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The principles of the International

Association of Insurance Supervision

(IAIS), of which South Africa is a

member, requires an insurer to

demonstrate at all times that it has

the organisation or management that

is necessary and adequate for the

carrying on of the business

concerned.

Outsourcing may materially increase

risk to insurers or materially

adversely affect their regulatory

obligations. An insurer must

therefore ensure that it has an

appropriate governance framework

relating to outsourcing in place to

ensure that it effectively manages

these risks.

Application of the draft
directive

Outsourcing in terms of the draft

directive means an arrangement of

any form between an insurer and a

3rd party, whether that party is

supervised under any law or not, in

terms of which that party performs a

process, a service or an activity,

whether directly or by sub-

outsourcing, which would otherwise

be performed by the insurer itself.
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The draft directive applies in respect

of all aspects of the insurance

business of all insurers (including

reinsurers) that may be outsourced

to a 3rd party.

The draft directive includes:

 Outsourcing to a 3rd party which

is a related or inter-related party

of the insurer;

 Outsourcing to a 3rd party located

outside South Africa;

 Insurance business conducted by

a branch of an insurer located

outside of South Africa;

 Any subsidiary of an insurer,

irrespective of the business of

that subsidiary; and

 Ancillary services provided under

a reinsurance contract (such as

pricing and actuarial services by

a reinsurer to an insurer).

Some examples of outsourcing

include outsourcing of asset

management, cash collection,

business administration or internal

audit functions.

Key principles underlying

outsourcing

The board of directors and executive

management of an insurer remain

responsible for the insurance

business of the insurer, regardless of

any outsourcing.

Outsourcing (including sub-

outsourcing) must not:

 Materially impair the quality of

the governance framework of the

insurer;

 Materially increase risk to the

insurer or materially adversely

affect the insurer’s abili

manage its risks and meet

legal and regulatory obligations;

 Impair the ability of the Registrar

to monitor the insurer’s

compliance with its regulatory

obl

 Undermine continuous, fair and

satisfactory service to

policyholders; or

 Create potential conflicts of

interest in respect of the

insurance business of an insurer,

the interests of policyholders or

the business of the 3

performs the

Remuneration

Remuneration paid in respect of

outsourcing (including sub

outsourcing) must:

 Be reasonable and

the actual process, service or

activity outsourced;

 Not result in any process, service

or activity in respect of

commission or a binder fee is

payable, being remunerated

again;

 Not be structured in a manner

that may encourage the

unreasonable or unfair treatment

of policyholders; and

 Not be linked to the monetary

value of claims repudiated, not

paid or partiall

Key requirements for

outsourcing

Outsourcing policy

An outsourcing policy, approved by

the insurer’s board of directors, must

be in place.
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affect the insurer’s ability to

manage its risks and meet its

legal and regulatory obligations;

Impair the ability of the Registrar

to monitor the insurer’s

compliance with its regulatory

obligations;

Undermine continuous, fair and

satisfactory service to

policyholders; or

Create potential conflicts of

interest in respect of the

insurance business of an insurer,

the interests of policyholders or

the business of the 3rd party that

performs the outsourcing.

Remuneration

Remuneration paid in respect of

outsourcing (including sub-

outsourcing) must:

Be reasonable and fair in terms of

the actual process, service or

activity outsourced;

Not result in any process, service

or activity in respect of which

commission or a binder fee is

payable, being remunerated

again;

Not be structured in a manner

that may encourage the

unreasonable or unfair treatment

of policyholders; and

Not be linked to the monetary

value of claims repudiated, not

paid or partially paid.

Key requirements for

outsourcing

Outsourcing policy

An outsourcing policy, approved by

the insurer’s board of directors, must

be in place.



2 of 2

An outsourcing policy must, at least:

 Set limits on the overall level of

outsourced activities and on the

numbers of activities that can be

outsourced to the same 3rd party;

 Provide for the internal review

and approvals of any

outsourcing;

 Provide guidance on the

contractual risks, and any other

risk issues to be assessed,

monitored and managed as part

of the outsourcing agreement;

and

 Provide for the regular review of

all outsourcing, in particular to

assess the impact on operational

risk, if any, and any issues that

may arise from such

arrangements with respect to

market conduct and fair

treatment of customers.

The outsourcing policy must be

reviewed at least annually and be

adapted for any significant changes.

An insurer must ensure that all its

business units and staff are aware of

and comply with its outsourcing

policy.

Internal review and approvals

The draft directive requires an

insurer to perform specific internal

review and approval procedures

prior to outsourcing any aspect of its

business.

Written contracts

All outsourcing (including sub-

outsourcing) must be governed by

written contracts that clearly

describe all material aspects of the

outsourcing agreement, including

the rights, responsibilities, and

expectations of all parties.

The draft directive specifies the

requirements that must be included

in the written contracts.

Management and regular review

Insurers must ensure that the

following are appropriately assessed,

monitored; managed, and regularly

reviewed:

 The risks associated with the

outsourcing;

 The level and standard of service of

outsourcing; and

 The 3rd party’s

 governance, risk management

and internal controls;

 ability to comply with applicable

laws;

 service capability; and financial

viability.

Notification of outsourcing

An insurer must timeously, and prior

to entering into an outsourcing

contract, notify the Registrar of the

proposed outsourcing of a

management, control or material

function.

A management function is defined in

the draft Directive 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 in the draft

directive.

The Registrar needs to be notified of

the details of the 3rd party to whom

the insurer will outsource a function,

key risks associated with the

outsourcing as well as the risk

mitigation strategies that will be put

in place to address these risks.

Compliance

Outsourcing before the effective date

of the draft directive must comply

with this directive when extended,

renewed or amended but not later

than 30 June 2012. Outsourcing on

or after the effective date must

comply with this directive.

Non-compliance with the draft

directive may be referred to the

enforcement committee.

Conclusion

It is envisaged that this directive will

change the way in which outsourced

arrangements are currently

managed. In particular the onus on

the governance of such functions will

be more substantial.

If you wish to discuss how we can

help you, please call 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


