the existence
of freatment protocols.

(g) Parameter b.7: Selection of health care providers

The selection of health care providers is a mechanism according to which the HMIS selects
a specific number of providers based on the services they offer and for a defined set of
beneficiaries.

It may be worthwhile for the HMIS to secure the services of selected providers by negotiat-
ing with them to esfablish fees, conditions of coverage, service quality, methods of payment,
efc. In that connection, the stimulation of competition between providers may put the scheme
in a better bargaining position.

HMIS beneficiaries may find such an arrangement to be to their advantage when they
can enjoy the preferential fees offered by these providers and the favourable terms offered by
the scheme (for example, reduced co-payments). The affraction for providers is that such an
arrangement provides them with a more solvent client base.

*? Unlike health care providers, patients are usually not in a position to judge the appropriateness of the
medical services administered to them.
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2.2 Evaluation of the quality of the risk portfolio

This second phase consisfs of measuring the quality of the risk portfolio of the HMIS. After
analysing the parameters that influence insurance-related risks, an evaluation must be made
of the effectiveness of measures taken to contain these risks.

The following three indicators are suggested:

® Membership arrangements (G.1);
® Qudlity of the risk portfolio (G.2);

® Average claims costfs (G.3).

Indicator G.1. Membership arrangements See Volume 2, page 50

This indicator measures the exposure of the HMIS to the risk of adverse selection as a
result of membership arrangements (forms and types of membership). Voluntary individual
membership involves the highest risk of adverse selection. Conversely, compulsory group
membership carries the lowest risk of adverse selection.

Using this first indicator (G.1), it is possible to show whether an HMIS is subject to the risk of
adverse selection (positive score). Managers and officials in charge of the HMIS may seek
ways to limit this risk - if necessary, by modifying membership arrangements.

The second indicator (G.2) measures the extent to which the HMIS effectively contain the
three insurance-related risks. This indicator is calculated on the basis of Table 16, an extract of
which is presented below. Table 16 shows the measures that may be applied to the services
covered in order to limit insurance-related risks. The shaded areas correspond to a health
service covered by the HMIS for which it would be advisable to infroduce the measure shown
in the column heading.*

Indicator G.2. Quality of the risk portfolio See Volume 2, page 51

The quality of the risk portfolio of the HMIS is a function of the type of claims and of the
measures adopted by the HMIS to limit adverse selection, over-consumption and over-
prescription. This indicator measures the number of benefits exposed to one of these risks,
for which an appropriate containment measure has been applied.

Ifit is found that the HMIS is exposed to one of the health insurance-related risks ({low score
compared with the maximum score for the HMIS), the officials in charge must consider infro-
ducing measures to limit this risk. However, any plans to infroduce such measures will have to
take info account their related effects (enrolment trend, quality of care, solidarity values, efc.).

The third indicator (G.3) measures the degree to which the risk of over-prescription has
been contained. It is established on the basis of the average costs of claims covered by the
HMIS. It allows for the detection of potential cost rises, whose cause should be analysed (fee
increases, changes in freatment-seeking behaviour, etc.).

%9 The shading of certain areas in this example is perhaps debatable. In principle, the shaded areas repre-
senf the most frequently encountered situations. For this reason, it was considered appropriate for all benefits
fo be subject to a waiting period. This might be a questionable choice in the case of emergencies. However,
without a waiting period, it is possible to imagine that some beneficiaries might, if faced with a major problem,
pressure managers fo grant them a membership card. The waiting period might also be considered to be an
essential factor in learning about risk management.
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Table 16 (extract). Reference list of services covered by an HMIS

See Volume 2, page 26

Acute outpatient treatment

Health services

Curative consultations 3
Nursing services 2
Minor surgery 2
Other 2
Medicines

Generic and essential drugs 2
Brand-name and specialist drugs 2
Tests

Laboratory 2
X-rays 2
Other 2
Preventive consultations

Health services

Prenatal consultations 2
Mother and child care 2
Dental extraction 3
Dental treatment 2
Prostheses 3
Other 2
Medicines

Generic and essential drugs 2
Brand-name and specialist 2
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Indicator G.3. Average claims costs See Volume 2, page 56

G.3.1: Trends in average claims costs

This indicator may be used to analyse the frend (graphically, or based on the growth rate)
in average claims costs. For the purposes of detecting over-prescription, the analysis of
cost trends is oftfen more meaningful than the actual level of costs. Regular calculation of
this indicator (and its graphical representation| will allow for rapid detection of increases
in average costs and for defermining the nature of these increases (reversible increase,
regular progression, etc.).

G.3.2: Comparison of average claims costs
for beneficiaries and non-beneficiaries *'

This indicator complements the previous one. A comparison of the frend in the average
cosfs of claims of the HMIS with the trend for non-beneficiaries may reveal discrepancies,
whose cause should be analysed.

Stable average claims cosfs (with respect to inflation) are an indicator of proper manage-
ment of the risk portfolio. However, a rise in costs does not necessarily point fo the existence
of over-prescription. It is possible that the provider is able to administer care to beneficiaries
under the agreed-upon protocol, but cannot do so for non-members owing fo their weaker
solvency. Only analysis of the medical records by a medical adviser can distinguish between
appropriate freatment and over-prescription.

3. Evaluation of functional viability

The evaluation of functional viability consists of analysing the HMIS from a strictly functional
perspective, i.e. as a mechanism that collects premiums and provides coverage for its benefi-
ciaries” health expenses. This involves assessing the “smoothness of operation” of the health
microinsurance scheme.

This evaluation will be based on indicators relating to:

® The collection of premiums. This requires examining:
— The scheme's ability to attract and refain a “clientele”, by assessing the enrolment trend;
— The scheme's ability to collect premiums.

® The claims covered by the HMIS. This requires assessing the efficiency with which the
HMIS reimburses members (or pays health providers).

*!" Several indicators presented in this Guide refer to comparisons between beneficiaries and non-benefici-
aries. In most cases, these are used to identify the impact of the HMIS by comparing it to a situation, such as the
case of non-beneficiaries, in which it is non-existent, so to speak. In redlity, it is possible that non-beneficiaries are,
in fact, covered by another insurance scheme. In that case, the comparison of beneficiaries and non-beneficiaries
amounts fo comparing the impact of the HMIS with that of another scheme. To simplify matters, it is assumed in
this Guide, unless otherwise stated, that non-beneficiaries are uninsured persons, at least as regards the services
covered by the HMIS under consideration. Evaluators will have to choose a group of non-beneficiaries with
which to make comparisons, based on the particular context under consideration and on the objectives they
wish fo pursue.
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3.1 Enrolment trend

The first type of indicator for evaluating the functional viability of the HMIS is based, in part,
on the moniforing sheefs (see Tables 5 and 7).
The enrolment trend may be measured using the following five basic indicators:

Overall membership growth rate (M.1);
Renewal rate (M.2);

Infernal membership growth rate (M.3);
External membership growth rate (M.4);
Penetration rate (M.5).

For the purposes of evaluation, the number of members and beneficiaries in the scheme’s first
year of operation is not determinant. This number depends, in part, on the length and infensity
of the preparatory period before initiating the collection of premiums. For many disadvantaged
people, enrolment in an HMIS is a novelty that involves a learning process. For this reason, it
is just as important fo know the trend in the number of beneficiaries as it is to know the number
of beneficiaries af any given point in time.

Indicator M.1. Overall membership growth rate See Volume 2, page 58

This indicator measures the growth in the size of a HMIS over a defined period, usually
one vyear. For year N, it is calculated on the basis of the fotal number of members in
year N—1.

This indicator may be complemented by calculating the growth rate in the total number
of beneficiaries (M.1.1) and the growth rate in the number of dependents (M.1.2).

This indicator indicates whether the HMIS is growing (positive rate), stable (rate close to zero)
or shrinking (negative rate).

The number of members and the trend in this number are important items of information for
an HMIS. From an insurance standpoint, a large number of members allows for:

® FEconomies of scale {and professionalism;
® Betfer risk pooling (reduction of uncertainty concerning the frequency of risks occurrence);

® Reduced vulnerability to unforeseen events.

The trend in the number of members is an important factor to monitor. In some health microin-
surance schemes, however, viability depends on social cohesion between the members. Too
rapid or too sudden an increase in the number of members, especially when the latter do not
belong to the same social group, may reduce this cohesion and compromise the viability of
the HMIS.

Even if there is a relationship between the viability of an HMIS and the total number of
members and beneficiaries, it is not possible to defermine the absolute number of members
and beneficiaries required o ensure that viability.

The overall membership growth rate does not always provide all the information on the
enrolment trend. It may be that members are “irying out” the scheme. There is internal “move-
ment” in the scheme: i.e. some individuals are not renewing their membership, while others are
joining the scheme.
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To assess the enrolment frend more precisely, it is necessary fo analyse whether old
members are continuing fo pay premiums and whether new individuals are joining the scheme.
The following indicators will serve to analyse these various frends.

Indicator M.2. Renewal rate See Volume 2, page 59

This indicator measures the atiraction the HMIS holds for members. It is equal fo the
percentage of old members who have renewed their contract.

The first indicator (M.1) provided an indication of the overall growth in the number of HMIS
members. This second indicator (M.2) demonstrates the “loyalty” of members towards the
HMIS and is an indicator of its relevance.

Even in the case of a positive growth rate, it may be worthwhile to calculate the renewal
rate, since it indicates the margin of growth of the HMIS and may help to clarify “misleading”
situations.

As the following table shows, the growth of an HMIS may be the result of a number of

scenarios:
Scenarios Overall membership Renewal rate New members
growth rate
Scenario 1 +++ High (>80 %) Many
Scenario 2 +/- High (>80 %) Few
Scenario 3 +/— Low (<70 %) Many
Scenario 4 - Low (<70 %) Few

The table shows four scenarios with diverse consequences for the HMIS:

® Scenario 1: The overall membership growth rate is high, owing to a high renewal rate and
fo the enrolment of new members. This is the best scenario for an HMIS.

® Scenario 2: The either positive, or stable, overall membership growth rate is due to a high
renewal rate and a low enrolment of new members. This scenario can be explained in
various ways, depending on how old the HMIS is and on the level of membership among
the target population. For young schemes, it indicates a high capacity to generate renewal
but a low capacity o atfract new members. For older schemes, it may be the result of
having “exhausted” the number of members in the scheme's area of operations.

® Scenario 3: The either positive, or stable, overall membership growth rate is due to a low
renewal rate but to a high number of new members. New members outnumber lapses.
This is a “misleading” scenario that managers should watch very carefully because it indi-
cates either that members find litlle value in the HMIS or a strong adverse selection. If this
scenario persists, the existence of the HMIS may be threatened.

® Scenario 4: The negative overall membership growth rafe is due to a low renewal rate
and a low number of new members. It is a critical scenario because the HMIS has neither
the capacity to retain its “clientele” nor the capacity to attract new members.

In conclusion, if the renewal rate is low, managers should identify the causes of this - parficu-
larly in terms of services offered, conditions of membership, distribution and communication
methods, calculation of premiums, members' financial capacity, organization of the HMIS,
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adverse selection, etc. In any case, scenarios 3 and 4 may mean that the target population
is rying ouf the scheme, but that a large share of the target population is not satisfied enough
fo renew its membership. It can also be interprefed as a leaming phase in risk management.

The total number of members and the comparison of this figure from one year to the next
may also conceal distortions in terms of the extension of the scheme’s area of operations and,
consequently, the growth of the target population. The indicators for the infernal membership
growth rate (M.3) and the external membership growth rate (M.4) may be used fo take these
factors into account. A final indicator, the penetration rate (M.5), complefes the analysis of
membership trends in the health microinsurance scheme.

Example. By extending its geographical area of operations, an HMIS can increase the
fofal number of beneficiaries from one year to the next. At the same fime, the number of
beneficiaries covered in the scheme’s original areas of operation may decline, reflecting
dissafisfaction on the part of old members and the fact that the HMIS holds litfle attraction
for them.

Indicator M.3. Internal membership growth rate See Volume 2, page 60

This indicator measures the frend in the number of members in the old areas of operation
of the HMIS. The internal membership growth rate is calculated from one year to the
next in the same way as the overall membership growth rate, taking into account only
areas where the HMIS has been established for over a year (or has been operating for
one accounting period).

This third indicator can also be used to clarify “misleading” situations in the inferpretation of
the overall membership growth rate. Overall growth should be analysed with reference to
fwo possible scenarios:

® Scenario 1: The HMIS has not changed ifs area of operations. Its target population has
remained the same from one year to the next. The overall membership growth rate is thus
identical to the internal membership growth rate. Table 7 (see Part Il section 2.2.2) may be
used to analyse the proportion of existing and new contributing members or beneficiaries
in relation to the total number of members.

® Scenario 2: The HMIS has extended ifs area of operations between year N and year N-1.
Consequently, the HMIS may register an increase in the number of beneficiaries merely
as a result of the increase in the size of ifs target population. The growth in the number of
beneficiaries may thus be “misleading”, since it may be due to the extension of the scheme's
geographical area of operations. A disfinction must therefore be made between the inter-
nal growth of the HMIS and ifs external growth as a result of having been extended to @
new target population.

Indicator M.4. External membership growth rate  See Volume 2, page 61

This indicator measures the trend in the number of new contributing members from new
areas of operation of the HMIS (where the HMIS is operating for the first time). The
external membership growth rate is equal to the number of new members from the
new areas (or population segments) in year N as a percentage of the total number of
members in year N—1.
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Indicator M.5. Penetration rate See Volume 2, page 62

This indicator refers to the total number of beneficiaries of the HMIS as a percentage
of the number of persons in the target population. It measures the attraction the HMIS
holds for the target population. Several penetration rates may be calculated for differing
categories of beneficiaries (on the basis of age, sex, income, occupation, etc.).

This last indicator is also important in analysing the enrolment trend. It allows managers to
measure the scheme’s ability fo aftract a clientele and ifs potential for growth. It complements
and clarifies the preceding indicators.

3.2 Premium collection

In health microinsurance schemes in which premiums are paid in instalments, there is offen a
large discrepancy between the level of premiums due and those actually received. The ability
of an HMIS to collect premiums due is the second aspect to be considered in evaluating the
proper funcfioning of an HMIS and is used fo assess ifs functional viability.

Indicator M.6. Premium collection rate See Volume 2, page 62

This indicator is equal to the amount of premiums received as a percentage of premi-
ums due.

In schemes in which contracts are issued on an annual basis and enter into effect once premi-
ums are paid, this indicator is related to the renewal rate (M.2). In other cases, the premium
collection rate is an important indicator of the proper functioning of an HMIS. The objective
is fo achieve a collection rate that is as close to 100 per cent as possible. A low collection
rate has a significantly adverse effect on the performance of an HMIS.

The causes of a low collection rate may be internal: the quality of the portfolio, premiums
sef too high, poor collection management, efc. They may also be external: the irregularity of
members' incomes, geographical remoteness, natural disasters, etc. Managers and evaluators
should use this indicator fo identify the causes of a low collection rate and take the necessary
corrective measures.

3.3 Period for reimbursement of members
and/or payment of providers

The last aspect to be discussed in evaluating the functional viability of an HMIS is the ability
of the HMIS to pay its providers or reimburse its members within agreed upon time limits. The
average period for payment or reimbursement may vary, depending on the time of year. It
is calculated on the basis of providers” invoices or members' claims for reimbursement at the
time of the evaluation.
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Indicator M.7. Average period for reimbursement
of members and/or payment of providers See Volume 2, page 63

This indicator may be used to assess the liquidity of an HMIS and the proper functioning
of its management procedures. It measures the fime elapsed between the date of issu-
ance of invoices by providers (M.7.1) or members’ claims for reimbursement (M.7.2), and
the date on which payment is made. This period is compared with the payment period
agreed upon by the scheme and the service provider, or with the reimbursement period
stipulated in the internal rules of the HMIS.

An excessively long payment period may be interpreted by members and providers as an
inability on the part of the HMIS to meet its commitments. There may be numerous conse-
quences, including a decline in the quality of care provided, a lack of confidence on the part
of providers and members, and subsequently, a decline in membership renewals.

4. Evaluation of financial and economic viability

Financial and economic viability is one of the major concerns of managers and support agen-
cies because it has a direct impact on the autonomy and survival of an HMIS. Financial and
economic viability may be seen as the capacity to cover expenses with income on a sustain-
able basis and to meet financial commitments within required time limits.

The financial and economic evaluation of an HMIS is a complex operation requiring know-
ledge of accounting, financial analysis and the use of specific tools. The approach suggested
in this section is divided into three steps:*

® Evaluation of the scheme’s financial situation on the basis of ratios.** Indicators based
on the income statement and balance sheet will be discussed.
® Presentation of different analytical aspects of financial viability using:
— A sample interpretation of nef income;
— A description of risk management mechanisms;
— The calculation of levels of financial viability.

® Evaluation of the scheme’s economic viability. This evaluation fakes info account assefs that
are not registered in the accounting system but are needed to operate the HMIS.

%2 Taking info account the fact that the income statement and balance sheet were presented in Part I.

