
 

SAM focus 
Helping insurers understand and manage change 

The first SAM 
Quantitative 
Impact Study (SA 
QIS1) has recently 
been completed. 

It is important to 
understand the 
outcome of the study 
and what the 
implications for your 
organisation are. 
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SAM will have a significant 
impact on the insurance 
landscape. The SA QIS1 results 
give an indication of what effect 
SAM is likely to have on the 
industry. In order to help you 
understand what this means for 
your organisation, we consider a 
range of questions and answers 
for a number of important 
themes, and a few more detailed 
topics. 

SAM readiness and 
overall impact 

1. Did your organisation 
participate in SA QIS1? 

Participation in the SA QIS 1 
was widespread with 
approximately half of 
insurers, representing more 
than 90% of the South 
African insurance industry by 

premium volume, submitting 
results. 

2. Did you have all the data 
that was required to 
perform the various 
Technical Provisions (TP) 
and Solvency Capital 
Requirement (SCR) 
calculations? 

Many insurers found this 
aspect challenging, but did 
not raise it as a concern which 
impacts readiness. 

At this stage of SAM 
implementation insurers 
should have identified gaps 
by mapping the data required 
to the data available. The gap 
analysis should identify 
actions necessary to address 
the various types of data 
required, the level of 
granularity needed, as well as 
the materiality of the data in 
terms of the possible impact. 

3. What was the impact on 
capital requirements for 
your organisation, 
relative to the industry 
impact? 

The SA QIS1 results showed 
that the capital coverage ratio 
would drop from 3.1 to 1.7 for 
the industry. For life insurers, 
the ratio reduced from 3.3 to 
1.8 on average and for non-
life insurers from 2.5 to 1.5. 
This is mainly driven by more 
onerous shocks and more 
volatile own funds. Given the 
increase in volatility it is 
expected that the coverage 
ratios will be more volatile in 
future. 

Key issues identified 
4. How would the different 

approaches of contract 
boundaries have 
impacted your results? 

A number of issues were 
raised for SA QIS1 in respect 
of the treatment of contract 
boundaries, in particular for 
pure investment policies with 
a boundary of one year. Most 
insurers did not agree with 
the suggested approach. The 
impact of extending the 
boundary to the full policy 
term would result in a 
decrease in TPs and an 
increase in the SCR. 

It is important to understand 
the impact on insurers, test 
the spectrum of possible 
results for alternative 
solutions and stay current 
with industry discussions that 
are presently taking place. 

5. What assumptions are 
made in respect of losses 
absorbed by policy 
holders? 

Insurers’ assumptions applied 
were not consistent with 
respect to discretionary 
participation future (DPF) 
contracts, in particular 
calculating shocks without 
considering management 
actions. There were 
inconsistencies in the 
allowance for management 
actions depending on 
policyholders’ expectations, 
principles and practices of 
financial management 
(PPFM) set out by the insurer 
as well as terms and 
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The following link provides access to 
previous editions PwC’s SAM focus 
newsletters. 

http://www.pwc.com/za/en/pu 
blications/sam-focus.jhtml  

conditions in insurance 
contracts. It is therefore 
crucial that disclosure is 
appropriate. 

6. What assumptions are 
used to calculate the risk 
margin? 

In determining the risk 
margin various assumptions 
need to be considered, which 
add additional complexity 
and potential inconsistencies 
(e.g. projection of capital 
requirements, treatment of 
deferred tax items). It is 
therefore important for 
insurers to understand what 
assumptions are implicit in 
the method employed and 
why this is appropriate (or 
not) for their business. 

Implications for 
current business 
practices 

7. How would you adapt 
your product 
development process to 
allow for the SAM 
requirements? 

Products for which the 
development cycle has 
already been initiated, may 
yield different results 
regarding profitability, capital 
efficiency and cash 
requirements under SAM. In 
addition, the metrics relating 
to profitability and 
shareholder expectations 
currently employed may no 
longer be relevant under SAM 
compared to the current 
regulatory regime. 

8. What risk mitigating 
strategies are you more, 
or less likely to adopt in 
the new regime? 

The requirements are very 
specific on what benefits can 
be assumed for risk 
mitigating strategies, for 
example letters of credit and 
reinsurance programmes. It is 
important to understand how 
well your current 
programmes will stand up to 
these requirements. 

9. Would you reconsider 
strategic and non-
strategic participations 
given the likely impact 
under SAM? 

It is currently foreseen that, 
for example, participations in 
financial and credit 
institutions are not included 
in own funds, and capital 
requirements have been 
defined in respect of assets 
that would have previously 
not been stressed. 

SAM will bring about a step-
change in the way insurers 
monitor, measure, manage 
and report on risk and capital 
from an insurance group 
perspective. 

10. What should you 
do next? 

For the SA QIS1 exercise 
companies reported high 
levels of preparedness at an 
overall level but if one 
considers the many practical 
issues encountered at a more 
detailed level, it is clear that a 
lot of work still lies ahead for 
the industry. 

It is therefore important to 
continually improve the 
robustness of your SAM 
calculation, data and risk 
management processes. 
Ultimately, the aim should be 
to have established mature 
SAM processes ahead of the 
official regime 

implementation date. 

If you wish to discuss how we 
can help you, please call your 
regular contact or: 

David Kirk 

david.kirk@za.pwc.com  

011 797 4544 Wikus 

Luus 

wikus.luus@za.pwc.com  

011 797 4131 

Francois Kruger 

francois.kruger@za.pwc.com  

011 797 4717 
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