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Aspects of both technical provisioning

as well as capital requirements in the

short-term insurance sector are

currently not risk-sensitive.

The draft Board Notice provides interim

measures that revise the approach used

in calculating provisions. The Board

Notice will replace Board Notice 27 of

2010 and will take effect on 1 January

2012 as part of the Solvency Assessment

Management (SAM) regime in South

Africa.

Definitions

The definitions of a “cash-back bonus”

and a “cell” have been amended as

follows:

“Cash-back bonus”

A cash-back bonus is defined as a

benefit provided for in a policy
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document that entitles a policyholder to

a pre-determined benefit on the expiry

of a specified period and under specified

circumstances.

“Cell”

A cell is defined as an equity

participation in a specific class of shares

of an insurer. The equity participation is

administered and accounted for

separately from other classes of shares.

In addition to the above amendments

the following new definitions are

included in the Board Notice:

“Operating expenses”

Operating expenses include gross

expenses incurred in carrying on the

insurer’s day-to-day business including

claims handling expenses, management

expenses and fund management fees but

excluding:

 Acquisition expenses relating to the

cost of acquiring new short-term

insurance business;

 Depreciation of inventories to net

realisable value;

 Depreciation of property, plant and

equipment to recoverable amount

and the reversal of such write-

downs;

 Cost of restructuring the activities of

the insurer and the reversal of any

provisions for the costs of

restructuring;

 Disposal of property, plant and

equipment;

 Realisation of long-term

investments; and

 Gains and losses arising from

natural disasters and expropriation.

“Securities”

The definiti

includes bills, bonds, debentures and

debenture stock, loan stock, promissory

notes, annuities, negotiable certificates

of deposit and other financial

instruments prescribed by the Registrar.

Technical reserves

The methodology to calculate the

outstanding claims reserve

unearned premium provision

unexpired risk provision

unchanged. The conting

however falls away and the method of

calculating the incurred but not

reported reserve (IBNR) has been

changed.

IBNR

Currently

prescribes the IBNR rese

calculated as

method as prescribed or approved by

the Registrar) of the total amount of

premiums (net of reinsurance) payable

to the insurer under policies entered

into in the 12 months preceding the date

of the calculati

The draft Board Notice propose

IBNR for each class of business

calculated by multiplying the relevant

earned premium with the calibrated

IBNR percentage.

that earned premium

and not net written premium

used. The IBNR percentage

class of business

period is prescribed in

Notice (Refer to Appendix A)
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“Securities”

The definition of securities and shares

includes bills, bonds, debentures and

debenture stock, loan stock, promissory

annuities, negotiable certificates

of deposit and other financial

instruments prescribed by the Registrar.

echnical reserves

The methodology to calculate the

outstanding claims reserve (OCR),

unearned premium provision (UPP) and

unexpired risk provision (UPR) remains

unchanged. The contingency reserve

however falls away and the method of

calculating the incurred but not

reported reserve (IBNR) has been

Currently Board Notice 27 of 2010

prescribes the IBNR reserve to be

calculated as 7% (or the percentage or

method as prescribed or approved by

the Registrar) of the total amount of

premiums (net of reinsurance) payable

to the insurer under policies entered

into in the 12 months preceding the date

of the calculation.

draft Board Notice proposes an

IBNR for each class of business to be

calculated by multiplying the relevant

emium with the calibrated

IBNR percentage. It is important to note

arned premium (exclusive of VAT)

and not net written premium should be

The IBNR percentage for each

class of business and development

period is prescribed in the draft Board

(Refer to Appendix A).
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Capital adequacy requirement

The capital adequacy provision (CAR) in

terms of Board Notice 27 of 2010 should

be calculated as the greater of:
 R 5 million; or
 15% of the greater of the amount of

premium income in respect of the
insurance business carried on in
South Africa (net of reinsurance)
during (1) the 12 months
immediately preceding the last day
of the previous financial year-end;
or (2) the 12 months immediately
preceding the day of the calculation.

The proposed CAR requirement in the

draft Board Notice should be calculated

as the higher of:

 the Minimum Capital Requirement

(MCR)l and

 the Solvency Capital Requirement

(SCR).

MCR is calculated as the highest of:

 R 10 million;

 13 weeks of operating expenses; or

 15% of the greater of the amount of

premium income in respect of the

insurance business carried on in

South Africa (net of reinsurance)

during (1) the 12 months

immediately preceding the last day

of the previous financial year-end;

or (2) the 12 months immediately

preceding the day of the calculation.

SCR is the sum of basic solvency capital

(BSCR) of the insurer and the

operational risk capital (OP) of the

insurer.

In order to calculate the SCR the

following 4 calculations need to be

performed:

 Insurance risk capital (IC);

 Market risk capital (MC);

 Credit risk capital (CC); and

 Operational risk capital (OP).

Insurance risk capital (IC)

(a) The net written premium of each
class of business of the insurer
should be multiplied by the
applicable factor given in the draft
Board Notice.

(b) The total IC of the insurer will then
be the sum of the IC for each class
of business of the insurer.

Market risk capital (MC)

(a) The insurer needs to determine the
amount of assets in each asset
category as detailed in the draft
Board Notice.

(b) The asset amount reflected in the
equity asset class is calculated as
the total admissible assets (which
should be equal to the actual value
of the net liabilities) less the sum
of the assets already allocated to
other, less risky, asset classes.

(c) MC for each asset class is
calculated by multiplying the asset
amount with the applicable factor
in the table in Annexure A1 of the
draft Board Notice.

(d) The total MC is the sum of the
amounts calculated in (c).

Credit risk capital (CC)

CC is calculated by taking into account

the credit risk inherent in the various

assets held by the insurer.

(a) The admissible value of each asset

class subject to credit risk should

be determined. Annexure A2 of the

draft Board Notice provides

guidance on the assets subject to

credit risk.

(b) The total value of admissible assets

needs to be limited to the total

value of the net liabilities. The

insurer can choose to allocate

those assets with the lower credit

risk charge first.

(c) The calculation of the CC is then

determined by multiplying the asset

value (of each rating category and

term) with the relevant risk factor

and summing these items.

Operational risk capital (OP)

OP is the minimum of:

 30% of BSCR; and

 BasicOP.

BSCR is calculated asඥሺܽ ሻ; where (a) is

the sum of IC2, MC2 and CC2.

BasicOP is the maximum of OPpremium or

OPprovisions, The formulae for these are

prescribed in the draft Board Notice.

Relaxation of a provision

The Registrar may on application by the

insurer or by notice require the insurer

to use another method to calculate the

value of assets, liabilities and CAR

requirement.

Conclusion

Comments on the draft Board Notice

should be submitted to the FSB by 16

September 2011.We encourage you to

engage with us in addressing

compliance with the requirements of

this draft Board Notice.

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