** In health microinsurance schemes that have sophisticated accounting and financial management
systems, it is also worthwhile to assess the financial stability of the HMIS by examining its working capital and
cash flow needs.
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4.1 Evaluation of the scheme’s financial situation
on the basis of ratios

The evaluation of a scheme's financial situation is conducted using accounting and financial
management tools. This involves answering three basic questions:

® s the HMIS solvent? In other words, can it meet its commitments?
® Can ifs operafions be financed from premiums?

® Are premiums used primarily fo pay benefitse

The evaluation of the financial situation is based on the income statement and balance sheet.
These two fools represent the minimum required for conducting such an evaluation. By using
these two financial statements, it will be possible to:

® Characterize the situation of the HMIS, using the basic data needed for calculating indica-
tors of financial viability;

® Compare the financial situation from one year fo the next (and/or of one HMIS with that
of another).

Only the indicators considered most relevant in assessing the viability of an HMIS will be
discussed. The first indicator that is usually assessed is:

® Netincome (see Table 1, Part ).

As seen in Part |, net income is the difference between income and expenses for a given
accounting period. If net income is positive, the HMIS has made a profit (surplus) over the
course of the accounting period. To achieve a positive net income is a significant result in
and of itself, especially in the start-up phase of an HMIS. It is a necessary, but not sufficient,
condition for declaring the scheme as viable in the longer term. For this reason, a set of other
indicators is presenfted below:

® Quick ratio (F1);

Equity-debt ratio (F.2);

Reserve or cover ratio (of claims) (F.3):
Expense rafio (F.4);

Claims ratio (F.5);

Gross operating expense ratio (F.6).

Using the cash flow monitoring sheet (Table 13) and the list of investments {Table 14), other
important ratios may be calculated:

® |nvestment concentration ratio (F.7);

® Assetliability matching (F.8).

A ratio is a relationship between two numerical data. To be useful, there must be a relation-
ship between the two values selected, i.e. the numerator and the denominator. A ratio has
no meaning in the absolute sense; it must be compared o something. Two types of analysis
may be distinguished:

® Andlysis of trends, which consist of comparing rafios on different dates to assess changes
in the financial situation of an HMIS.

® Comparison of the ratios of one HMIS with those of another. Given the lack of information in
this area, “benchmarks” are provided to enable evaluators to assess the situation of the HMIS.
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Evaluators and managers will probably find that the scheme under consideration does not
achieve the desired values for all rafios. These represent goals that it should strive for. Trends
in rafios are as significant as their particular value at a given point in time.

4.1.1 The solvency of the HMIS

A health microinsurance scheme allows for pooling risks among members and increasing their
individual solvency. Nevertheless, the scheme must be able to meet its financial commitments
(reimburse members, pay providers and other suppliers). If it is unable to do this, it is likely that
the very existence of the HMIS may be at risk.

Three solvency ratios are presented. They measure the ability of the HMIS to meet its
short-, medium- and long-ferm commitments. The data needed to calculate the first two ratios
(F1 and F.2) are found in the balance sheet. The income statement is needed to calculate the
third ratio (F.3).

Indicator F.1. Quick ratio See Volume 2, page 64

This rafio evaluates the solvency of the HMIS in the short term by comparing liquid assets
with short-term liabilities. The higher the ratio, the greater the liquidity. A ratio above 1 is
considered satisfactory.

The quick ratfio indicates whether the HMIS can pay its suppliers on time. If it cannot, ifs cred-
ibility may suffer, which may have consequences on ifs viability.

It is also possible to evaluate the financial autonomy and credibility of the HMIS with
respect to third parties by measuring its ability to meet all its commitments without borrowing.
In order to make this assessment, the equity-debt ratio is used.

Indicator F.2. Equity-debt ratio See Volume 2, page 64

This rafio evaluates the ability of the HMIS to honour all its liabilities (short- and long-
ferm) without borrowing. It relates the scheme’s contfracted liabiliies, which are not all
payable immediately, to its equity capital. To be considered solvent, the HMIS must have
an equity-debit ratio of more than 100 per cent.

In extraordinary circumstances (disasters, epidemics, efc.), the HMIS may draw on its reserves
fo meet ifs commitments towards suppliers and members. This, of course, requires that it has
sufficient reserves. The reserve or cover ratio helps, in part, fo assess the level of these reserves.

Indicator F.3. Reserve or cover ratio (of claims) See Volume 2, page 65

This ratio measures the degree of financial autonomy of the HMIS. It is the ratio of its
accounting reserves to its monthly claims expenses.

It is not easy fo defermine precisely the optimal reserve ratio from the standpoint of the
scheme’s operation. This amount may be imposed by legislation to protect beneficiaries. In
the absence of legal provisions, it seems prudent fo aim for a ratio of between 50 and 75 per
cent. This means that reserves should cover the equivalent of six to nine months of claims.
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An increase in the value of the ratio means less dependence on external financing.
Conversely, a fall in the value implies greater vulnerability for the scheme.
These three indicators provide an initial indication of the financial viability of the HMIS.

4.1.2 Financing the operations of the HMIS

In principle, an HMIS must be able to cover its expenses from the premiums it collects. It is
helpful to look at what occurs in practice. Indicator F.4, which is derived from the income
statement account, will address this question.

Indicator F.4. Expense ratio See Volume 2, page 66

This ratio indicates the extent to which operations are financed from premiums. Two ratios
may be calculated depending on the expense concerned.

F.4.1: Operating expense [ earned premium ratio
This ratio should be less than 0.20.

F.4.2: Total expense [ earned premium ratio

A ratio less than or equal to 1 indicates that the HMIS has achieved a positive netincome
and is in a position fo invest.

These rafios may be used to defermine the extent to which premiums are sufficient to cover
expenses. In the event of an insufficient level of “coverage’, the HMIS may have difficulty in
meeting its commitments in the medium term, especially if other sources of financing (loans,
guarantee funds, subsidies) are limited.

4.1.3 The “smooth financial operation” of the HMIS

Health insurance is advantageous to members if a large share of premiums is used to pay
claims, and if operating expenses are low.

At this point, it becomes necessary to assess whether the HMIS is allocating its resources
(in particular, premiums received) to the payment of claims in an optimal manner. This is the
objective of the third aspect considered in evaluating the financial viability of an HMIS.

Two ratios, calculated on the basis of the income statement, are presented for this purpose.
They will also serve to determine whether the premium has been set at the correct level.**

Indicator F.5. Claims ratio See Volume 2, page 67

This ratio measures the proportion of premiums used for the reimbursement or payment of
claims. The claims ratio is estimated to be approximately 75 per centin an efficient HMIS.
This is not a fixed standard, but an indicative benchmark that will need to be confirmed
on the basis of experience.

% For more details on this subject see ILO-STEP: Health Micro-Insurance Schemes: Feasibility Study Guide.
Volume 1: Procedures, Volume 2: Tools (Geneva) 2005.
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If the ratio is too low, members may well wonder why they are paying premiums. The lower
the rafio, the less attraction the HMIS will hold for them. However, if the ratio is too high, the
HMIS may be in difficulty. lts gross margin may fall too low for it to cover its other expenses
(other than claims) and to accumulate reserves.

The “smooth financial operation” of an HMIS can also be measured on the basis of the
level of its operating expenses.

Indicator F.6. Gross operating expense ratio See Volume 2, page 67

This ratio measures the share of the scheme's financial resources allocated to operations.
A ratfio of 15 per cent or less is considered fo be an appropriate level.

It is desirable for this ratio to be as low as possible. Experience shows, however, that health
microinsurance schemes working in rural areas with high operating expenses rarely manage
to keep it below the 15 per cent threshold.

4.1.4 Asset management

Parficularly in large-scale schemes (in terms of financial resources), asset management is
important for the long-term survival of the HMIS. Given a suitable investment policy, managers
can ensure that assets are diversified in holdings and across institutions. The following rafio
measures the extent of asset diversification.

Indicator F.7. Investment concentration ratio See Volume 2, page 68

This ratio measures the amount of scheme assefs held with one insfitution as a percentage
of all investments. Ideally no more than 10 per cent will be held with any one institution.

Indicator F.8 measures the extent to which the HMIS makes future projections of cash require-
ments based on its current liabilities.

Indicator F.8. Asset-liability matching See Volume 2, page 68

This indicator measures whether the HMIS projects future cash requirements, taking info
account all liabilities and future asset maturities that will be used to fund expenses. This
indicator is a binary variable, and is based on financial management reports.

4.2 Analytical aspects of financial viability

The construction of the preceding indicators involves mechanical operations. The analysis and
inferpretation of results, on the other hand, is a more complex exercise. In this section, analyti-
cal aspects of results, obtained from the income statement, the balance sheet and certain
indicators, will be presented to enhance the ability of managers and evaluators fo inferpret
the financial status of the HMIS.

Three aspects will be presented in this section:

® A sample interpretation of results, based on an analysis of the rafios and net income of the
HMIS during the accounting period (positive or negative);
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® A description of the possible risk management mechanisms that may be used to strengthen
the scheme's ability to deal with contingencies;

® A summary of viability levels that serve as benchmarks for assessing the financial status of
the HMIS.

4.2.1 A sample interpretation of results

The interpretation is based on net income for the period. The two cases presented below show
negative net income and positive net income, respectively. The analyses provided are not
exhaustive and could be supplemented by other elements, which are described in subsequent
sections, such as taking hidden costs info account (see Part |ll, section 4.3.1).

First case: Net income is negative

Referring to the scheme’s financial statements, evaluators note a net loss. The starting point of
the analysis is to understand why expenses exceeded income. There may be a number of
causes: income may have been unusually low or expenses may have been unusually high
(claims expense, operating expense, efc.).

In order to understand the nature of the loss, step 1 will be fo analyse income, and step 2
will be to analyse expenses.

Step 1 - Analysis of income. Premiums consfitute the main resource of an HMIS. To under-
stand if the collection of premiums (income) was inadequate, managers must consider two
possibilities:

(1) The premium collection rate (M.6) is satisfactory
If this is so, then budgeted premiums have been over-estimated. The reasons for the loss must
be sought first in the scheme’s enrolment trend, by analysing the membership growth rates
(M.1) and the renewal rate (M.2).

The scheme's managers must look for what caused the decline in membership: unsuit-
able benefits, mistrust towards the scheme, excessively long reimbursement periods, ineffective
policy to promote the HMIS, etc.

Regardless of the reason, the existence of a structurally weak income level is a major
danger signal for an HMIS.

(2) The premium collection rate is unsatisfactory
A reduced inflow of premiums at a given point in time may be aftributable to the scheme's
difficulty in collecting premiums from its members. A low collection rate does not directly influ-
ence nef income. Eamed premiums for the period concerned are shown as income on the
income statement, regardless of whether the HMIS actually received them. Premiums billed
and not received or paid are shown on the balance sheet as liabilities.

However, a low collection rate may result in:

Additional collection costs;
Inferest expense (as a result of having fo resort to borrowing];
A reduction in investment income, if the HMIS has had to reduce its investments in order to

meet its expenses.

It is thus important to monitor the collection rate. Among the solutions that may be envisaged
if this rate is low are:

® Improving the monitoring of premium collection;
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® Verifying enfitlement to benefifs. If control at this level is weak, paying premiums ceases to
be a condition for access to benefits, which may encourage some members not to make
the required payments;

® Suspending enfitlement to benefits in the case of non-payment of premiums (under rules
established by the HMIS). If the suspension measure is not applied effectively, the same
problems as those described in the preceding point may arise.

Step 2 - Analysis of expenses. The second step in analysing the loss consists of reviewing
the expenses of the HMIS. The main expense items are health benefits and operating expenses.

(1) Analysis of claims covered by the HMIS
Ideally, claims should be covered by earned premiums, especially since the latter are also used
fo cover operating expenses. The ratio of claims paid fo earned premiums is the claims rafio (F.5).
It is generally accepted that a normal claims rafio should be somewhere around 75 per
cent. Given this, there are three possible situations that may arise:

Situation 1. The claims ratfio exceeds 100 per cent.
The amount of claims paid exceeds the total amount of premiums, which must also be used
fo cover operating expenses. The HMIS is faced with a technical deficit: health insurance
operations alone are not viable for the period in question because they show a builtin loss.
Further analysis is required in order to explain this imbalance. The monitoring sheets of the risk
portfolio may be used to carry out this analysis (see Part I, section 2.2.4).

A claims ratio in excess of 100 per cent may be the result of:

® FExcessive consumption due to occasional circumstances. It may be due to an epidemic or
certain exceptionally costly claims. Measures can be taken to limit the effects of these - in
particular, through risk management mechanisms (reinsurance, guarantee funds);

® In-builf excessive consumption: This may be the result of having set premiums too low or of
chronic over-consumption. The latter may be linked to membership arrangements (such as
open individual membership, which encourages adverse selection), alack of control (misrep-
resenfation and loaning of membership cards, which encourage over-prescription), efc.

The best way to uncover the causes of the technical deficit is fo analyse trends in beneficiaries'
service utilization frequency and in the average cost of claims covered by the HMIS.

® Andlysis of service utilization frequency. An over-use of services noted during certain months
of the year - not noted in previous years - could be due to an epidemic. This should be
verified with the health care staff. If this is nof the case, it is possible that the over-use is
fraudulent and beneficiaries have taken advantage of a weakness in control procedures:
collusion between beneficiaries and health care staff, loaning of membership cards, etc.

If consumption patterns are similar to those of previous years, the possibility that the
over-use was due fo an extraordinary event can be ruled out. It then appears more likely
that the loss was caused by a structural problem. The HMIS has probably been exposed
fo the risk of adverse selection and/or to the risk of over-consumption.

In such cases, analysing the quality of the risk portfolio (see Part Il section 2.2) will
provide some initial answers. If it emerges that the HMIS faces certain insurance-related
risks, measures must be taken tfo limit them so as to restore financial equilibrium. These
measures may include: the infroduction of co-payments, waiting period, prior agreement
or compulsory referral mechanism, and/or a revision of membership conditions.

In addition to analysing the risk portfolio, it may be worthwhile to analyse benefi-
ciaries’ characteristics (see Table 5). This means disaggregating data on beneficiaries
according fo sex, age, occupation, etc. The problem may be due to adverse selection if
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certain categories of beneficiaries more at risk are overrepresented in comparison with
the total population.

Examples. A majority of pregnant women and children for an HMIS covering outpa-
fient freatment and births, a large proportion of workers in high-risk occupations, or a

disproportionate number of elderly persons, are signs of adverse selection.

Schemes may consider changing their membership arrangements in an effort to resfore
financial balance.

® Andlysis of the average costs of claims. The first question that arises is whether average
costs have been correctly estimated in the calculation of premiums (especially for an HMIS
in the start-up phase). Itis possible that the loss is due to an under-estimation of the average
cost of claims. Consequently, consideration must be given to adjusting premiums.
The second level of analysis concerns frends in average costs:

— A large increase in the average cosfs of claims as compared with the previous period
may be due to an increase in the cost of health services or to a tendency towards
over-prescription.

— I average costs are stable or declining, the loss is probably related to an increase in
consumption on the part of beneficiaries.

Based on this analysis, measures should be taken to limit insurance-related risks. These are
described in Part Ill, section 2. They are essential fo restoring the financial balance of the
HMIS.

Situation 2. The claims ratio is high (between 90 and 100 per cent).
The second situation involves an HMIS with a net loss and a high claims ratio. Such a ratio
necessarily implies that fewer resources are available to cover other expenses. Even if there is
a fechnical margin, it may be insufficient and may explain the loss for the period. Evaluators
will need to carry out the same kind of analysis as sef out in situation 1 (above) to uncover
the causes of the loss.

Situation 3. The claims ratio is normal (approximately 75 per cent).
The last situation analysed is an HMIS that has a “normal” claims ratfio, but is operating at @
net loss. This means that the HMIS has a significant margin after payment of all claims. The
deficit is probably not linked to the cost of claims; the scheme's other expenses, i.e. operating
expenses, should therefore be analysed.

(2) Analysis of operating expenses
The loss may be related to an excessive level of expenditure in order to provide for the
scheme's operation (rent, subcontracting, meetfing expenses, transport expenses, wages and
allowances, purchase of equipment, etc.). This analysis must be carried out independently of
the scheme's claims rafio.

Analysing the operating expenses of an HMIS (as with any financial entity) is a complex
exercise. |t offen involves conducting a separate evaluation altogether. For this reason, this
Guide will describe only three aspects of analysis.

® Absolute trends in operating expenses. This exercise involves defermining tofal operating
expenses for the period. An abnormally high level of expenses compared with previous
periods may be the reason for the net loss. Evaluators must defermine the cause. An uncon-
frolled increase in these expenses may threaten the viability of the HMIS. If necessary,
expense-cutting measures should be implemented.
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Relative trends in operating expenses. This exercise involves analysing frends in the gross
operafing expense ratio. A ratio of over 15 per cent (by convention] means that the HMIS
has above-average operating expenses. This may be the cause of the loss. Managers
must consider ways of reducing these expenses.
A more detailed analysis consists of defermining the ratio of operating expenses to earned
premiums. If this ratio is greater than 25 per cent, there are two possible explanations:
— The HMIS is starting up and the number of members is sfill low; therefore, fixed expenses
are spread over a small number of persons.
— The HMIS has found its “cruising” speed and has a large number of members. In this
case, operating expenses are structurally excessive. Measures must be taken to limit
operating expenses in order to resfore the scheme's financial balance.

