
Regulatory intelligence
Updating you on current insurance regulatory developments

The FSB has issued
certain regulatory
changes during
December 2011
which impacts the
business of long-
term and short-
term insurers

February 2012

_________________

These developments include:

1) The sections of the Insurance

Laws Amendment Act of 2008

dealing with binder agreements

came into effect on 1 January

2012. This coincides with the

effective issue date of the Binder

Regulations for short-term and

long-term insurers of 23

December 2011;

2) On 12 December 2011 the Long-

term Tax directive of 2011 was

issued replacing the previous

Long-term Tax Directive;

3) The FSB issued an information

request on 15 December 2011

requesting information on

consumer credit insurance from

short-term and long-term

insurers; and

4) As part of the FSB’s Treating

Customers Fairly (TCF) initiative,

feedback was provided in

December 2011 on the pilot tool

launched in 2011.
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Binder Regulations

A binder agreement is an agreement

between an insurer and a 3rd party

(binder holder) whereby 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 Long-term Insurance Act did not

previously contain any provisions

regarding binder agreements and

although the Short-term Insurance

Act dealt with arrangements similar

to binder agreements, the provisions

presented certain interpretation

difficulties.

Sections 18 and 46 of the Insurance
Laws Amendment Act of 2008
introduced binder agreements into
the Long-term Insurance Act and
updated current reference to binder
agreements in the Short-term
Insurance Act.

The new binder agreement sections
(section 48A of the Short-term
Insurance Act of 1998 and section
49A of the Long-term Insurance Act
of 1998) came into effect on 1
January 2012 together with the
Binder Regulations.

These sections and the Regulations
provide that an insurer may, in terms
of a written agreement, allow
another person to do any one or
more of the following on behalf of
the insurer:

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

 Determine the wording of a long-
term policy;

 Determine premiums under a
long-term policy;

 Determine the value of policy
benefits under a long
policy;

 Settle claims under a long
policy.

The new sections and Binder
Regulations provide the
requirements, limitations and
prohibitions of these written binder
agreements. The following
specifically regulated:

 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;

 Reporting requirements when

bind

terminated; and

 Transitional provisions.

Long-

The FSB issue
directive with regards to the
calculation of the value of liabilities
in the policyholder funds in terms of
section 29A of the Income
and the basis determined by the
Chief Actuary of the FSB.

The effective date of the d
December 2011 and
years of assessment ending on or
after the effective date.

In terms of the directive
liabilities s
the amount of the approved
reinsurance as reported in the
statutory returns. This addition will
have the effect of grossing up the
liabilities for tax purposes.

The liabilities as calculated above
will also be increased with an
amount reflecting the following
current liabilities allocated to each
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Determine the value of policy
benefits under a long-term
policy;
Settle claims under a long-term
policy.

The new sections and Binder
Regulations provide the
requirements, limitations and
prohibitions of these written binder
agreements. The following are
specifically regulated:

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;

Reporting requirements when

binder agreements are

terminated; and

Transitional provisions.

-term Tax directive

The FSB issued a new Long-term Tax
irective with regards to the

calculation of the value of liabilities
in the policyholder funds in terms of
section 29A of the Income Tax Act
and the basis determined by the
Chief Actuary of the FSB.

The effective date of the directive is 9
December 2011 and it applies to all
years of assessment ending on or
after the effective date.

In terms of the directive the value of
liabilities should be increased with
the amount of the approved
reinsurance as reported in the
statutory returns. This addition will
have the effect of grossing up the
liabilities for tax purposes.

The liabilities as calculated above
will also be increased with an
amount reflecting the following
current liabilities allocated to each
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policyholder fund if the related
expenditure or asset has also been
allocated to the relevant policyholder
fund:

 Outstanding claims (reported but
not settled);

 Incurred but not reported claims;
and

 Premium refund liabilities.

The liabilities as calculated above
will also be increased with an
amount reflecting other current
liabilities allocated to each
policyholder fund if:

 the related expenditure or asset
has also been allocated to the
relevant policyholder fund; and

 approved by the Chief Actuary of
the FSB in consultation with the
Commissioner of SARS.

The current liabilities referred to
above can only be included to the
extent that they are not already
included in the value of the
policyholder liabilities.

The directive clarifies that the CAR
requirement does not form part of
the liabilities of an insurer for tax
purposes.

The directive also requires that the
financial effect of each discretionary
margin must be noted separately in
the income tax returns, and each
discretionary margin should be
motivated. The Chief Actuary of the
FSB may, in consultation with the
Commissioner of SARS, disallow
some or all of the discretionary
margins for the purpose of
determining the value of the
liabilities for tax purposes.

Consumer Credit Insurance

The purpose of the information
request issued in December 2011 is
to inform the FSB of practices in the
consumer credit insurance market.

Long-term and short-term insurers
are required to provide information
for credit insurance policies that
were in force on 30 June 2011 and
credit insurance practices and
market structures as at 30 June
2011.

The information should be submitted
no later than 16 April 2012.

Failure to comply with the
information request constitutes an
offence under the Long-term and
Short-term Insurance Act and may
be referred to the National
Prosecuting Authority or the FSB's
Enforcement Committee.

Treating Customers Fairly

The FSB piloted a TCF self-
assessment tool with a number of
financial services firms in 2011. The
tool was in the form of a
questionnaire structured around
each of the TCF outcomes. The FSB
issued a report in December 2011
providing feedback to the financial
services industry on the pilot tool. A
separate PwC Regulatory
Intelligence will be issued with the
feedback.

Planned further implementation of
the TCF Roadmap during 2012
includes:

 A final version of the self-
assessment tool;

 The FSB will launch a baseline
exercise, to be carried out with
a broader and more diverse
sample of financial services
firms than the initial pilot
group, to determine TCF
readiness in the financial
services sector. The results of
this exercise will be used as a
“baseline” against which to
measure improvement in
customer outcomes;

 Work on the TCF regulatory
and supervisory frameworks
will also continue in 2012.

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


