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The Financial
Services Board
(FSB) released
Board Notice 158 of
2014, which will
become effective on
1 April 2015. The
Board Notice
introduces a
corporate
governance, risk
management and
internal control
framework for South
African insurers.
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The framework forms part of the
interim measures of the FSB’s
Solvency Assessment and
Management (SAM) regime and it
aligns the South African insurance
market with the principles of
Solvency II and the International
Association of Insurance
Supervisors (IAIS) for insurance
supervision and regulation.

Principles and rules-based
approach

1. The Board Notice follows a
principles and rules-based
approach. It sets out the
minimum requirements in
respect of the composition,
governance and structure of
the board of directors of
insurers as well as the
minimum requirements in
respect of the risk
management and internal
control systems of insurers.

2. The framework is however
intended to be proportionate
to the nature, scale and

complexity of the insurer’s
business and risks.

Effective governance
framework

3. The Board Notice requires
insurers to adopt, implement
and document an effective
governance framework. The
purpose of the framework is
to ensure the prudent
management and oversight of
insurers and to adequately
protect the interests of
policyholders.

4. The key proposals of the
Board Notice are set out
below.

Composition and governance
of the board of directors

5. The board of directors is
responsible for the effective
governance and risk
management of the insurer.

6. The board of directors must
at all times consist of:
 A sufficient number of

non-executive and
independent directors to
promote objectivity in
decision making; and

 An appropriate number
and mix of individuals to
ensure there is overall an
adequate spread and level
of knowledge, skills and
expertise that is
commensurate with the
nature, scale and
complexity of the business
and risks of the insurer.

7. The chairperson of the board of
directors must be independent.
If the chairperson is not
independent, the board of
directors must appoint a lead
independent director (LID) and
notify the FSB of the non-
compliance with a motivation
why the non-compliance does
not undermine the

effectiveness of the insurer’s
governance framework.

8. Each director of an insurer
must at all times comply with
the fit and proper policy of the
insurer, act in the best interests
of the insurer and
policyholders and exercise
independent judgement and
objectivity in decision-making.

9. The board of directors must:
 Determine and oversee the

implementation of the
insurer’s business
objectives and the
strategies for achieving
those business objectives.
The objectives and
strategies should be in line
with the long-term
interests and
sustainability of the
insurer and the interests
of its policyholders and
should be regularly
reviewed by the board.

 Ensure appropriate
separation of oversight
functions from
management
responsibilities.

 Ensure that there are
adequate policies and
procedures relating to the
appointment, dismissal
and succession of
managing executives and
heads of control functions.

 Provide oversight in
respect of the design and
implementation of sound
risk management and
internal control systems
and functions.

 Adopt and oversee the
effective implementation
of all material policies of
the insurer.

 Monitor compliance with
its fit and proper policy to
facilitate the sound and
prudent management of
the insurer’s business.

 Ensure reliable and
transparent financial
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reporting for public and
supervisory purposes.

 Ensure that systems and
controls are in place to
ensure the promotion of
appropriate, timely and
effective communications
with the FSB on the
governance framework of
the insurer.

 Regularly monitor and
evaluate the adequacy and
effectiveness of the
insurer’s governance
framework and notify the
FSB of any shortcomings
and the reasons therefor.

Risk and remuneration
committee

10. Insurers must establish a risk
and a remuneration committee:

The Risk committee:

11. Must comprise of at least three
members that include executive
and non-executive directors.

12. The chairperson must be an
independent director.

13. The prescribed functions of the
risk committee includes:
 Assisting the board in its

evaluation of the adequacy
and effectiveness of the
risk management system.

 Assisting the board in the
identification of the build-
up and concentration of
the various risks to which
the insurer is exposed.

 Assisting the board in
identifying and regularly
monitoring all material
risks to ensure that its
decision-making
capability and accuracy of
its reporting is adequately
maintained.

 Ensuring the
establishment of an
independent risk
management function.

The Remuneration committee:

14. Must comprise of at least three
members of which the majority
must be non-executive
directors. The chairperson
must be an independent
director.

15. The remuneration committee
must:
 Develop an appropriate

remuneration policy; and
 Monitor the

implementation of the
remuneration policy and
regularly review the
suitability of that policy.