Structure of operating expenses. This analysis concerns the disfinction between fixed and
variable expenses, which gives managers an idea of how much room they have to work
with in terms of restoring the scheme’s financial balance. Consideration should be given to
reducing fixed expenses (subcontracting, rent, efc.).

Second case: Net income is positive

The evaluators note that the financial statements indicate a positive net income. First, the nature

of this nef income must be defermined, by excluding any non-permanent subsidies received by

the HMIS (see Part |, section 5.1). This gives a more accurate picture of the scheme's financial

situation. A positive net income, excluding non-permanent subsidies, means that the HMIS has
achieved this surplus based exclusively on its own operations.

There are several ways to allocate the surplus in the case of a positive nef income (espe-

cially when noted for several consecutive years). These allocations should be considered

carefully in terms of their impact on the future operation of the HMIS. Four types of allocations

are presented below as examples:

Transfer fo reserves (see following section). This measure is particularly valid for young

schemes. The amount of the transfer will vary depending on the exisfing reserve ratio (F.3):

— A reserve ratio of more than 75 per cent (or nine months of claims): In principle, the
HMIS has adequate security. However, for rapidly growing schemes (growth in number
of beneficiaries), it is advisable to transfer half the net income to reserves.

— Avreserve ratio under 50 per cent (or six months of claims for the last period): It is advisable
fo transfer all the nef income o reserves in order to increase the ratio to 75 per cent.

Improving the terms of coverage provided by the contract: Higher reimbursement ratio,
more atiractive benefits package, larger pool of authorized providers under the contract
terms, efc.

Investing in improvements to the management of the HMIS: Training of staff, purchase of
computer equipment, etc.

Extending the area of operations of the HMIS: Investment in new facilities, infensive promo-
fional campaigns, efc.

4.2.2 Financial risk management mechanisms

The second part of the financial analysis concerns financial risk management mechanisms,

which enable health microinsurance schemes to deal with contingencies. An HMIS has the

obligation to honour the contracts it has concluded with its members, health providers and

other suppliers. It must have sufficient funds to meet these obligations. Although the scheme
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can control its operating expenses, it cannot entirely control the level of claims it covers. In
cafastrophic circumstances (epidemics, natural disasters) or other rare and unforeseeable
events, an HMIS may have to cover many more claims than planned. There are various
financial risk management mechanisms that may be used to handle such situations, including
reserves, loans and reinsurance.

Indicator F.9. Financial risk management
mechanisms See Volume 2, page 68

This binary indicator refers to the use of risk management mechanisms, such as reinsur-
ance, loans and reserves. The use of such mechanisms by an HMIS may strengthen
its viability.

(a) Reserves

Reserves constitute the equity or capital accumulated by the HMIS in order to provide for
unforeseen circumsfances. The amount is usually determined by law. The reserve rafio (F.3)
indicates the scheme's level of reserves and its ability to provide for contingencies over
the long term. Nevertheless, this level of self-protection may be inadequate in catastrophic
circumstances.

(b) Loans

Lloans may be subscribed from a conventional banking institution, but the guarantees required
and the financial costs involved may make this solution undesirable. Loans may also be granted
fo an HMIS by a guarantee fund.

A guarantee fund is a fund that the HMIS may call on in the event of financial difficulty.
In most cases, it is funded and jointly managed by several health microinsurance schemes. The
guarantee fund usually infervenes by granting a loan to a scheme that applies for it. Conditions
for using the guarantee fund are generally well defined. Its infervention may be made condi-
fional on changes in the scheme’s operation and the implementation of a “recovery plan”.

An HMIS or a network of HMISs that subscribes to a guarantee fund is more stable and
more viable than one that does not. However, recourse fo this type of mechanism is conditional
on the level of development of health insurance schemes in the region or country where the
HMIS is located. There is also a third mechanism - that of reinsurance.

(c) Reinsurance

Reinsurance is a mechanism through which an insurer obtains insurance from a third party (the
reinsurer) for all or a part of the risks it has undertaken to cover, in exchange for the payment of
a premium. The confract concluded between an insurer and a reinsurer is called a reinsurance
confract and may be thought of as the insurer’s insurance coverage, or second-degree insur-
ance. Reinsurance allows for the diversification of risks and their redistribution over a broader
base, thereby reducing the insurer’s risk of bankruptey.

In practice, if an HMIS wishes to purchase reinsurance, there must be a reinsurer in the
same market, which is not always the case. However, different health microinsurance schemes
may join fogether fo set up an institution that provides reinsurance or co-insurance (pooling of
cerfain risks). Such mechanisms allow risks fo be spread over several schemes.
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4.2.3 Levels of financial viability

By way of conclusion, this section provides a summary table of the ratios used to analyse the
financial situation of an HMIS. By referring to the generally accepted “benchmark” for each
indicator, managers can evaluate the level of financial viability of an HMIS. As indicated
above, poor scores are common in the start-up phase. Trends in scores from one year to the
next are as significant as are their levels at a particular point in fime.

Table 17. Summary of financial viability indicators for health insurance

Ref. Indicators HMIS Standard Remarks
score

Table T | Netincome >0 The HMIS has generated (made) a profit
(or surplus).

F.1 Quick ratio > The HMIS can pay its debts in the short
term.

F.2 Equity-debt ratio >100% The HMIS can meet its obligations.

F.3 Reserve or cover ratio 50%-75% | The financial soundness of the HMIS is

(6-9 months) | satisfactory, barring unforeseen events.
F.4.1 Operating expense/ earned <0.20 The HMIS can cover its operating
premium ratio expenses from premiums.

F.4.2 Total expense/earned premium ratio =<1 The HMIS can achieve positive net income,
create reserves or amortize.

F.5 Claims ratio Around 75% | The HMIS justifies its function as an insurer
by allocating a substantial proportion
of premiums to the payment of benefits.

F.6 Gross operating expense ratio <15% The HMIS allocates a reasonable share
of its resources to operations.

F.7 Investment concentration ratio <10% Investments are well diversified.

F.8 Asset-liability matching 1 The HMIS has the ability to deal with cash
flow needs.

F.9 Financial risk management 1 The HMIS can deal with unforeseen or

mechanisms extraordinary situations.

4.3 Evaluation of the scheme’s economic viability

The purpose of this section is to provide the methodological tools needed to evaluate the
economic viability of an HMIS. In addition to the aspects studied above, this means taking
info account resources that are not recorded in the accounts of an HMIS - known as “hidden
costs” - but are needed to carry out its operations.

The following items will be discussed:

® The concept of hidden costs;
® Coalculafing the operating income of an HMIS;

® Evaluating the economic viability of an HMIS.
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4.3.1 The concept of hidden costs

From a purely economic standpoint, a cost is defined as the value of resources consumed to
produce a good or service. According to this definition, all the resources consumed in operat-
ing a health insurance concern must be taken into account in estimating costs.

Hidden costs refer to resources made available to the HMIS without the latter having to
bear the financial cost involved. These resources are effectively consumed in the course of the
scheme's activities but are not recorded in its accounts.

Example. Inindig, in 2001, VimoSEWA (the HMIS of the Self-Employed Women's Asso-
ciation) received support from ifs parent organization for the purpose of promoting the plan
and collecting premiums. The wage costs, which were paid by SEWA, were not recorded
as an expense by the health insurance scheme. However, they consfituted resources that
were used by the HMIS to carry out its operations.

Three categories of hidden costs, which relate to their nature, size and the difficulty of estimat-
ing them can be distinguished:

® Goods and services made available to the HMIS, but not recorded in its budget:

— Goods: These primarily concern the provision of an office or premises, donations in
kind (management equipment, office supplies, etc.), investments financed by exter-
nal resources and not amortized by the HMIS (buildings, computer equipment,
vehicles), efc.

— Services: These may include preparation of the scheme’s financial statements by a
support agency, the financing of confinuing fraining by an external provider, the provi-
sion of travel costs for HMIS managers by an NGO, efc.

®  Manpower resources made available to the HMIS and not recorded in its accounts. This
may include in particular:

— Provision of paid staff (for management, administration, distribution and communica-
fion, efc.). This includes, for example, a staff member provided by a support agency
during the start-up phase, the seconding of a staff member by a municipality or
responsible organization in order to assist the HMIS [accounting services, collection
of premiums), efc.

— Provision of volunteer staff. In the start-up phase, an HMIS may benefit from the volun-
fary participation of various actors. Voluntary work is an integral part of the mutual
benefit culture. However, experience shows that certain management functions cannot
be carried out on a voluntary basis over the long term. It is important to distinguish the
administrative and management tasks that can be performed by volunteers on a long-
term basis (participation on the board of directors, the supervisory board, etc.) from
those requiring remuneration. For the latter, managers should use the method suggested
in Volume 2 to esfimate the corresponding cosfs and to evaluate the scheme's ability
fo finance them.

® Benefits granted to the HMIS and not recorded in its budget:

— Financial favours. These primarily concern significant fee reductions, for a limited time,
granted by a health care provider. The HMIS must treat the “savings” earned in this
period as hidden costs that it will have to bear once this preferential period ends.

— Other privileges. These concem benefits enjoyed by the HMIS by virtue of its status. The
conversion of an HMIS to a separate legal entity may involve costs that must be taken
info account (e.g. fax advantages relating fo equipment).



86

HEALTH MICROINSURANCE SCHEMES: MONITORING AND EVALUATION GUIDE [LO/STEP

4.3.2 Calculation of operating income

Operating income is equal fo nef income, as shown on the income statement, less estimated
hidden costs, i.e. those considered necessary fo take info account.

The first section defined the concept of hidden costs. If hidden costs are considerable, and
the resources financing them are not sustainable, the future viability of the HMIS may be at
risk. Managers and evaluators must:

® |dentify hidden costs. The role table (see Part IV, section 1.1.2), which describes the func-
fions carried out in an HMIS, is a useful tool for identifying hidden costs related to employ-
ment and services. This is partficularly useful for schemes that are supported by a project
during the start-up phase, or those in which certain tasks are delegated to and performed
by third parties (health care providers, municipalities, responsible organizations, etc.).

® [stimate the value of hidden costs. For each resource used, but not recorded in the accounts
of the HMIS, managers must consider whether or not its cost should be taken into account.
The main costs that should be taken into account are those that cannot be borne indefinitely
by an external source and are necessary fo the scheme’s operation. This does not involve
estimating all cosfs not borne by the HMIS. A method of estimating the value of hidden
costs is presented in Volume 2.

® FEstimate the operating income of the HMIS. Taking these additional costs into account will

reduce the net income of the HMIS. If net income for the period is positive, but operating
income is negative, the viability of the HMIS is dependent on the external resources if receives.

The ability of an HMIS to cover ifs hidden costs is a measure of its viability from an economic
standpoint.

4.3.3 Evaluation of economic viability

In addition to measuring operating income, the economic viability of an HMIS can also be
measured by two indicators: The self-financing ratio and the ratio of expense (including hidden
costs) to earned premium.

Indicator V.1. Self-financing ratio See Volume 2, page 70

This indicator refers to the ratio of the HMIS's own income (income before subsidies) to
the fotal expenses for the period (tofal recorded expenses + hidden costs).

A high self-financing ratio means that the HMIS can finance all its expenses (including hidden
costs) from ifs own resources. This ratio may be used fo evaluate the scheme's dependence
on exfernal resources. For schemes seeking financial autonomy, the objective is fo achieve a

ratio above 100 per cent.

Indicator V.2. (Expense + hidden costs) /earned
premium ratio See Volume 2, page 71

This indicator is the ratio of total expenses for the period (including hidden costs) to
earned premiums.

If this rafio is less than 1, it means that the HMIS, which already shows a positive net income
excluding hidden costs (Indicator F.4.2), can alone cover all expenses exclusively from
members’ premiums.
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5. Summary

Part Il has dealt with the viability of health microinsurance schemes and has presented a
large number of indicators to be used by evaluators and managers. The titles of these are
listed in the reference table presented below. Once calculated, the administrative, technical,
functional and economic indicators should be listed in the table and compared with the
benchmarks indicated.

Table 18. Summary of viability indicators for health insurance

No. Viability indicators Score | Benchmark | Remarks

Administrative viability

T.1 Distribution and communication monitoring 1
T.2 Membership monitoring 1
T.3 Premium collection monitoring 1
T4 Verification of benefit entitlement 1
T.5 Claims monitoring 1
T.6 Risk portfolio monitoring 1
1.7 Accounting records monitoring 1
T.8 Financial monitoring 1
1.9 Overall quality of monitoring 8 Or increasing over the years

Technical viability

G.1 Membership arrangements 0

G.2 Quality of the risk portfolio - Depending on guarantees covered
G.3.1 Trends in average claims costs 0% Or inflation rate

G.3.2 Comparison of average claims costs for <100%

beneficiaries and non-beneficiaries

Functional viability

M1 Overall membership growth rate >0

M.2 Renewal rate 80%

M.3 Internal membership growth rate >0

M.4 External membership growth rate >0 If area of operations is extended
M.5 Penetration rate - Depends on HMIS

M.6 Premium collection rate 100%

M.7 Average period for reimbursement of Depends on contracts with providers

members or payment of providers
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No. Viability indicators Score | Benchmark | Remarks
Financial viability
Table T | Netincome >0
F.1 Quick ratio >1
F.2 Equity-debt ratio >100%
F.3 Reserve or cover ratio 50%
to 75%
F.4.1 Operating expense/earned premium ratio <0.20
F.4.2 Total expense/earned premium ratio <1
F.5 Claims ratio >75%
F.6 Gross operating expense ratio <15%
F.7 Investment concentration ratio <10%
F.8 Asset-liability matching 1 The HMIS is able to handle its cash
flow needs
F.9 Financial risk management mechanisms 1 Ability to withstand unusual increases

in benefit consumption

Economic viability

earned premium ratio

A Selffinancing ratio >100%
V.2 (Expense + hidden costs) / <]
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Part 1V.

Evaluation of the institutional viability
of the health microinsurance scheme

Part IV, like Part 1lI, is aimed at individuals and organizations wishing to carry out an evalu-
ation, whether they are insurance companies, support agencies, independent evaluators or
HMIS managers.

Part Il was concerned with the evaluation of viability from the administrative, technical,
functional, financial and economic standpoints, and freated health insurance as a financial
instrument. It did nof take info account the numerous institutional factors of viability.

These factors are largely linked fo the organization that assumes responsibility for operating
the microinsurance. Such organizations, referred to as “responsible organizations” (ROs) in this
Guide, may vary widely in nature. They may include, among others:*

® Community-based organizations (in the broadest sense), such as women's groups, village-
based or other associations, mutual organizations, or cooperatives,

Private insurers;

Microfinance institutions;

Health sector organizations, especially health care providers;
Non-governmental organizations;

Trade unions;

Local authorities.

These organizations pursue varying objectives, some of which are often quite removed from
that of improving the health of HMIS members. The nature of these objectives may be:

® FEconomic: Increasing and refaining clienfs, increasing earnings, providing financial services
to members, etc;

® Social: Strengthening solidarity in the event of illness, providing assistance to individuals in
difficulty, efc.;

® Health: Facilitating access to care, improving the quality of health services, reducing the
prevalence of diseases, etc;

® Political: Promoting the representation and defence of members' inferesfs, promoting
dialogue and democratic debate, etc.

The nature of the objectives pursued by the responsible organization must be taken into
account when evaluating the viability of the HMIS. Itis a factor that should also be taken into
account when considering the difficulties encountered by the scheme and identifying measures
fo overcome them.

% The objective of this Guide is to provide a complete analysis of the health microinsurance scheme. In
the partner-agent model, which is fairly common in Asia, responsibilities are shared, by agreement, between
a community-based organization (CBO) and an insurer. A common division of responsibilities is for the CBO
to distribute the product, collect premiums and process claims, and for the insurer to retain the risk and all the
responsibilities that go along with it. For the sake of simplicity, this Guide will analyse the health microinsurance
scheme from the standpoint of the CBO. The CBO will have to understand all aspects of insurance in order to
provide a good product and maintain a strong position when negotiating agreements with insurance companies.
In this sense, the success of the HMIS depends on a strong CBO.
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When processing applications for membership, a mutual organization, for example, does
not select members on the basis of their personal health risks. That is because its objective is
fo strengthen solidarity. The viability of a ‘mutual” HMIS may be threatened if it is faced with
competition from schemes that do, in fact, carry ouf such a selection, since it may have to
provide coverage for individuals with a higher average risk profile.

In addition to the objectives pursued by the responsible organization, other insfitutional
factors conditioning the viability of the microinsurance scheme are related to the characteristics
of the responsible organization and the level of its “involvement” with insurance. An extremely
wide variety of situations may be found in this regard. Included below are three of the most
common situations:

® The responsible organization - for example, alarge-scale women's organization - engages
in numerous activities and manages a variety of faciliies {e.g. cooperatives and health
cenfres), one of which is directly responsible for running an insurance operation.

