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The FSB has
issued certain
regulatory
developments
during
December 2012
and January
2013 which
impact the
business of
insurers

February 2013

_______________

These developments include:

1) An extension of the date by

which outsourcing

arrangements must comply

with Directive 159.A.i;

2) Clarification of the

outsourcing notification

requirements required by

Directive 159.A.i;

3) Guidance on the

supervisory approach to be

taken by the FSB in respect

of binder agreements; and

4) Guidance on the treatment

of deferred tax liabilities

relating to the transfer of a

portfolio of insurance

policies and negative rand

reserves for statutory

reporting purposes.
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Outsourcing

The FSB issued Directive

159.A.i that deals with

outsourcing activities of

insurers on/after 12 April 2012.

Outsourcing in terms of the

directive means an

arrangement of any form

between an insurer and a 3rd

party, including a related party,

in terms of which that party

performs a process, a service or

an activity which would

otherwise be performed by the

insurer itself. This includes not

only the functions or activities

that constitute the provision of

policyholder benefits but

includes all functions and

activities that enable the

insurer to provide policyholder

benefits such as asset

management. The directive

however excludes intermediary

services.

The following is required by

insurers in respect of

outsourcing:

 An outsourcing policy
should be in place;

 All outsourcing should be
governed in terms of written
contracts; and

 There should be an internal
review and approval process
for all outsourcing
arrangements.

The directive also requires

insures to timeously, and prior

to entering into an outsourcing

contract, notify the FSB of the

proposed outsourcing of a

management, control or

material function.

A management function is

defined as a function usually

performed by executive

management. A control

function is defined as the risk

mana

actuarial

function.

the potential, if disrupted, to

have a significant impact on the

insurer’s business operations or

its ability to manage risks

effectively is regarded as a

material function

Extension of date of

compliance

The FSB is

letter on 3o November 2012

whereby the

1 January 2013 by which all

outsourcing agreements need to

comply with Directive 159.A.i

was extended

Th

impact:

The level of work required to

ensure compliance should not

be under

Regulatory intelligence
Updating you on current insurance regulatory developments

A management function is

defined as a function usually

performed by executive

management. A control

function is defined as the risk

management, compliance,

actuarial or internal audit

function. Any function that has

the potential, if disrupted, to

have a significant impact on the

insurer’s business operations or

its ability to manage risks

effectively is regarded as a

material function.

Extension of date of

compliance

The FSB issued an information

letter on 3o November 2012

whereby the date of

1 January 2013 by which all

outsourcing agreements need to

comply with Directive 159.A.i

was extended to 1 March 2013.

The extension has the following

impact:

Outsourcing

agreements

undertaken

on/after

12 April 2o12

Needs to

comply with the

directive when

the agreements

are undertaken

Outsourcing

undertaken

before

12 April 2012

Needs to

comply with the

directive when

amended,

extended, etc.

but no later

than

1 March 2013

The level of work required to

ensure compliance should not

be under-estimated and should
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commence as soon as possible if

not yet addressed.

Clarification of notification

requirements

The information letter also

provided the following

guidance:

The notification of

management, control or

material functions needs to

happen timeously, but no later

than 1 month before the

effective date of the contract.

This means that when an

insurer concludes a new

contract or extends, renews or

amends an existing contract,

the FSB needs to be notified no

later than 1 month before the

effective date of the new

contract or the effective date of

the extension, renewal or

amendment of an existing

contract.

The prescribed notification

form has been updated and

published on the FSB’s website.

This represents a change to

current industry practice and

compliance functions should be

modified to ensure that such

arrangements are detected and

reported on within the

prescribed requirements.

Binder agreements

The sections of the Insurance
Laws Amendment Act of 2008
dealing with binder agreements
and the Binder Regulations of
the Long-term and Short-term
Insurance Acts (binder

legislation) came into effect on
1 January 2012.

A binder agreement is an

agreement between an insurer

and a 3rd party (binder holder)

where the insurer mandates the

binder holder to perform

certain functions for and on

behalf of the insurer in

connection with the

administration of insurance

policies.

The binder legislation allows an
insurer, in terms of a written
agreement, to allow a 3rd party
to perform one or more of the
following functions on behalf of
the insurer:

 Enter into, vary or renew a
policy, other than a
reinsurance policy, on
behalf of that insurer;

 Determine the wording of a
policy;

 Determine premiums under
a policy;

 Determine the value of
policy benefits under a
policy;

 Settle claims under a policy.

The requirements, limitations
and prohibitions of the written
binder agreements are set out
in the binder legislation and
include:

 The functions a binder
holder may perform on
behalf on an insurer;

 Matters that should be
included in a binder
agreement;

 The consideration that a
binder holder may receive
under a binder agreement;
and

 Reporting requirements
when binder agreements are
terminated.

All binder agreements were

required to comply with the

binder legislation on 1 January

2013.

Guidance on the supervisory
approach to be taken by the
FSB

The FSB issued an information
letter on 4 December 2012
providing guidance on their
supervisory approach in respect
of binder agreements:

 If insurers are found not to
be compliant with the
Binder Regulations, the
FSB, when considering
regulatory and/or
enforcement action, will
take into consideration the
extent to which an insurer
can demonstrate their
efforts to be compliant by
1 January 2013; and

 Where insurers are not able
to meet the requirements by
1 January 2013, insurers
must be able to demonstrate
that they have detailed
action plans in place to meet
the requirements as soon as
possible but no later than 1
January 2014. The action
plans must be made
available to the FSB on
request.

The FSB also indicated in the
information letter that:

 Further guidance will be
issued on the activities
constituting binder
functions and remuneration
payable by the insurer to the
binder holder in respect of
binder functions performed;
and

 Insurers will be required to
complete a reporting
template during 2013
relating to the
implementation and
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compliance with the Binder
Regulations. On-site visits
will be undertaken to assess
the implementation and
compliance with the Binder
Regulations and to verify
the information reported in
the reporting templates.

Deferred tax liabilities for

statutory reporting

The FSB issued an information
letter on 4 February 2013
dealing with the treatment of
deferred tax liabilities relating
to (a) goodwill (intangible
assets) arising from the transfer
of a portfolio of insurance
policies (PVIF); and (b)
negative rand reserves in long-
term regulatory returns (LT
returns).

The PVIF and negative rand
reserves are disregarded for the
purposes of calculating the
value of assets in the LT return.
As these are intangible assets
specifically disregarded by the
Long term Insurance Act.

The question has arisen as to
whether the deferred tax
associated with the asset should
be included in liabilities as the
Act requires deferred tax
liabilities to be included in
liabilities for regulatory
purposes.

The information letter clarifies
that any deferred tax liability
associated with such PVIF
assets and negative rand
reserves must be disregarded
for purposes of calculating the
value of liabilities in the LT
return.

To the extent that negative rand
reserves are zeroised, the
related deferred tax liabilities
arising from the temporary
difference between the
statutory valuation and the

IFRS accounting basis must
also be zeroised for the LT
return.

All LT returns for the last
financial year not yet submitted
on 4 February 2013 must
comply with this information
letter when submitted to the
FSB. Insurers may apply to
resubmit LT returns for the last
financial year if these returns
have already been submitted by
4 February 2013.

If you wish to discuss how we

can help you, please contact

your regular contact or

alternatively:

Jorge Goncalves

jorge.m.goncalves@za.pwc.com

011 797 4567

Gerda Burger

gerda.burger@za.pwc.com

011 797 4220

Dilshad Khalfey

dilshad.khalfey@za.pwc.com

021 529 2203