Risk management system

16. An insurer must establish and
maintain an effective risk
management system,
comprising strategies, policies
and procedures for identifying,
assessing, monitoring,
managing, and reporting of all
material risks to which the
insurer may be exposed.

17. The Board Notice includes
various requirements for the
insurer’s risk management
system including an adequate
written overall risk
management policy and
component policies that are
consistent with the risk
management strategy. The
following policies must be in
place:
 Fit and proper policy;
 Remuneration policy;
 Asset-liability

management policy;
 Investment policy;
 Underwriting risk

management policy;
 Reinsurance and other

forms of risk transfer
policy;

 Liquidity risk
management policy;

 Concentration risk
management policy;

 Operational risk
management policy; and

 Insurance fraud risk
management policy.

18. The Board Notice sets out the
minimum requirements of each
of these policies.

19. The risk management system
must be regularly reviewed by
the internal audit function or
an objective external reviewer.

Internal control system

20. Insurers must establish,
maintain and operate within an
adequate and effective internal
control system. The internal
control system should consist
of strategies, policies,
procedures and controls to
provide the board of directors
with reasonable assurance from
a control perspective that the
insurance business is operated
consistently with:
 The strategy and business

objectives of the insurer;
 The key business,

information technology
and financial policies and
processes, and related risk
management policies and
procedures, determined by
the board of directors; and

 The legislation that
applies to the insurer.

21. The Board Notice sets out the
minimum requirements for an
insurer’s internal control
system. This includes:
 Appropriate controls to

provide reasonable
assurance over the
fairness, accuracy and
completeness of the
insurer’s financial and
non-financial information;

 Appropriate segregation of
duties;

 Regular monitoring of
internal controls;
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 Regular independent
testing of the internal
control system.

 A written inventory of key
procedures and policies of
the insurer.

Control functions

22. Insurers are required to
establish and maintain the
following control functions:
 A risk management

function;
 A compliance function;
 An internal audit function;

and
 In the case of a long-term

insurer, an actuarial
function.

23. These functions must be
structured to ensure that the
function has the necessary
authority, independence,
resources, expertise and access
to the board of directors and
may be outsourced.

24. An insurer needs to appoint a
person as the head of the
control function, for each
control function to ensure the
performance and
responsibilities of the control
function is achieved.

25. The risk management,
compliance and actuarial
function must be regularly
reviewed by the internal audit
function or an objective
external reviewer.

26. The internal audit function
must be regularly reviewed by
an objective external reviewer.
In addition to these reviews,
the board of directors are
required to regularly review the
performance of each control
function.

27. The existence of these control
functions does not relieve the
board of directors from their
responsibilities.

What is the impact of these
new requirements?

28. The corporate governance, risk
management and internal
control requirements will have
an impact on insurer’s existing
governance and business
structures. Although certain of
the required structures, policies
and processes are in place in
various forms at insurers, there
are now more onerous and
specific requirements set out in
the legislation.

29. Insurers will have to assess
their current governance
structures and practices, and
need to formalise and
document their policies,
procedures and controls to
meet the requirements of the
Board Notice.

30. As the Board Notice is
principles based, in many
instances insurers will have to
define for themselves and be
able to motivate their approach
to apply these new regulatory
principles.

31. Once the Board Notice is
effective, insurers will be
expected to be able to evidence
compliance with the principles
of the Board Notice to the
regulator.

32. It is likely that the new
governance requirements will
have an impact on the resource
mix, skill and flexibility in
some areas, for example
internal audit, if they are to
provide regular assurance over
the areas suggested in the
Board Notice.

33. Coordination and optimising
assurance activities between
business, risk management and
internal audit will require new
thinking for more holistic and
integrated risk and assurance
management information.

34. Some areas, such as the
formalisation and effective
validation of the internal

controls framework, may take
some insurers by surprise;
primarily because many of the
component parts will be in
place but the effective indexing
and positioning the totality of
the controls framework may
not currently exist. This area
may require some effort to put
in place.

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

Gerda Burger
gerda.burger@za.pwc.com

082 338 1653

Alex Muller
alexandra.muller@za.pwc.com

082 903 5928

Jorge Goncalves
jorge.m.goncalves@za.pwc.com

082 372 7448

Francois Kruger
francois.kruger@za.pwc.com

082 373 7043