® The responsible organization engages in other activities in addition to providing insurance.
This is the case with health care providers and many mutual health organizations.

® The organization engages only in insurance. This is the case for example with some mutual
health organizations.

In the first and second situations, there is often some degree of interaction between the vari-
ous activities (and/or faciliies, in the case of the first situation). In particular, health insurance
is often subsidized by other economic activities. From an organizational standpoint, it is also
common for human resources to be shared between the different activities of the responsible
organization.

These relations between activities have a significant impact on the viability of an HMIS.
Part IV, which is concemned more generally with the insfituional aspects of the viability of the
HMIS, will examine these relations. It is not possible to examine every institutional aspect. Only
those considered to be the most important, in terms of the current situation of health microinsur-
ance schemes, will be covered. Part IV will discuss the following aspects:

® Distribution of tasks and management of human resources within the HMIS;

® links and complementarities between the HMIS and the other activities conducted by the
RO;

® Llinks between the health microinsurance scheme and health care providers;

® legal and regulatory framework in which the HMIS operates.



VOLUME 1 PART IV. EVALUATION OF THE INSTITUTIONAL VIABILITY OF THE HEALTH MICROINSURANCE SCHEME 91

1. Distribution of tasks and management
of human resources within the HMIS

The proper performance of the various tasks involved in the operation of an HMIS is a
very important factor in ensuring its viability and autonomy. It depends on the way in which
responsibilities are organized and assigned, as well as on the qualifications of the persons
who perform them. These two elements will be examined below.

1.1 Distribution of responsibilities

All the functions and tasks required for the proper functioning of the insurance must be clearly
defined and assigned.

These functions may be performed by organizational structures and/or persons belonging
fo the responsible organization or to outside organizations (for example, an accounting firm
that prepares the financial statements). The distribution of functions internally and externally
has important implications, particularly for the autonomy of the HMIS, its operating expenses,
the training needs of its staff, etc. In many cases, it also has an impact on the quality of the
performance of those functions. For all these reasons, the distribution of responsibilities is a very
imporfant element to be analysed in evaluating and strengthening the viability of an HMIS.

The suggested approach for analysing this distribution consists of:

® |dentifying the organizational structures and actors involved in the administration and
management of the HMIS;

® Comparing the roles, as defined in the regulations {(memorandum of understanding, insur-
ance contracts, internal rules, statutes, operating manual, etc.), of the various actors with the
roles actually performed. This exercise involves the construction of theoretical and actual
role tables. A comparison of these fables should lead managers to examine how well the
current distribution of roles is functioning.

Lastly, the scheme's level of autonomy, from the organizational standpoint, will be considered.

1.1.1 Organizational structures and actors involved
in administration and management

This section offers suggestions for drawing up a list of organizational structures and actors
involved in the administration and management of the HMIS. If the responsible organization
conducts various activities, the list will contain only those organizational structures and actors
involved in administering or managing the HMIS.

The name and the responsibilities of organizational structures may vary, depending on the
HMIS concerned. Evaluators should distinguish between organizational structures that have
been given:
® Decision-making authority: Such bodies include boards of directors (BoD) and general

assemblies (GA) of members or shareholders. They are also called governing bodies.

Depending on the HMIS in question, they are responsible, inter alia, for defining the terms

of reference and general policy of the HMIS, as well as for approving its statutes, regula-

fions, budget and accounts;

® Executive authority: They include bodies such as the executive committee, which is also
known as the executive board, or the executive secretariat. These bodies are responsible
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for the day-to-day management of the HMIS and, in some cases, are subdivided info
departments (general management, financial services, human resources, efc.). They may
be external entities, which operate outside the responsible organization and the scheme
(such as medical advisers, certified accountants, efc.). In some instances, a management
committee may concurrently exercise both decision-making and executive functions;

® A supervisory body: This includes such bodies as a supervisory committee, an infernal
audit department or an external audit service. These bodies ensure that the actions of the
HMIS comply with its memorandum of understanding, statutes and internal rules, as well
as with its management procedures. They also verify the accuracy of the accounts and,
more generally, seek to prevent the improper or fraudulent use of resources.

The actors are identified on the basis of current regulations {memorandum of understanding,
insurance confracts, internal rules, statutes, efc.) and categorized according to the type of
organizational structure to which they belong (decision-making, executive, or supervisory).

Eight categories of actors have been established and divided info two groups, depending
on whether they are internal or external to the HMIS.** Other categories of actors may exist,
depending on the HMIS or the contfext in question.

(a) Internal actors

Internal actors include:

® Members (or insured persons). Whether elected or not, these members serve as volun-
teers. They may participate in management bodies or in decision-making bodies (general
assembly, board of directors).

® Volunteer staff. These are non-members who work for the scheme on a permanent or temp-
orary basis. Such individuals may work in decision-making bodies (general assembly, board
of direcfors), or management or supervisory bodies, as trainees or in some other capacity.

® Departmental staff of the responsible organization not employed by the HMIS. This
includes staff shared by several divisions within the RO (e.g. financial services or general

management). Such individuals are paid by the RO, not by the HMIS.

® Siaff employed or compensated by the HMIS. This refers to all individuals remunerated
by the HMIS. If staff from the responsible organization is used for the HMIS as well as for
other operations, it is advisable to create a sub-category to distinguish these individuals
from employees who work exclusively for the HMIS.

(b) External actors

External actors include:
® Remunerated, external service providers, such as certified accountants, auditors, efc;

® Health care providers. Some health care providers perform management functions for the
HMIS (collection of premiums, registration of members, etc.). A distinction should be made,
where applicable, between functions that logically fall within the sphere of the provider
(such as checking membership cards), and those that, depending on the level of develop-
ment of the HMIS, fall within the sphere of the scheme, but which it does not yet perform
(collection of premiums, updating of membership registers, efc.);

% In a partner-agent model, both the insurer and the agent (the local organization) are considered to be
infernal actors within the HMIS. Nevertheless, for the sake of simplicity, only the agent responsible for running
the scheme is taken into account here.
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® Technical assistance provided by a project or NGO (local or international). Unlike health
providers, actors in this category are not remunerated;

® Third-party technical assistance. In some cases, the HMIS may receive technical assistance
or non-invoiced services from public authorities (municipality, or provincial or regional
authority) or private authorities (particularly for socio-occupationally based schemes). This
category is distinguished from that of providers in that the assistance it provides is free of
charge. Such assistance is also distinguished from project and NGO assistance, because,
in principle, it is longer lasting (particularly if it is regulated by law).

1.1.2 Construction of theoretical and actual role tables

After identifying the various organizational structures and actors involved in the scheme, it is
possible fo construct an analytical tool, i.e. a role table. An initial table - the theorefical role
table (Table 19a) - is based on current statutory documents and regulations, and illustrates
how the organization of the HMIS was conceived and should function. This table may reveal
that certain functions have not been assigned. The officials in charge of the HMIS may then
consider whether to supplement the regulafions governing the operations of the HMIS or the
responsible organization.

Once this initial table has been constructed, a second role table must be prepared on the
basis of the functions actually exercised by the various actors working in the administrative and
management organizational structures. This is the actual role table (Table 19b).

These two role tables contain the same list of functions, which were selected because of
their importance to the proper functioning of the HMIS.

1.1.3 Analysis of the role tables

This section will analyse both the theoretical role table and the actual role table.

(a) The theoretical role table

The theoretical role table may be used to evaluate the theoretical organizational autonomy of
the HMIS. If certain functions included in the table have not been assigned, managers should
check whether the function is relevant to the HMIS concerned, or whether the absence of
an entry reflects an omission in the distribution of tasks. These grey areas are sometimes very
useful in identifying dysfunctions within an organization. This analysis may also be carried out
in revising the scheme's current regulations.

(b) The actual role table

The actual role table may be used to analyse the real distribution of tasks in terms of how they
are actually carried out within the HMIS. It should therefore be completed, not on the basis
of regulations, but on the basis of practices observed in reality.

Such an analysis should highlight the way in which the various organizational structures
function and identify the actual responsibiliies of individual actors. Managers should:

® Verify that there is an actor for each function listed in the role table;

® |dentify any dysfunction in the procedures or the assignment of tasks (duplication of respon-
sibility, vertical and horizontal overlapping of responsibility, etc.);

® Evaluate the sustainability of the management structure, i.e. consider fo what extent the func-
tions and tasks are carried out by actors who are not required to cease their activities.
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Tables 19a and 19b. Theoretical role table and actual role table See Volume 2, page 31
Functions Organizational | Actors within Remarks
structures the organizational
structure

Decision-making functions

Institutional relations

Who is the head of the HMIS and who represents it externally?

Who elects or appoints the members of the executive bodies?

Who makes decisions regarding legal actions?

Who makes decisions regarding the convening of the GA?2

Administrative management

Who makes decisions concerning the method of distribution and
the content of messages communicated?

Who makes decisions concerning membership arrangements?

Who makes decisions concerning the admission or exclusion of a
member?

Who issues sanctions in instances of fraud?

Who makes decisions concerning conditions of membership
(form and types of membership, etc.)2

Technical management

Who decides what services will be provided?

Who makes decisions concerning premium amounts?2

Who makes decisions concerning exclusion (temporary or not)
from entitlement to benefits?

Who makes decisions concerning the introduction of measures
to limit insurance-related risks (co-payment, compulsory referral,
etc.)?

Financial and accounts management

Who approves the budget estimate?

Who approves the income statement and balance sheet?

Who makes proposals for allocating net income?

Who makes decisions regarding the allocation of net income?

Who makes decisions regarding financial investments?

Who handles cases of embezzlement?

Who makes decisions concerning reimbursement of members or
payment of providers?

Relations with service providers

Who chooses service providers?

Who signs contracts with service providers?2

Who makes decisions concerning whether to refer patients to a
higher level?

Who makes decisions concerning the withdrawal of a provider’s
accreditation?

Who chooses the insurance company? (if applicable)

Executive functions

General Assembly

Who organizes the GA?

Who informs and convenes the members?
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Functions Organizational | Actors within Remarks
structures the organizational
structure

Administrative management

Who receives membership applications?

Who updates management tools (insured register, etc.)?2

Who issues membership cards?

Who processes claims?

Who informs beneficiaries of services covered?

Who organizes information campaigns for the target population?

Who records premium payments?2

Who collects premiums?

Who monitors cash receipts?

Technical management

Who negotiates contracts with providers?

Who negotiates contracts with the insurance company? (if
applicable)

Who calculates the amount of premiums?

Who monitors claims (frequency, average costs, etfc.)?

Who settles claims disputes?

Financial and accounts management

Who prepares the budget estimate?

Who monitors the budget?

Who prepares the cash flow plan?

Who monitors the cash flow?

Who commits expenditures?

Who monitors and collects liabilities?

Who maintains accounting records?

Who prepares the income statement?2

Who prepares the balance sheet?

Who monitors investments?

Related activities

Who organizes health education and prevention activities?

Who carries out health education and prevention activities?

Who organizes other activities of the HMIS (by activity)?

Who carries out other activities of the HMIS (by activity)?2

Supervisory functions

Internal supervision

Who monitors the beneficiaries’ status@

Who carries out financial and accounting controls?

Who supervises the petty cash?

Who checks service providers’ invoices?

Who oversees claims from the medical standpoint2

Who controls the quality of services dispensed by providers?2

Who carries out internal evaluations and audits?

External supervision

Who carries out external evaluations and audits?
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(c) Concordance of the theoretical and actual role tables

The third phase of the analysis consists of identifying any discrepancies that may exist between
the distribution of tasks stipulated in the regulations and the actual distribution of tasks. This
analysis will address:

® Discrepancies between what is planned and what is actually carried out;
® Efforts to determine the origin of these discrepancies;

® An estimate of the consequences of the discrepancies on the proper functfioning of the

HMIS.

An analysis of the discrepancies between the two fables provides an initial evaluation of the
organizational functioning of the HMIS.

In order to complete and facilitate the analysis, an organizational chart may be used. An
organizational chart is a plan showing the various organizational structures involved in the
administration and management of the HMIS, and their hierarchical relationship. It enables the
officials in charge, managers and staff to improve their understanding of the functioning of the
HMIS. The organizational chart can include relationships with health care providers or other
actors who exercise decision-making or executive functions within the scheme.

1.1.4 Evaluation of the level of organizational autonomy of the HMIS

After examining the role tables, it is important to evaluate the level of organizational autonomy
of the HMIS. In order to do this, it is first necessary to distinguish between internal and external
functions (in practice and in theory| using the actual role table. The analysis will then focus on
functions carried out by external actors. Two cases, in particular, are worthy of note:

® External actors working free of charge. If such support is granted for a limited period, the
responsible organization must begin making preparations to operate without it. Several
alternafives may be considered, depending on the nature of the function and the context
in question, including: fraining of staff and/or officials of the responsible organization
and progressive fransfer of responsibilities; recruitment; and negotiation of contracts with
service providers. It will be necessary to analyse the economic impact of these various
alternafives on the HMIS. Even if the duration of the support is, a priori, unlimited, it is
nevertheless worthwhile to examine the possibility of replacing it. The responsible organ-
ization must be able to cope with any eventuality (such as the unexpected withdrawal of
external actors) and ensure the continuity of the function that was exercised as a result of
the support provided.

® FExternal actors working in the context of paid service provision. The responsible organ-
ization has greater control over the activities of external actors in this case than in the
preceding case. However, it may be that some external actors performing important func-
fions are the only ones in the scheme's area of operations who are able to perform them.
This reduces the autonomy of the HMIS and makes it vulnerable to the risk of the departure
or cessation of activity of the actors concerned.

It should be noted that the number of functions handled by the responsible organization is not
a determining factor. A single function (such as monitoring the risk portfolio), which is carried
out through a temporary form of technical assistance, may alone have a decisive impact on
the viability of an HMIS.
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1.2 Human resources

The management of human resources in an HMIS is an area that is offen neglected or not
dealt with efficiently. There are two main reasons for this:

® Most existing health microinsurance schemes are smallin size. Because of the cost involved,
it is often not possible to recruit qualified people for each of the functions required for the
proper functioning of an insurance scheme. Thus, HMIS managers are often entrusted
with numerous responsibilities, even if these require differing skills (finance, relations with
insurers > and health providers, technical monitoring of risk portfolio, etc.).

® Many health microinsurance schemes are linked to other entities that play a role in its
management (see previous section 1.1.1). The staff members involved are managed as a
function of the concerns of the organization to which they belong, which do not always
coincide with the needs of the HMIS.

The fact remains that the shortage of appropriate skills is one of the most common causes of the
failure of health microinsurance schemes. Despite these difficulties, human resources manage-
ment nevertheless deserves fo be addressed when assessing the viability of an HMIS.

It falls outside the scope of this Guide to provide methods for an exhaustive evaluation of
human resources management. The following section will be limited to analysing whether the

HMIS has:
® A staff administration department, or at least the basic tools needed in this areq;

® A human resources development policy, in particular, with regard to training.

1.2.1 Staff administration

Staff administration consists of all the tasks involved in managing people who work for a given
organization. These tasks concern the maintenance of personal files, regulations, grievance
procedures, job classification, remuneration and all employment-related problems (recruitment,
selection, dismissal, etc.). *®

Human resources management is a broader concept than staff administration. It includes,
in addition to administration, all the procedures used to achieve the most advantageous rela-
tionship between staff performance and cost. It involves staff motivation, investment in training,
the role of management, efc. The use of the term “resources” underscores the fact that the
human element is a valuable asset to the organization and one that should be appreciated.

With regard to staff administration, this section will focus on the tools used in this area. Two

basic tools, or their equivalent, should be used:

® Operating manual. This describes in defail - for example, in the form of terms of refer-
ence - the various functions to be performed by infernal actors of the HMIS. It includes
the objectives of the function, the necessary qualifications, the unit to which the function has
been assigned, the immediate supervisor, the nature of the duties to be performed and the
specific tasks required.

® Staff regulations. Thisis a document that esfablishes the operating rules of the workplace
(taking into account legal requirements). It addresses working hours, breaks, dispute settle-
ment, the rights and duties of staff, efc.

" As mentioned previously, this Guide focuses on the CBO and does not specifically examine its relation-
ship with the insurer. Organizations using the partner-agent model will have to assess the value that each party
brings to the relationship.

% M. Kubr (ed.]: Management consulting: A guide to the profession (Geneval, ILO, 3rd (revised) edition,
1996.
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Depending on the level of development of the HMIS and the degree of its involvement in
the other activities of the responsible organization, evaluators will need to assess the existence,
quality and utilization of these tools.

Indicator H.1. Staff administration tools See Volume 2, page 72

This indicator measures the existence and quality of the tools used in administering the
staff responsible for operating an HMIS.

1.2.2 Human resources development

Human resources development is infended to ensure that the sfaff and officials in charge are

efficient, competent and able to adapt to changes in the organization. It addresses various

elements: iniial and further training, performance evaluation, organizational development, efc.
In most existing health microinsurance schemes, only initial and further training serve as

basic analytical criteria. Consequently, evaluators should assess:

®  Skills. Management of health insurance requires specific technical skills. Qualitative analysis
is required. On the basis of the actual role table (see Part 1V, section 1.1.2), this involves
matching the functions to be carried out by the various officials with their qualifications
(level of education, professional experience, efc.). Areas of discrepancy will indicate the
need for fraining or, in some cases, the reassignment of tasks.

® The existence of human resources fraining activities. An indicator that may be used fo
measure the level of investment in training for the staff and officials in charge of an HMIS
is provided below.

Indicator H.2. Investment in training See Volume 2, page 73

H.2.1: Gross investment in training

The first indicator refers to the rafio of total training costs to the total annual operating
expenses of the HMIS.

H.2.2: Net investment in training

The second indicator refers to the proportion of total operating expenses allocated to
HMIS staff training.

® Fffectiveness of fraining. To complete the preceding analysis, the fraining process and ifs
effectiveness should be evaluated. This assessment should take info account, in particular,
the way in which the fraining programme has been developed (identification of needs,
choice of content, choice of trainers, etc.) and the results of training evaluations.
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2. Links between the HMIS and the other activities
conducted by the responsible organization

In many cases, the responsible organization engages in other activities besides insurance.
These other activities are often linked to the HMIS. In particular, it is possible that:

® The acfivities are linked to one another financially. Health insurance may be directly or
indirectly cross-subsidized by other activities. In such cases, the viability of the insurance
scheme may depend on the maintenance of these subsidies;

® Some of the other activities of the responsible organization, besides insurance, are in the
field of health. Complementarities should therefore exist between these activities and the
HMIS. The nature of these complementarities and the way they are handled will have
repercussions on the viability of the HMIS;

® The other activities are experiencing difficulties to an extent that threatens the survival of
the responsible organization and, by extension, that of the insurance scheme.

These three points will be examined below.

2.1 Financial interrelationships between the various activities
conducted by the responsible organization

This section will identify and examine the different types of subsidies received by the HMIS
from the other economic activities conducted by the responsible organization. These subsidies
may include, among others:

® Capital invested in the HMIS. For example, donations to establish reserves or share
capital;

® financing of certain operations of the HMIS. For example, financing of activities aimed at
promoting the scheme among the target population;

® Making equipment or human resources available to the HMIS. For example, the loan of
a vehicle, the periodic secondment of a registered accountant, etc.

In the first case, if the capital invested in the scheme consists of operating subsidies, an assess-
ment must be made as to whether these subsidies will continue to be granted to the HMIS on
a long-term basis or gradually disappear in order to judge their effect on its viability.

In the second and third cases, an analysis of hidden costs (see Part lll, section 4.3) will
help to identify the economic impact of these subsidies on the HMIS.

In practice, financial transfers between the activities conducted by the responsible organi-
zation are very common. Some organizations set up economic activities for the sole purpose
of financing the health insurance scheme. For others, financing health insurance is “profitable”
because it allows them to make a financial return on other activities (for example, the reimburse-
ment of productive credit) that is higher than ifs cost.
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2.2 Relationship between health insurance and other health-related
activities of the responsible organization

The responsible organization may manage other activities in the field of health that are comple-
mentary fo the insurance product. If properly structured and managed, these activities should,
in principle, reinforce the scheme's viability.

2.2.1 Health-related financial services

In addition to insurance, other health-related financial services may be offered to members of
the HMIS, including:

(a) Health credit
Health credit® may be used:
® To finance services not covered by the HMIS, or for which coverage is capped;
® To pre-finance health expenses when a third-party payment system is not used.
Schemes may also extend “credit” to members in the form of a co-payment. The HMIS may

pay the entire invoice of the health provider and then ask members to reimburse an amount
equivalent to that of the co-payment (deductible, percentage co-payment).

Example. In India, VimoSEWA provides a “prospective reimbursement” in certain
districts. The insured member is visited in the hospital and provided with funds, up to the
amount of the maximum benefit, in order to cover expenses prior to discharge.

Health credit offers an advantage to members. It improves their access to health care, includ-
ing to benefits provided by the scheme, in the absence of a third-party payment system.
However, this service, which is risk-free in terms of technical management of the portfolio, does
carry financial risks. Experience shows that debts are difficult to recover from beneficiaries. The
existence of a health credit system may make the HMIS more atfractive, but may indirectly
compromise ifs viability if cost recovery is not satisfactory.

(b) Health savings

Health savings “°is a form of risk management that may complement the coverage provided
by the HMIS. Health savings can, for example, be used for minor risks, leaving the HMIS to
cover major risks.

2.2.2 Non-financial health-related services

Some responsible organizations offer non-financial health-related services. These services are
often complementary to the HMIS. They may consist of:

® Health education or prevention activities (for example, free screening or vaccination). These acfiv-
ities, in addition to helping improve members” health, can reduce the claims costs of the HMIS.

® Health care services. Some responsible organizations operate a health insurance scheme
and a health care facility alongside one another. In principle, the fransactions of these diverse

*? Health creditis a form of credit that is intended to finance health expenses. It is often subject to conditions
that differ from those of other forms of credit (in terms of repayment schedules, conditions of grant, etc.).

“9 Health savings is a savings mechanism whose purpose is to help members set aside funds for future health
expenses not covered by insurance. Like health credit, it is governed by specific conditions (minimum deposit,
regular savings, etc.). It may take the form of a "personal health savings scheme” or of subscriber books.
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activities should be recorded in separate accounting records in order fo avoid the phenomena
of unreasonable compensation, which may ulimately endanger the viability of both activities.

The services covered by the health microinsurance scheme and those offered by the respon-
sible organization may be identical, or they may be distinct from one another. Health care
providers that set up an insurance scheme generally do so to improve the financing of the
health services they provide. Community-based organizations, on the other hand, may develop
a nefwork of primary health care services and create an insurance scheme to cover only their
members’ hospital expenses.

When conducting an evaluation, it is important to consider the inferrelationship between
health care services and insurance, because it has repercussions, inter alia, on the attractive-
ness of the scheme (penetration rate), the nature of the services covered and the methods of
coverage proposed.

® Specific actions carried out on behalf of solidarity for groups of persons at high risk (the elderly,
disabled, young, very poor, efc.). An example would be the esfablishment of a welfare fund.

In addition to their possible complementarity with and links to insurance, the above-mentioned
activities must be taken info account by HMIS evaluators because they may have other effects
on its development. There are numerous possibilities. For example:

® The enrolment frend of the HMIS will be boosted if the responsible organization already
has a large number of members as a result of ifs other activifies;

® The possibilities for reducing the fixed expenses of the HMIS are increased when the
responsible organization conducts several activities. It is possible, for example, for the
HMIS and the other activities fo share certain expenses, such as premises, equipment,
travel costs of officials, etc.

® The credibility of the responsible organization, earned as a result of its other activities, may
facilitate the establishment of relations between the HMIS and third parties (banks, service
providers).

® The experience gained and relafions developed by officials of the responsible organ-
ization through the RO's other activities, may be used to advantage in improving the
functioning of the HMIS;

® An HMIS may suffer from a lack of visibility given that a member must fall ill in order for
members to “observe” the scheme in operation, which may be rather infrequent if the
scheme covers only maijor risks. The parallel operation of health insfitutions or other acfiv-
ities on the part of the responsible organization can help to make the existence of the
HMIS more “visible”.

2.3 The “financial health” of the responsible organization

Even when the insurance product is operating efficiently on its own, its viability may be threat-
ened if the responsible organization experiences serious financial setbacks in connection with
the other activities it is conducting.

Itis thus in the scheme's inferest to examine the “financial health” of the responsible organ-
ization. This examination does not have to be exhaustive. It may consist of analysing a few
indicators of the RO's consolidated financial position.

The RO's consolidated financial statements - balance sheet and income statement - are
produced by combining the financial statements that correspond fo the various activifies it
conducts. These will provide an overview of the responsible organization’s situation.
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Because this type of financial evaluation is not specifically insurance-related, it falls outside

the scope of this Guide. Evaluators may nevertheless wish to refer to cerfain elements presented

in the sections on how fo evaluate the viability of an HMIS. The net income achieved by the

responsible organization across successive accounting periods will already provide some

valuable indications.

Some ratios described in Part Il will have little relevance in those cases in which the

responsible organization conducts other activities besides insurance. This is frue, for example,

of the expense/earned premium ratio. On the other hand, the following ratios, which are
established on the basis of consolidated accounts, may be used to evaluate the financial

position of the RO:

® Consolidated quick rafio (F.1 consolidated);

® Consolidated equity-debt ratio (F.2 consolidated);

® Consolidated gross operating expense rafio (F.6 consolidated);
°

Consolidated self-financing ratio (V.1 consolidated).

3. Relationships between the health microinsurance scheme
and health care providers

As indicated in Part lll, the behaviour of health care providers and the quality of the health care
they deliver are very important factors in determining the viability of an HMIS. It is therefore
necessary to analyse the various types of relationships that exists between the HMIS and its

service providers. Three types of relationships should be considered:
® Functional relafionship;
® |nstitutional relationship;

® Confractual relationship.

In many cases, the responsible organization also operates health care facilities. In this case,

the degree of integration and of autonomy of the two activities (insurance and provision of

health care) must be analysed.

3.1 Functional relationship

The functional relationship between an HMIS and health care providers may be inferred from

the theoretical and actual role tables, by examining the executive and supervisory functions.
An analysis of this functional relationship will enable evaluators to identify the areas in
which the functions of the HMIS and its providers are infegrated, as well as those areas in

which the scheme is autonomous.

3.2 Institutional relationship

The insfitutional relationship between the HMIS and health care providers may be inferred from
the theoretical and actual role tables, by examining decision-making functions. This analysis

focuses on the degree of autonomy of the HMIS.



VOLUME 1

PART IV. EVALUATION OF THE INSTITUTIONAL VIABILITY OF THE HEALTH MICROINSURANCE SCHEME 103

The insfitutional autonomy of the HMIS with respect to health care providers is defined in
terms of three criferia:

® Separate statutes. The HMIS must be managed by an entity with separate legal statutes
from the entity providing health care.

® Separate decision-making functions. The decision-making functions must be performed by
organizational structures that are distinct from those administering the provision of health care.

® formal relations. An agreement must be concluded between the two entities.

As a result of applying these criteria, varying degrees of institutional autfonomy may emerge:
® Theoretical autonomy. The three criferia are safisfied in the regulations, but not in practice;
® Real autonomy. The three criteria are satisfied in practice;

® Partial autonomy. One of the criteria is not satisfied;
[

Lack of autonomy. The HMIS and the health care provider are managed by the same
organizational structure, which has decision-making power for both.

3.3 Contractual relationship

In Part Il of the Guide, mechanisms for the rafionalization of benefits were presented. The
HMIS may use two additional instruments to control the price, quantity and quality of care
provided by health providers, as well as the roles of each entity: treatment protocols and
confracts.

Treatment profocols are aimed at “standardizing” treatment procedures. Contracts are
aimed af defining the technical and financial relationship between health microinsurance
schemes and health care providers.

For the purposes of evaluation, the existence and quality of contracts that formalize the rela-
fionship between health care providers and health microinsurance schemes must be analysed.
The following table lists the key elements that should be included in most contracts concluded
between an HMIS and a health care provider.

Table 20. Analysis of a contract with a health care provider See Volume 2, page 33

Elements included in contract Yes/No Remarks

Definition of services covered

Fees

Methods of payment of providers

Payment deadlines

Procedures for applying co-payments

Conditions for modifying fees charged for health services covered by the scheme

Medical audit procedures

Procedures for applying treatment protocols

Methods used by health care provider to verify beneficiaries’ entitlement to benefits

Provider’s guarantee with respect to the quality of health services

Duration of the contract and termination clauses

Dispute settlement terms
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4. The legal and regulatory framework governing
the operation of the health microinsurance scheme

The viability of the HMIS may be threatened by the absence of a legal framework and
effective internal rules. Its viability will also depend on compliance with legal obligations.

4.1 The legal framework governing the operation
of the health microinsurance scheme

In order for the insurance product to be operated efficiently and with the proper controls, it
must be managed by an organization with a suitable legal status. This is necessary in order
for the organization to establish and formalize relations with third parties. This legal status
subjects the insurance operation to control by the supervisory authorities, which constitutes @
safeguard for third parties and scheme members.

In the context of the evaluation, the first question to ask is whether the country in which
the HMIS operates has enacted legislation governing insurance. In the absence of a specific
legislative framework relating to insurance*' or to mutual organizations, it should be deter-
mined whether some other legal status has been obtained, such as that of an association, a
cooperative, efc.

Progressive stages towards legal recognition may be defined using the following table.*”

Table 21. Progressive stages towards legal recognition See Volume 2, page 34
The RO does not have statutes or internal rules Stage 1
The RO has formulated statutes and internal rules Stage 2

The RO has deposited its statutes with the competent authorities Stage 3

The RO has its own legal personality Stage 4

The RO has a specific legal personality as an insurance provider, | Stage 5
a third-party administrator (TPA) or a mutual organization

“1 Where the partner-agent model is used, the regulatory system usually describes which activities the CBO
is authorized to conduct and,/or which activities the insurer is authorized to delegate.

“2 This table corresponds to cases in which operating an insurance scheme is the only activity carried out
by the responsible organization. Where this is not the case, the numerous possibilities that exist for establishing a
separate legal status or entity for the various activities of the responsible organization would make presentation
of this table more complex.
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4.2 Compliance with statutory and regulatory obligations

The holding of general assemblies, preparation of annual reports, presentation and approval
of the income statement and balance sheet, and the rofation of representatives of the manage-
ment bodies of the HMIS are the main activities that should mark the institutional life of an
organization. The intervals and methods of application of these statutory obligations are set
out in the statutes and internal rules of the scheme.

The scheme’s compliance with current sfatutory and regulatory obligations can be analysed
using Table 22.

For mutual organizations, in particular, non-compliance with statutory and regulatory obli-
gations may indicate a lack of involvement on the part of members in the life of the mutual
organization. The “real’, as opposed to merely “formal”, nature of the principle of member
participation has a significant influence on the dynamics of the organization and its viability.
A few additional indicators may be used to assess this parficipation:

® The ratio of rotation of representatives. This is the rafio of new representatives to total
representatives af a given point in fime.

® The number of participants in the general assemblies organized by the HMIS;

® The ratio of attendance at general assemblies is the ratfio of participating members to the
total number of contributing members.

® The participation of women and young people in general assemblies.

By aftending a general assembly, it is possible to get a clearer idea of the opportunities avail-
able to members to express their points of view and their capacity to do so.

Table 22. Statutory and regulatory obligations See Volume 2, page 35

Statutory and regulatory obligations Statutory intervals | Actual frequency | Remarks

Holding of general assemblies

Production of annual reports

Production of financial statements
(income statement, balance sheet)

Conduct of external audit
by a statutory auditor

Rotation of members
of management bodies

Preparation of the minutes
of board of directors’ meetings

Preparation of the record
of the general assembly

Submission of financial reports
to supervisory authorities
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Part V.

Some indications for evaluating
the efficiency, effectiveness and impact
of the health microinsurance scheme

Measuring the impact of an HMIS, or describing its operation in terms of efficiency or effec-
fiveness, requires the use of methods that fall outside the scope of this Guide. These methods
are generally defined on an ad hoc basis to address the particular characteristics of the
schemes to be examined. They seek to define the effects of the HMIS by comparing situations
“with and without” its intervention (for example, by comparing data for beneficiaries with
data for uninsured persons). Field surveys are one of the main methods used in making such
comparisons, relying on an approach that is both qualitative and quantitative in nature. Such
methods require time, as well as human and financial resources, in order to be carried out in
a rigorous fashion.

Part V has modest ambitions. It does not attempt to provide the methodological guidelines
needed to implement the above-mentioned methods. That would require a separate guide.
Part V merely provides some indications to users who might be interested in this type of evalu-
ation as a complement to evaluating the viability of the HMIS. The indicators and criteria
presented in Part V are relatively simple and should be used with caution. The combination of
several indicators, supplemented by qualitative information, may be used to obtain an initial
assessment of the impact, efficiency and effectiveness of an HMIS.

A number of indicators of effectiveness and efficiency will be presented in turn, together
with some indications for evaluating the impact of an HMIS. Finally, the notion of the relevance
(or lack of relevance) of the health microinsurance scheme will be introduced.

1. Some indicators of the effectiveness
of the health microinsurance scheme

The effectiveness of an HMIS may be defined as its capacity to fulfil the objectives assigned
fo it. In this sense, the measure of its effectiveness is generally linked to the level of achieve-
ment of its objectives.

Not all health microinsurance schemes pursue the same objectives (see Part IV). The
indicators presented in this section relate to two objectives: improving beneficiaries” access to
health care and extending access to insurance for the maijority of the population, as a mean
to improve income security.
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1.1 Improving beneficiaries’ access to health care

Seven basic indicators for evaluating the level of attainment of this objective will be
presented.

Indicator E.1. Rate of utilization of health services
by beneficiaries See Volume 2, page 74

This indicator, which is calculated for each category of service (or benefit) and for a
defined period, refers to the number of times HMIS beneficiaries use a particular service
in relation to the total number of beneficiaries.

Indicator E.2. Comparative rate of utilization
of health services See Volume 2, page 75

This indicator refers fo the rate of utilization by beneficiaries of a particular service for a
defined period in relation to the utilization rate of the same service for the same period
by non-beneficiaries.?

This indicator should be interprefed with caution. Although an increase in the utilization of serv-
ices may mean better access fo care, it may also be the result of over-consumption, adverse
selection or over-prescription.

Indicator E.3. Comparative latent periods See Volume 2, page 76

The latent period refers to the time separating the onset of an illness from the moment
freatment is sought. It may be determined for, and a comparison made between, benefi-
ciaries and non-beneficiaries.

An insured person will tend fo seek freatment more promptly than a person who is not insured.
It will be more costly for an uninsured person to obtain freatment, and such persons will tend to
wait until the illness “goes away”. Uninsured persons may also need time to gather together the
money they need o pay for health expenses. For insured persons, this time may be negligible,
or very short, if the HMIS uses a third-party payment system.**

This indicator should be interpreted with caution inasmuch as the length of the latent period
depends on many factors: the ability of health care providers to meet the demand for care
promptly; the greater or lesser amount of resources available to beneficiaries, depending on
the time of the year; efc.

3 It is assumed that non-beneficiaries are not insured by another scheme.

“* Even in the opposite case, the time needed to assemble the necessary funds for the expenses will be
shorter, on average, for insured persons than for non-insured persons. The fact that expenses will be reimbursed
increases the likelihood of finding resources quickly: it makes it easier to borrow from others, to replace an item
that has been sold, etc.
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Indicator E.4. Comparative average length of stay
for non-programmed hospitalizations See Volume 2, page 77

This indicator is the rafio of the average length of stay in hospital of beneficiaries to that
of non-beneficiaries, for a defined period.

It may be assumed that HMIS beneficiaries will have the possibility of being admitted to
hospital more quickly than non-beneficiaries, for the same reasons as those expressed for the
previous indicator. Because they are hospitalized at an earlier stage in their illness, the length
of freatment will, a priori, be shorter for beneficiaries.

Indicator E.5. Comparative average costs
of non-programmed hospitalizations See Volume 2, page 78

This indicator is the ratio of the average cost of this benefit for beneficiaries to that for
non-beneficiaries, for a defined period.

If the fees are the same for both groups, a decrease in this rafio may indicate a more minor
illness in HMIS beneficiaries (on average). It reflects befter access to care in the sense that
beneficiaries obtain freatment at an earlier stage in their illness. On the other hand, it is possible
that the insurance scheme gives beneficiaries access to more expensive treatments than those
received by non-beneficiaries, which has an opposite effect on the value of the indicator.

Indicator E.6. Rate of exclusion of beneficiaries See Volume 2, page 79

This indicator is equal to the number of beneficiaries who are unable to obtain care
through the services covered by the HMIS in relation to the total number of beneficiaries,
for a defined period.

This rafe gives an indication of the persistence of barriers to health care access. These barri-
ers may have many causes, both internal (level of co-payments, delays in issuing guarantee
letters, etc.] and external (availability or quality of health care provision, excessive transport
costs, opportunity costs, efc.) with respect to the HMIS.

1.2 Access to insurance for the majority of the population

To measure the effectiveness of the HMIS in achieving this other objective, managers may
refer to the penefration rate (M.5), which was used in the evaluation of viability.

Indicator M.5. Penetration rate See Volume 2, page 62

The penetration rate for the target population is the ratio of the total number of HMIS
beneficiaries to the number of persons comprising the target population. A rate of 100 per
cent equals the maximum effectiveness of the HMIS.
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The penetration of the scheme is dependent on a large number of factors that must be
examined in order to interpret this indicator. These include the "visibility” of the scheme's actions
(measured, for example, by the number of claims for each beneficiary family), the financial
accessibility of the HMIS (measured, for example, by the premium fo income ratio), the extent
to which the target population has been informed about the HMIS, efc.

2. Some indicators of the efficiency
of the health microinsurance scheme

The efficiency of an HMIS may be defined as the relationship it establishes between the
means it uses and the results it achieves. In other words, efficiency is essentially the capacity
to deliver the best services at the least cost. Efficiency may therefore be measured, roughly
speaking, in terms of the ratio of results to means.

Some of the indicators presented here are those that were defined in the sections dealing
with the evaluation of the financial viability of an HMIS.

Indicator F.5. Claims ratio See Volume 2, page 67

The claims ratio is the proportion of premiums used to reimburse members or to pay
providers.

The higher the proportion of premiums used for their primary purpose, namely, the payment of
claims, the greater the efficiency of the HMIS. From this perspective, a ratio of approximately
75 per cent is indicative of an efficient scheme.

Indicator F.6. Gross operating expense ratio See Volume 2, page 67

The gross operating expense rafio measures the proportion of the scheme’s financial
resources used fo operate the HMIS.

Operating expenses are outlays whose objective is to enable the provision of services to
members. The higher these expenses are as a percentage of total expense, the higher is the
“cost” of granting the benefits. In other words, the higher the level of means required to obtain
the results (the health services), the lower the efficiency. From this perspective, a ratio of 15 per
cent or less is indicative of an efficient HMIS.

Indicator C.1. Investment income See Volume 2, page 81

Investment income consists of income from the investment of funds.

The HMIS is a financial system based on the collection of premiums and the payment of
benefits. It manages financial flows. Indicator C.1 is one factor in evaluating the ability of the
HMIS to use the funds at its disposal. A more defailed assessment of this ability would require
an analysis of financial flows over the course of the accounting period.
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Indicator M.7. Average period for reimbursement
of members See Volume 2, page 63

The average period for the reimbursement of members is the amount of time elapsed
between a claim for reimbursement and its setflement.

In principle, an HMIS seeks to reduce the time it takes to reimburse members. For the member,
the longer the period for reimbursement, the less atiractive the service offered by the HMIS
appears fo be. Inefficient administrative management or cash flow problems are often the
cause of excessively long periods for reimbursement.

3. Some indications for evaluating the impact
of the health microinsurance scheme

The impact of an HMIS consists of its direct and indirect effects on beneficiaries and of the
social, economic, health-related, and even political environment in which the HMIS operates.
This section presents some practical indications for evaluating the impact of an HMIS.
These indications cannot alone comprise the components of a methodology for an impact
study. As indicated in the introduction to Part V, such a study would require the utilization of
methods that fall outside the scope of this Guide.
Four types of impact will be described:

Impact on beneficiaries and the target population;
Impact on the health care supply;

Impact on the population of the area of operations;

Impact on equity.

3.1 Indications for evaluating the scheme’s impact
on beneficiaries and on the target population

3.1.1 The impact of the HMIS on access to health care
by beneficiaries and the target population

The lack of financial capacity to address health expenses should be understood here as
the inability to assume health expenses in such a way that does not plunge the individual or
household into poverty. Individuals and households may be able to find financial resources to
access health care but fo do so, they may use strategies such as indebtedness at exorbitant
rates, handing over of assets, extending labour force including child labour, etc., which can
have long-term consequences on their income and poverty. While these strategies do allow for
access fo health services, they are nonetheless considered to be characteristics of exclusion.

The HMIS may have a positive impact on beneficiaries’ level of access to health care. It
may also have the negative effect of excluding those members of the target population who
are not insured. For those who are insured, the HMIS may have the effect of reducing:

® Temporary or seasonal financial exclusion. Such exclusion is characterized by a lack of
resources fo pay for health expenses during a given period.
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A reduction in this type of exclusion may be observed by comparing the treatment
sought by beneficiaries with that of non-beneficiaries (see indicators of effectiveness
concerning beneficiaries’ access to health care).

The effect of the HMIS on this type of exclusion may also be estimated by means of
certain characteristics relafing to the operation of the HMIS, such as:

— The period in which premiums are paid. If the target population is subject to a lack of
resources during a particular period of the year, it is important that the deadlines for
the payment of premiums do not fall within that period. Otherwise, members will have
difficulty paying their premiums, and part of the target population will not be able to
join the scheme.

— The existence of a third-party payment mechanism. This absolves members from having
to “pre-finance” the full amount of expenses at the time an illness occurs. It thus facilitates
access to care and may directly reduce poverty.

— The existence of a co-payment. The existence of a co-payment, even if it is quite low,
may constitute a financial barrier for members during periods of low liquidity.

Partial or complete financial exclusion. This type of exclusion refers to the inability to meet
all or part of one's health expenses and affects the poorest people.

In this case, as well, it is useful to compare the level of access to health care of benefi-
ciaries with that of non-beneficiaries.

Because it groups users together, insurance can serve to reduce the price of care
(through negotiation with providers) and thus improve access in general. However, it does
not provide care that is free for some and cost-based for others; rather, the financial cost
is shared by all. Consequently, it is also worthwhile at this point to examine:

— Whether the amount of premiums is not foo high in relafion to the average income of the
target population. There is no optimal and universal ratio between these two elements.
Most operators put it af between 3 and 10 per cent.

— Whether the methods of coverage |in terms of persons and in terms of health expenses)
constitute a barrier to the poorest people. This is often the case when members must pre-
finance health care by paying providers directly, or when steep co-payments are used.

— Whether fransfers take place from the richest to the poorest members. Examples include:
when, for the same level of coverage, premiums are determined on the basis of members’
income (income-related premiums);*> or when, in some schemes, members decide to
"pay” the premiums of the poorest members.

— Whether the HMIS participates in distributing subsidies from sources other than ifs
members. Some schemes manage subsidies granted by the Government or other third
parties. These subsidies are generally intended for the partial or full payment of the
premiums of specific groups of people (street children, the elderly, persons with disabil-
ities, destitute).

Geographic exclusion. In rural areas, in parficular, one of the most common factors limit-
ing access fo health care is the remoteness of providers, particularly hospitals, which are
usually located in urban areas.

The HMIS can help to reduce these problems by creating its own health care facilities,
by promoting the establishment of service providers in the area (by providing them with
a solvent clientele) or by establishing fransport services to health care providers located

*> Health microinsurance schemes that use this type of premium are rare, since most health microinsurance

schemes are aimed at individuals in the informal economy, where income is difficult to estimate and even more
difficult to verify.
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at a distance. On the other hand, individuals who do not join the HMIS remain excluded
and, compared to insured persons, are caught in the trap of poverty. Insured members of
the target population reduce their financial vulnerability o health shocks and, consequently,
their level of poverty in the long run.

Example. One of the major obstacles to gaining access to health services faced
by members of the VDRC HMIS in Nepal was the relatively large distance separating
some villages from the nearest hospital, the College of Medical Sciences. In an effort
fo overcome this problem, the HMIS concluded an additional contract with a nearby
health post fo provide primary health care services and an ambulance service for trans-

portation/evacuation to the hospital.

The second impact expected from microinsurance systems is the financial protection which it
provides to beneficiaries. Numerous studies show that shocks related to health problems are
one of the main reasons that households enter info poverty or are unable to get out of it. Health
problems cause a loss of income due fo the cost of health care but also entail other costs
such as those linked fo the inability to work, fravel and most of all, the cost of financing health
care. This cost results from strategies used by households to procure the necessary resources fo
pay for health care. Strategies are varied and include indebtedness often at exorbitant rates,
liquidation of savings, selling assets at lower prices, resorting to child labour, efc. For example,
a household may resort to one of these sfrategies in order fo finance the hospitalization of @
family member. If these strategies are effectively translated into the use of services, the costs
associated with this use are often catastrophic for a household in the long term. In reducing
the need to use this type of sfrategy, the insurance protfects households from associated costs.
Measuring only the access to services does not give a full picture of the essential financial
profection provided by insurance.

The measure of financial protection will bear particularly upon the comparison between
beneficiaries and non-beneficiaries in the frequency and infensity of resorting to these strat-
egies. Or, what is more ambitious but more rigorous, the comparison between the two groups
in the incidence of poverty in the long term.

3.1.2 The impact of the HMIS on beneficiaries’ feelings of insecurity

If insurance has developed rapidly in the world, it is because human beings have an aversion
fo risk. The knowledge that one is insured, in essence, helps to reduce feelings of insecurity
with respect to risks. The mere existence of an HMIS may help to reduce these feelings. More-
over, beneficiaries’ feelings of insecurity will be reduced in direct proportion to increases in the
range of services covered, the level of coverage provided (low co-payments) and the visibility
of the level of coverage provided (deductibles, rather than percentage co-payments).

3.1.3 The impact of the HMIS on beneficiaries’ health

This impact can be measured directly or indirectly.

The direct measure of the impact of the HMIS on the health of the general population
and on that of HMIS beneficiaries is a complex exercise, inasmuch as the factors involved are
numerous and closely linked: education, housing, availability of the health care supply, public
health (vaccination campaign, national health policy, efc.), income level, efc. It is difficult to
isolate the effects of these various factors. Direct measurement involves conducting surveys and
quantitative and qualitative studies, as well as comparisons of morbidity and mortality rates.
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The indirect measure is based on a method similar to the one used to measure the impact
of agricultural techniques on production. Itis based on the following assumption: If beneficiaries
have greater access to health care services, they will enjoy better health, since that is precisely
the objective of health care. If this assumption is accepted, measuring the impact is a matter
of measuring access to health care.

3.1.4 The impact of the HMIS on beneficiaries’ health expenses

An HMIS may have the effect of reducing the level of heath expenses of households. Beneficiaries
health expenses may be reduced, in particular, when the method of invoicing expenses is on a flat-
rafe basis, when fees for health services have been reduced and when freatments are governed
by treatment protocols. An inifial estimate of this reduction can be obtained by comparing the
average expenses of families of beneficiaries and those of non-beneficiaries for a defined period.

3.1.5 The impact of the HMIS on beneficiaries’ economic activities

If the HMIS has a positive impact on beneficiaries’ health, it will probably also have a positive
impact on their economic activities. It is frue that a poor state of health reduces attendance
at work and productivity.

Moreover, poor people who do not have protection are very often forced to sell a productive
asset (machine, animal, efc.) on unfavourable termsin order to meet health expenses. This diminishes
their productive capacity, and is frequently a factor in the creation of lasting impoverishment.

Similarly, this type of sale may adversely affect the income produced from economic activ-
ities, thereby decreasing the profitability of the latter.

One indicator which may be used although complex to apply is the impoverishment rate
of beneficiaries of an HMIS. It refers to the percentage of people who were impoverished at
the time of enrolment in the scheme, due to catastrophic health expenditure.

Example. In East Africa, in order to finance emergency hospital costs for his child
(MUs 50,000, a farmer had to sell part of his standing com crop. He was forced fo forfeit
to the buyer for MUs 50,000 a crop that he could have sold for double that amount at a
better time. For this farmer, the real cost of the illness was MUs 100,000, i.e. the cost of the
hospitalization, plus the cost of the lost earnings.

3.1.6 The impact of the HMIS on solidarity and empowerment

The HMIS can strengthen social bonds and solidarity. This type of impact is difficult to measure
using only quantitative indicators. Several effects may be faken into account:

® The strengthening of mutual aid between HMIS beneficiaries. The HMIS may be the
promoter (direct impact) or the cafalyst (indirect impact) of this strengthening. Several
indicators may be analysed initially, such as the number of visits to patients, the number
of visits regarding happy social occasions (marriages, births) or unhappy occasions
(deaths), or the organization of emergency patient transport for HMIS beneficiaries and
non-beneficiaries.

® The strengthening of solidarity with respect to marginalized or vulnerable groups. The
HMIS may have initiated the establishment of solidarity funds, charitable efforts or other
ways of assisting people in difficulty.
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3.2 Indications for evaluating the impact
of the HMIS on the health care supply

The relationship between the health care supply and the HMIS may vary widely, for example:
® The HMIS and the health care supply may be joined in the same organization.

® The HMIS may have a contract with one or more selected health care providers.

The type of relationship, the payment mechanisms used and “contextual” factors (such as
whether or not competition exists between providers, the management efficiency of health
care providers, efc.) will strongly influence the impact of the HMIS on improving the health
care supply. It is thus very difficult o evaluate this impact on the basis of isolated factors.

3.2.1 The impact of the HMIS on the extent to which
the services offered are tailored to the needs of users

An HMIS constitutes a grouping of users. As a result, it possesses a source of economic power
derived from its capacity fo purchase services. If members of the HMIS have the opportu-
nity to express their views (in mutual health organizations, for example), this consfitutes yet
another form of user representation. These two characteristics contribute o a better reflection
of "demand” in the definition and provision of health care services wherever health microinsur-
ance schemes exist.

Example. The Valdeco Cooperative Society in the Philippines voted to establish a
compulsory hospitalization benefit for all members. At a recent meeting, members voted to

extend coverage fo the entire family.

The influence of the HMIS on the type of services offered by providers will be in proportion
fo the scheme's “purchasing power” and the existence of strong competition between service
providers.

In order to fill in the gaps in terms of health services that meet the needs of its members,
the HMIS may also set up new health services at its own inifiative.

3.2.2 The impact of the HMIS on the quality and price of health care *°

An HMIS can have a positive impact on the quality of health care. Several factors defermine
this influence: the purchasing power, and thus, negotiating position, of the HMIS; the existence
of quality control measures approved by providers and the HMIS; the financial impact of the
HMIS on the hedalth provider's resources; etc.

An HMIS may also seek to negotiate preferential rates for its beneficiaries. Providers may
be willing to reduce their rates given the possibility that the HMIS can, by eaming its clien-
tele’s loyalty, increase providers’ turnover. They will be even more inclined to do so if there is
a competing local health care provider.

The HMIS also makes the financial relationship between users and providers more frans-
parent. In this sense, the HMIS can help to reduce “underthe-table” payments.

It is important to compare the effects of the HMIS on the quality and price of health care
services. The evaluation of cost-effectiveness is, however, a complex exercise.

¢ Several studies have shown that numerous microinsurance schemes have been able to be set up only by
virtue of the fact that a health care supply, considered to be of good quality, had previously been established.
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3.2.3 The impact of the HMIS on health care providers’ incomes
The impact of the HMIS on health care providers' incomes may be the result of:

® An expansion of the client base of the HMIS. It is useful to determine the proportfion of
care granted to HMIS beneficiaries in relation to the total turnover of the provider. Two
indicators may be used for this purpose:

Indicator I.1. Share of providers’ health services
accounted for by the HMIS See Volume 2, page 82

This indicator measures the proportion of health services delivered to HMIS benefi-
ciaries in relation to the total quantity of health services delivered.

Indicator |1 illustrates how large a share of the providers” operations is atfributable to the
HMIS. It reflects the “penetration” of the HMIS in terms of the volume of care delivered by
health providers in the scheme’s area of operations.

Indicator I.2. Share of providers’ income
accounted for by the HMIS See Volume 2, page 83

This indicator determines the amount of income received by providers for health
services dispensed to HMIS beneficiaries, expressed as a percentage of fotal
income. It assesses the financial impact of the HMIS on health care providers.

These two indicators should be examined with caution. It is probable that at least some
of the users had been utilizing the services of the providers prior to the establishment of
the HMIS. In that case, the increase in income generated by the HMIS is not equal fo ifs
contribution to providers turnover.*’

® A reduction in outstanding payments. If the provider has an accounting sysfem that can
quantify payments in arrears, it is possible to study the trend of such payments as from the
inception of the HMIS. The rafe of outstanding payments may decline as a result of:

— The improved solvency of members;

— The use of a third-party payment system in which the provider has the HMIS as a client
and “payer”, and not a large number of users;

— The greater capacity of the provider to monitor collection from non-beneficiaries (to the
extent that the alternative of joining the HMIS is open to them, the provider is better able
fo put pressure on clients).

® Better forecasting of income. The fact of having been selected by an HMIS offers a
provider a measure of sfability with respect fo its clientele. The introduction of capitation
payments further increases the ability of providers to forecast their income (but not their
expenses).

® Change in the method of invoicing. Health services can accept payments by an HMIS on
a flat-rate basis. The use of flat-rate payments may subsequently be applied to non-bene-

ficiaries of the HMIS.

“If Y is the turnover of the provider attributable to HMIS beneficiaries and X is its turnover prior to the
establishment of the HMIS and attributable to persons who became beneficiaries, then the increase in income
aftributable to the HMIS is Y=X and not Y.
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3.3 Indications for evaluating the impact of the HMIS
on the population of the scheme’s area of operations

The population of the area of operations may be seen as consisting of HMIS beneficiaries
and non-beneficiaries. The impact of the HMIS on beneficiaries has already been described
above. In order to determine the impact of the HMIS on the population of the area of oper-
afions, it is necessary to measure the proportion of beneficiaries in that population. For non-
beneficiaries, the impact of the HMIS may be related to the indirect effects of its activities.
These two points are presented below.

3.3.1 Coverage of the population

Two indicators are provided:

Indicator I.3. Population coverage rate See Volume 2, page 84

This indicator measures the percentage of the tofal population of the area of operations
to whom the HMIS provides services.

The indicator may be used fo assess the extent fo which the activities of the HMIS affect the
population of the area of operations. It aftests to the “weight” of the HMIS in this area. The
penetration rate does not measure this; it shows only the trend of enrolment in the HMIS and
its effectiveness in reaching ifs target population. A mutual health organization of artisans, for
example, may have a high population penetration rate (measured in relafion to the target
population) but a low population coverage rate, because artisans make up only a small part
of the overall population.

Indicator 1.4. Breakdown of beneficiaries
by category See Volume 2, page 85

This indicator shows whether cerfain categories of beneficiaries are over- or underrepre-
sented, in relation to their share of the overall population of the area of operations.

Evaluators must select different categories (age, sex, income, efc.) as a function of the char-
acteristics of the HMIS and the population of the area. The proportion of each category
(e.g. women) among HMIS beneficiaries and among the population as a whole must be
compared.

This indicator should be constructed and interpreted by taking info account the objectives
of each HMIS. Obviously, an HMIS whose objective is to facilitate women's access to health
care will, by definition, have a lower impact on men.

3.3.2 The impact of the HMIS on non-beneficiaries

The impact of the HMIS on non-beneficiaries may result, in particular, from an improvement
in the health care supply (type of services, quality of care, availability of medicines, efc.) as
a result of the existence of the HMIS. The HMIS may also be responsible for inifiating health
education and prevention activiies. Such activities are rarely restricted to the beneficiaries of
the scheme alone. The example set by the HMIS may also lead to the establishment of other
schemes that are also aimed at the population of the scheme's area of operations.
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However, by dividing the population (between those insured and those not insured), an

HMIS may create some disfortion and increase the level of exclusion among non-beneficiaries.
This would be the case, for instance, if health providers behaved differently towards insured
and non-insured persons: charging them differing fees, providing them differing levels of service
(in terms of quality and availability), etc.

3.4 Indications for evaluating the impact of the HMIS on equity

Two aspects of equity should be considered:

The equity of access. Equity in terms of access to health care means that everyone should
enjoy the right to access to health care, irrespective of his or her economic, social, or
cultural situation, state of health, sex or age. The contribution of the HMIS fo this objective
may assume a number of forms. It will be necessary fo examine, infer alia:

— The characteristics of the members of the HMIS. If the HMIS is aimed at individuals
who have no alternative or no other possibility of obtaining adequate access to health
care (owing fo financial, cultural, geographic or other barriers), the HMIS will have
confributed to greater equity, provided that it has a positive impact on beneficiaries.

— The effect of the HMIS in protecting the poorest segments of society. It should be defer-
mined whether the poorest have truly benefited from insurance services. Itis harder for
the poorest fo utilize services as they have more difficulty in meeting indirect costfs nof
covered by insurance. In the case of flat rate premiums and low utilisation of services
by the poorest, the HMIS will experiment with regressive cross subsidization. When
external subsidies are used, it may be controlled if they effectively reach the persons
eligible.

— The establishment of membership barriers by the HMIS. Some health microinsurance
schemes limit membership to certain age groups, fo the health status of candidates on
enrolment, etc. These restrictions reduce the contribution of the HMIS to equity.

Financial equity. From the financial perspective, it is desirable, for reasons of equity,
that all those who can should contribute, according to their means, to their own social
profection, and, if appropriate, to the collective effort such protection involves. Health
microinsurance schemes in which premiums are defermined on the basis of members’
income will be more equitable from this standpoint than those in which premiums are
fixed. It is also important to verify, in cases in which subsidies are introduced, that the
latter are actually received by those who need them most, and that all those who are
able to pay their premiums do so.
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4. Relevance of the health microinsurance scheme

An HMIS is relevant if it provides an appropriate response to the needs for which it was
creafed.

This definition establishes a link between relevance and impact. If an HMIS provides “an
appropriate response to needs’, it means that it has a positive impact on satisfying these needs.
However, an HMIS may have an impact and be considered not relevant because it fails to
meet the needs ifs operation is infended to satisfy.

Different people may evaluate the relevance of the same HMIS in very different ways.
These divergent views may arise not only from a difference of opinion but also from a difference
of "vision" in terms of the motives (needs) justifying the existence of the HMIS. For example,
a health administration official may consider the purpose of the HMIS to be granting poor
people access to health care, whereas the officials in charge of the HMIS may fail to see
this as an objective. If the HMIS concerned does not promote access by the poor, it will be
considered as not relevant by the health administration official, while the HMIS officials will
judge its relevance according to very different criteria.

In order to facilitate the analysis of relevance, a checklist of needs has been formulated
based on the literature and experience acquired in this area. These needs have been listed
and ranked (in terms of existing problems) according to whether they relate to the target popu-
lation, potential health care providers or fo objectives of equity. The effective contribution of
the HMIS in meeting these needs actually refers to the evaluation of impact described in the
preceding section.

An HMIS may respond to a particular need, but ifs response may not constitute the best
solution fo that need based on the context in question. It is particularly important fo consider
this aspect during the feasibility study. Thus, the most “relevant” solution to a particular need
must be found on the basis of the context in question. Sometimes the relevance of an HMIS is
evaluated more in terms of the principles of its functioning than in terms of its actual functioning.
For example, it is possible to consider an HMIS to be relevant because insurance is the best
way fo meet the needs of a group of people, even i, in reality, the HMIS does not function
properly and therefore does not meet those needs. In such cases, it is not the relevance of the
HMIS that is called into question but rather ifs functioning.
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Checklist for analysing the relevance of an HMIS

Needs identified

Problems

Target population

Financial needs *

Reduction of temporary exclusion

Difficulty and not enough time to assemble the money needed
at the time of illness

Reduction of seasonal exclusion

Inability to assemble the money needed at certain times of the year
to pay for health expenses

Reduction of partial exclusion

Inability to have enough money available to pay for all the care
prescribed by the provider

Reduction of total exclusion

Continuous lack of money to pay for health expenses

Reduction of insecurity with respect
to the risk of illness

Fear (anxiety) of not having enough money to obtain treatment

Need for adequate health care su

pply

Improvement of supply (suited
to needs and of good quality)

Health care supply not suited to needs (including unsatisfactory quality)

Reduction of geographic barriers
to health care access

Difficulty of access due to the fact that providers are located at a distance

Health care providers

Increase in income

Reduced demand for health care owing to low and irregular incomes of users

Reduction of outstanding payments

Lack of solvency of users due to low and irregular incomes

Better forecasting of income

Uncertain level of demand due to irregular incomes of users

Equity objectives

Greater equity of access

Existence of barriers to access to basic health care for users with low incomes

Greater financial equity

Premiums for financing care not linked to income levels

* See Section 3.1.1
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Annexes

Annex 1. Descriptive summary of the health microinsurance scheme

This sheet may be inserted at the beginning of an evaluation report intended for disfribution. It
provides readers with an overview of the HMIS that will help them to understand and analyse
the information contained in the rest of the report.

Name of health microinsurance scheme:

Name of organization responsible for the HMIS, or owner (if ownership is legally defined):

Address of registered office of the HMIS:

Period of design/preparation of the HMIS:

Date of inception of the HMIS:

Date of initial operations of HMIS (payment of first claims):

Date of inception of organization responsible for the HMIS (if different from date of
inception of the HMIS):

Nature of the organization responsible for the HMIS:

[0 Association

L] Mutual organization

[] Cooperative organization

[] Community-based organization, other than cooperative or mutual organization
[] Other NGO

[J Commercial health care provider

] Not-for-profit health care provider

[0 Trade union

L] Other: please specify ...

Legal recognition of insurance activity:
L] Yes:type oo
L1 No

Manner of reimbursement of health insurance benefits:
[ Third-party payment
[] Reimbursement to members

[] Other: please specify ...

Other activities of the organization responsible for the HMIS:
[J None

[] Life insurance

[] Disability insurance

[] Retirement insurance

[J Health care supply

[] Prevention, health education
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11. Other activities of the organization responsible for the HMIS (cont.):
[0 Savings/credit
[J Trade union activities
[ Education/literacy
[] Other forms of insurance: purpose
[] Other social services: purpose
[] Other activities: list

12. Forms of membership
] Individual
L] Family
L] Group

13. Other beneficiaries:
L] Family
[ Other dependents
[] Indigents
[] Others: ...

14.  Acquisition of beneficiary status:
] Voluntary
] Automatic
] Compulsory

15. Number of current members of the HMIS:

Ofthese, ... per cent are women.
16.  Total number of current beneficiaries of the HMIS:
Ofthese, ... per cent are women.
17. Total number of members of the organization responsible for the HMIS
Ofthese, ... per cent are women.
18. Residential environment of members:
] Rural . per cent
] Urban ... per cent
[ Suburban ... per cent

19. Ties between members (other than membership in the HMIS)
None in particular

Members in the same company

Members in the same occupational sector

Members in the same village, district or geographic community
Members in the same ethnic group

Members in the same cooperative or mutual organization
Members in the same trade union

Members in the same association

Ooooooogg

Other: please specify ...

20. Economic situation of members:

I per cent of members work in the informal sector (excluding agriculture)

I per cent of members work in the agricultural sector

I per cent of members work in the formal sector
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20.

21.

22.

23.

24.

25.

Economic situation of members (cont.):

] Middle-class income .. percentage of all members

[] Lower middle-class income ... percentage of all members
[] Below poverty line income percentage of all members
[] Extreme poverty income ... percentage of all members

Restrictions on membership:

[0 No restrictions

] On the basis of age

[] On the basis of sex

[] Depending on the risks of illness

[] On the basis of income

[] On the basis of place of residence

[] On the basis of religion

[J On the basis of race, ethnic origin

[] Dependent on not belonging to a particular institution
(company, cooperative, trade union, efc.)

L] Other: ..o

Geographic area of operations of the HMIS:
L] Municipality/village

[] Sub-region

[ State/region

[] Nation

Types of health services covered by the HMIS:
[ Acute outpatient care

Medicines

Preventive consultations

Chronic outpatient care

Non-programmed surgical operations
Gynaecological and obstetric treatments
Non-programmed medical hospitalizations
Programmed hospitalizations
Transport/evacuation

Specialist treatment

Other: ...

Ooooooogood

Total amount of income received in the last accounting period (or calendar year):

,,,,,,,,,,,,,,,, (in local currency) for the period

,,,,,,,,,,,,,,,, US$ equivalent

Method of financing the health insurance scheme

Members’ premiums

Other premiums: please specify

State contributions

Subsidies from health care providers linked to the HMIS
Contributions and subsidies from other sources: please specify

Investment income from reserves

oOooooogdg

Other: oo

Transfer of surpluses from other activities of the organization responsible for the HMIS
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26.  Types of premiums:
[ Flat-rate, differentiated on basis of members’ category (age, sex, etc.)
[ Flat-rate, not differentiated on basis of members’ category
[ Income-related, differentiated on basis of members’ category
[ Income-related, not differentiated on basis of members’ category
] Related to personal risks of member

[] Othert oo

27.  Average annual amount of premium paid by a member:
,,,,,,,,,,,,,,,, (in local currency) for the period

,,,,,,,,,,,,,,,, US$ equivalent

28. Health care providers offering services covered by the HMIS:

[] Public sector level: . number:

[] Private commercial sector level: number:

[ Private not-for-profit sector level: number:

[] Belonging to responsible organization level: ... number:
29. Level of participation of members in management of the HMIS:

[] Democratic management by members (General Assembly)

[J Management under authority of organization responsible for HMIS
without members’ participation

] Management under authority of organization responsible for HMIS
with members’ participation

(] Othert oo

30.  Responsibility for day-to-day management:

No salaried employees

Non-salaried officials in charge and salaried managers

Managed exclusively by salaried employees of HMIS

Management assigned to a public operator

Management assigned to a private operator

Participation in management by salaried employees of other organizations
Other: .

oooogoog

31.  Technical assistance:
[ In receipt of permanent technical assistance since ...
L] In receipt of periodic technical assistance since ................
[ In receipt of ad hoc technical assistance since ...

] Not in receipt of technical assistance

32. Participation in a reinsurance scheme:
] Yes [ No

33. Participation in a guarantee fund:
L] Yes [ No

34.  Other bodies or persons playing a key role in the operation of the HMIS:

Bodies or persons: ...
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Annex 2. Glossary

Accounting period

Refers to the period for which financial statements are prepared. The accounting period is
usually defermined by law and, in many cases, corresponds to one calendar year.

Adverse selection

Association

A phenomenon according to which persons with a greater-than-average risk of illness or
maternity enrol in a health microinsurance scheme in a higher proportion than that of their
share of the target population and/or choose the highest levels of coverage. When individu-
als have no say about whether to be insured or at what level of coverage, adverse selection
does not exist. Such is the case when membership is automatic and schemes offer a single
level of coverage. The existence of adverse selection may jeopardize a scheme's financial
viability given that benefit-related expenses risk exceeding forecasts, since they are based on
estimates of consumption for the overall target population.

=» Synonym: Anti-selection

A group of persons who voluntarily join together for a particular purpose or to defend common
inferests. Contrary to commercial enterprises, associations are operated on a non-profit basis.

Examples. Associafions of producers, consumers, human rights defenders; sports or
cultural associations, efc.

Basic health care

Beneficiary

Benefits

Routine freatment provided to patients in health facilities at the first level of the health pyramid.
It includes preventive care and health promotion, simple curative treatment and nutritional
rehabilitation.

A person who, in his or her capacity as a member or dependent, benefits from the services
of a health microinsurance scheme.

=» Synonym: Person covered, Person protected

The health insurance coverage that a health microinsurance scheme agrees to provide in
exchange for the payment of insurance premiums.

Brand-name drug

A pharmaceutical substance protected by a patent and sold under a brand name chosen by
the manufacturer.
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Claims ratio

Refers to the ratio of the services received by members to the premiums they pay fo the

HMIS.

Commercial insurance

A system for the provision of coverage against the financial consequences of certain risks,
formalized by means of a confract managed by a profit-oriented insurance company. The
contract is concluded between an insurer and an insured party (individual or group). In
exchange for the payment of premiums, the insurer guarantees the insured party that it will
provide a specified level of coverage for expenses resulting from the occurrence of a given
risk: fire, flood, theft, accident, illness, loss of harvest, etc.

Compulsory health insurance

A statutory and compulsory system through which the general community assumes respon-
sibility for the health care costs of individuals as part of a State-run universal social security
scheme.

Compulsory referral

The patient’s obligation to seek consultation from a health facility at a given level before being
entitled fo receive freatment at a higher level. The doctor or nurse at the first health facility
refers the patient to the higher level.

Example. In order to be admitted to a district hospital, covered persons are required
fo have undergone consultation at a health centre and to have been “referred” (or recom-
mended to proceed) to the next higher level.

Contract or agreement between a health microinsurance scheme and a health care provider

Cooperative

Deductible

An agreement concluded between a health microinsurance scheme and a health care provider
that specifies the services to be covered, fees to be charged, and the amount and methods
of reimbursement to be applied. Such agreements must guarantee members the possibility of
receiving quality care at a pre-established and reasonable price.

An autonomous association of persons united voluntarily fo meet their common economic,
social and cultural needs and aspirations through a jointly owned and democratically control-

led enterprise. (Excerpt from ILO Recommendation 193 concerning the Promotion of Coop-
eratfives, 2002.)

When an HMIS covers only amounts in excess of a pre-established sum, this sum is called the
deductible. The deductible is generally set in relation to the type of services covered.
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Dependent

Essential drugs

A person who, though not a member of a health microinsurance scheme, benefits from the
services it provides as a result of his or her family fies to a member. Some schemes accept
as dependents the member’s spouse (or spouses) and children up to a specified age; others
also include ascendants (members’ parents and grandparents) and even siblings (members’
brothers and sisters). Members must register dependents upon enrolment in the scheme or, in
the case of marriage or birth, subsequent to enrolment. When a person is no longer a member
of the scheme, coverage is no longer provided to his or her dependents.

Essential drugs are those selected by the World Health Organization (WHO) for their importance
in preventing or freafing the most common diseases in a country. Using the list of essential drugs
can help fo improve treatment, ensure the proper use of medicines and reduce health expenses.

Flat-rate (benefit)

Refers to the amount of benefit paid to members that is fixed in advance and independent of
the actual amount of health expenses.

General assembly

Generic drug

Refers to the main decision-making body of a health microinsurance scheme when the latfter
is managed in a parficipatory fashion. In the case of a mutual organization, cooperative or
association, the general assembly brings together members or their representatives; in the case
of a joint stock company, it brings together shareholders. The general assembly determines
the scheme's objectives and overall policy.

A medicine designated by the name of its main acfive ingredient and not by its commer-
cial name. In general, the Infernational Non-Proprietary Name (INN) established by the
World Health Organization (WHO)] corresponds to the generic name. Generic drugs are
less expensive than brand-name drugs.

Group insurance or group contract

Guarantee Fund

An insurance contract concluded between an insurer and a group of beneficiaries, such as
the employees of an enterprise or the members of an association, cooperative, trade union,
etc. Such contracts usually provide insurance coverage in the following areas: health care,
refirement pensions, femporary or permanent disability, and death of the breadwinner.

A fund that a health microinsurance scheme can call upon in the event of financial difficulty.
Generally speaking, the assistance provided by the guarantee fund takes the form of a loan
fo the requesting scheme. The circumstances in which the guarantee fund may be used are
usually specified in detail. The fund’s assistance may be made conditional upon changes in
the operation of the health microinsurance scheme. Guarantee funds may be financed by
member schemes, the State, financing institutions or support organizations.
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Health

The state of complete physical, mental and social well-being and not merely the absence of
disease or physical disability (definition provided by the World Health Organization).

Health care providers

A person or a health facility that provides health care to a patient.

Examples. Doctors, pharmacists, surgeons, midwives, nurses, health centres, disfrict hospi-
fals, regional hospitals, national hospitals, dispensaries, fraditional practitioners, efc.

Health care supply

The set of health services or health care providers available for a given population.

Health care facility

An establishment or insfitution engaged in the field of health as a provider of health care to
individuals: health centre, dispensary, doctor’s office, hospital, etc.

Health infrastructure level

All health facilities that share the same functions. Dispensaries, health centres and doctor's
offices make up the first level; district hospitals comprise the second level; and regional or
university hospitals comprise the third level. In general, a referral is needed to transfer from
one level to another (except in the case of emergencies), which means, for example, that to
be admitted fo a hospital, one must have been “referred” by a dispensary.

Health risks

Refers to contingencies that affect the health of individuals (illness, maternity). A distinction is
made between major and minor risks. Major risks are those that entail considerable expense,
such as hospifalizations, dystocic pregnancies, surgical operations, etc. Such contingencies
are rare and have a low probability of occurrence. Minor risks are those that entail more
moderate expense, such as consultation with a general practitioner or the purchase of generic
drugs. They are much more commonplace and have a high probability of occurrence.

Probability Cost Example
Minor risk +++ + Consultation
Intermediate risk ++ ++ Specialist treatment
Maijor risk + +++ Hospitalization

Hidden costs

These refer to resources that are made available to and utilized by the HMIS but that are not
reported in the income statement.



VOLUME 1

ANNEX 2. GLOSSARY 131

Home care

Hospital care

Insurance

Internal rules

Refers to health services delivered to the patient’s residence. In some countries, docfors or
nurses make home visits; however, fees for home care are higher in order to compensate for
fravel expenses.

Treatment provided during the hospitalization of a patient, that is, during a hospital stay includ-
ing at least one night.

A mechanism intended fo provide coverage against the financial consequences of prescribed
uncertain events, by spreading the anficipated costs resulting from the occurrence of those
evenfs - also known as risks - among several persons. Insurance is based on (1) the prior
payment of premiums, i.e. before the occurrence of the risks; (2) risk sharing; and (3) the
notion of guarantee. The premiums paid by insured persons are pooled together and used
fo cover the expenses of exclusively those persons affected by the occurrence of a cerfain
number of clearly defined risks. In exchange for the payment of premiums, insured persons
obtain the insurer's guarantee to provide this financial compensation. They give up ownership
of the premiums paid, and consequently, any claim to them.

A document establishing the rules and operating procedures of an association or mutual
organization that all members agree to follow. The internal rules complement the statutes and
enlarge upon their description.

Legal personality

Loss

Refers to the status of a natural person or legal entity that is the subject of rights and obliga-
fions. A natural person is a human being. A legal entity is a group of individuals to which the
law aftributes a juridical personality distinct from that of its members: an association, frade
union, church, commercial enterprise, school, hospital, province, department, region, etc. The
rights associated with juridical personality are, among others, the rights to own property, fo
institute legal proceedings and to assemble. Obligations include paying one'’s debts, paying
taxes and paying wages to employees. A natural person acquires juridical personality upon
birth and loses it upon death or disappearance. A legal entity acquires juridical personal-
ity upon registration with the competent authorities. legal entities may be registered under
a variety of forms: non-profit organization, cooperative, mutual organization, public limited
company, limited liability company, efc.

The difference between income and expenditure for a given accounting period, where
expenditure exceeds income. Depending upon legislation and the legal status of the organi-
zation, other terms, such as “deficit”, may be used.
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Maximum benefits (maximum coverage)

A benefit in which 100 per cent of health expenses are covered, up to a prescribed limit,
which is expressed in monetary units.*® The flat-rate benefit can be a maximum amount per
prescripfion, consultation, session, episode of illness, hospital day, period or year. The amount
of the flat-rate benefit is determined in advance and is independent of the expenses actually
incurred by the patient. The use of flat-rate benefits helps to limit the expenses of the health
microinsurance scheme and to protect against catastrophic claims, which, owing to their exor-
bitant cost, could bankrupt the scheme.

Example. A “Consultations” benefit covers 100 per cent of expenses up to a maximum
limit of 600 Monetary Units (MUs) per consultation. If the consultation fee is 500 MUs
(<600 MUs), the scheme covers 100 per cent of expenses, or 500 MUs, and the member
pays nothing. If the consultation fee is 800 MUs (>600 MUs), the scheme covers the maxi-
mum amount, or 600 MUs, and the member pays the difference between the consultation
fee and the benefit, or 200 MUs.

Note. Some health microinsurance schemes utilize the term “flat-rate benefit” when the
maximum coverage is low - that is, far below the average cost of the health service - and
the term “maximum benefit” when, on the confrary, it is relafively high. These two notions are
nevertheless equivalent from the technical standpoint.

Medical adviser

A physician who works for the health microinsurance scheme and provides advice to the
scheme, as well as to its partner health providers and to patients. He or she advises the
scheme concerning the conclusion of agreements with health providers, analyses requests
for prior agreement and issues authorizations or refusals for coverage. The medical adviser
monitors the appropriateness of the health services provided and the validity of and compli-
ance with the rules of reimbursement. He or she may also play a role in activities relating to
health education.

Membership fee

A sum of money paid to a health microinsurance scheme by a new member upon enrolment.
The membership fee covers administrative expenses and is not refundable in the event of with-
drawal. The membership fee is also referred to as the enrolment, registration or initiation fee.

Moral hazard (or risk of over-consumption)

A phenomenon according fo which insured persons take undue advantage of the health
services covered by the scheme because they know they are insured against the cost of such
services. Their ufilization of health care exceeds the standard used as an input for defermining
premiums. Some authors consider moral hazard also to include prescription abuse by health
care providers, or the risk of over-prescription.

“® |t should be noted that the use of flat-rate benefits in insurance differs from their use in other economic
confexls. An insurance scheme cannot reimburse more than the amount actually spent by the beneficiary, such
as in the case where a flat-rate travel allowance is granted independently of actual expenses.
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Outpatient care

Patient

Treatment provided in a hospital or clinic, but without involving hospitalization of the patient.
The patient returns home affer receiving freatment.

An individual who utilizes health services: medical consultations, medicines, laboratory tests,
surgical operations, deliveries, etc.

Percentage co-payment

Premium

The share of the cost of a covered health service that is not borne by a health microinsur-
ance scheme and is always expressed as a percentage. The percentage co-payment helps
moderate the consumption of health care and reduces the scheme's expenses. Itis an effective
means of combating moral hazard, but, when too high, may have the effect of limiting the
accessibility of health care.

A fixed sum paid periodically by a member of a health microinsurance scheme in order to
benefit from the services provided by the scheme and to enable his or her dependents to
benefit from them. The amount of the premium paid by a family may depend upon the number
of persons protected, their characteristics (age, sex, place of residence, occupation) and the
level of their family income. Premiums consfitute the chief financial resource of the scheme and
must enable i to cover ifs costs. These include expenditures related fo the coverage of health
expenses, operafing costs, accumulation of financial reserves, efc.

The premium paid by a member is equal to the sum of the premiums calculated for each
health service. The individual premium corresponding to a given health service is itself the sum
of several elements, including the adjusted pure premium, the safety loading, the unit operating
costs and the unit surplus.

Primary health care

Profit

A health development strategy based on improving the quality of health services at the first
level, on extending them (from curative to prevention and promotion) and on encouraging
people to participate in managing the services and sharing in their cost.

Refers to the difference between income and expense for a given accounting period when
income exceeds expense. Depending on legislation and the legal status of the organization,
other terms, such as “earnings” or “surplus” may be used.
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Reinsurance

Reserve Fund

Risk

A mechanism through which an insurer obtains insurance from a third party (the reinsurer) for
all or a part of the risks it has undertaken to cover, in exchange for the payment of a premium.
The contract concluded between an insurer and a reinsurer is called a reinsurance contract
and may be thought of as the insurer’s insurance coverage, or second-degree insurance.
Reinsurance allows for the diversification of risks and their redistribution over a broader base,
thereby reducing the insurer’s risk of bankruptcy.

Own capital accumulated by the health microinsurance scheme to meet future expenses,
particularly those arising from unforeseen circumstances. The level of such funds is usually
subject to regulation.

=» Synonym: Reserves

Refers to the probability that an uncertain event will occur, and, by extension, fo an uncerfain
event that, when it does occur, may have adverse financial consequences. This is why indi-
viduals seek insurance against the financial consequences of cerfain risks. Insurance cannot
prevent risks from occurring, but it can reduce their financial impact. The main social risks are
sickness, disability, old age, unemployment, death, etc.

Risk management

An approach that consists of taking certain precautionary measures and organizing oneself
in order to deal with the future occurrence of a risk.

Example. Stocking food supplies in anticipation of a drought or a shortage, saving for
a wedding, efc.

Risk of over-consumption

A phenomenon according to which beneficiaries of an insurance scheme tend to over-consume
the services offered by the scheme in order to take maximum advantage of the premiums they
have paid.

Risk of over-prescription

A phenomenon according to which health providers adjust their prescriptions to correspond
fo patients” maximum level of coverage, without opposition from patients, given the fact that
the latter know they are covered. Health providers may have a tendency to prescribe more
medicines than necessary, lengthen hospital stays, systematically use diagnostic services, such
as laboratory tests, X-rays, etc.
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Risk pooling
The principle according to which the financial consequences of individual risks are not borne
by each individual but by an entire group. Risk pooling refers to the sharing of risks, which is
the basic premise underlying insurance mechanisms.

Risk portfolio
The whole group of covered persons, whose individual levels of coverage and consump-
tion of health services vary from one person to the next and represent costs for the scheme.
Schemes must ensure that their risk portfolio is well-balanced, that is, that the presence of high
risks (persons who consume more health services than the average) is compensated by low
risks (persons who consume fewer health services than the average).

Social control

An infernal confrol mechanism arising from the existence of social relations between
members.

Example. The fact that members know each other and live in close proximity to one
another helps to limit fraud and abuse, as well as to reduce the unjustified consumption of
health care.

Social insurance

A term generally used to describe compulsory insurance systems in some developed countries
(e.g. in Europe) and based on national solidarity. The Government of Germany under Chan-
cellor Bismarck was the first to institute a social insurance system of this kind, and since then it
has inspired several similar systems in Europe.

In a broader sense, social insurance can also refer to any notfor-profit social insurance
scheme based on social solidarity, whether voluntary or compulsory. Mutual organizations
are one example.

Social movement

An organized social group that carries out actions to benefit its members and society in
general.

Examples. Associations of individuals, frade unions, trade union federations, groupings,
mutual organizations, cooperatives, efc.

Social protection

A generic term covering all guarantees against reduction or loss of income in cases of illness,
old age, unemployment or other hardship, and including family and ethnic solidarity, collective
or individual savings, private insurance, social insurance, mutual benefit societies, social secur-
ity, efc. (excerpt from ILO Thesaurus, Geneva, 1991).
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Social security

The protection which society provides for its members, against the economic and social
distress that otherwise would be caused by the stoppage or substantial reduction of earnings
resulting from sickness, maternity, employment injury and occupational diseases, unemploy-
ment, invalidity, old age and death. To this must be added the provision of medical care and
the provision of subsidies for families with children.

Such protection may be provided by different mechanisms: statutory social insurance
schemes, universal benefits and services financed from the general budget, social assist-
ance, insurance schemes and microinsurance schemes. (Adapted from Social security: A new
consensus, Geneva, ILO, 2001.)

Specialist treatment

Consultations with specialist physicians (gynaecologists, paediatricians, surgeons, efc.) and
technical medical procedures (X-rays, clinical biclogy, efc.).

Supplementary health insurance (supplementary illness insurance)

An optional scheme that assumes responsibility for health expenses not covered by social
security schemes. Supplementary health insurance is organized at private initiafive, most often
by a mutual organization or an insurance company.

Third-party payment
A mechanism according to which patients covered by a health microinsurance scheme are
not required - af the time health services are consumed - to pay for health expenses covered
by the scheme; they pay only the co-payment, if any. The health microinsurance scheme (the
third party) subsequently pays the health facility for the expenses it incurred on behalf of the
patient.

Waiting period or probationary period

A period of one or more months following enrolment, during which new members pay premi-
ums fo the scheme but are not entitled to receive benefits, whether for themselves or for their
dependents. The waiting period is primarily aimed at discouraging opportunistic behaviour
in persons who might enrol only in fime of need (such as immediately prior to a delivery or
planned surgical operation) and subsequently withdraw from the scheme. The waiting period
also enables health microinsurance schemes to accumulate financial reserves as from the
scheme's inception. The length of the waiting period often varies depending upon the type
of health services covered.
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