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About this publication
We are pleased to present our analysis of the 
major life insurers’ results, covering the year 
ended 31 December 2020.

Insurance groups analysed in this publication 
include:

• Discovery Holdings Limited  (“Discovery”)

• Liberty Holdings Limited (“Liberty”)

• Momentum Metropolitan Holdings Limited 
(“MMH”)

• Old Mutual Limited (“Old Mutual”)

• Sanlam Limited (“Sanlam”)

Due to some differences in reporting periods 
and changes in presentation and accounting 
policies, the information is not always 
comparable across insurers. Areas where there 
are differences are highlighted in Section 8.



Setting the scene

The insurance industry has always had a greater purpose than 
just revenues, profit or shareholder value. Its role in pooling of 
risks, providing peace of mind to consumers and businesses 
and providing support in times of need and distress is more 
important now than ever before.

The life insurance industry plays a critical role in providing financial stability 
to individuals, families and employees by:

• protecting them from the loss of income that may result from the death 
of a family member, their own disability, illness or retirement and loss of 
earnings

• providing for the expenses that can arise in these circumstances, and

• helping them to build and manage their wealth.

In doing so, life insurers accept and manage risks related to people’s health 
and wealth, lives and livelihoods. Their profitability can be influenced by a 
number of factors:

• higher than usual illness and death

• financial market conditions such as interest rates and stock market levels

• employment and income levels which impact policyholders’ ability to pay 
their premiums and keep their policies in force, and

• new sales.

While these risks can materialise independently, the COVID-19 pandemic 
demonstrated what can happen when adverse experiences occur in all 
these areas.

Life insurers are both bearers and expert managers of these risks, and their 
results for 2020 demonstrate how they have performed during a challenging 
year.

To illustrate this we have analysed the 2020 results of the five major life 
insurers (“the insurers”) headquartered in South Africa, focusing on their 
embedded values, but also showing their performance as measured by their 
IFRS earnings.
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In the first half of 2020, the industry reacted to the COVID-19 pandemic by modifying 
its assumptions about mortality (claims) and lapses in the short-to-medium term, due 
to the disease and the impact of the lockdowns on consumers, respectively. These 
assumptions were updated for 31 December based on the latest information that was 
available to them.

The overall performance of each insurer in 2020 on an embedded value basis also 
reflects the COVID-19-related claims that have already materialised, and the unique 
sensitivity of that insurer to market conditions, especially interest rates.

Embedded values arguably present a clearer, more consistent view of performance 
as they aim to show the full impact of past and expected future experiences on the 
profitability of the in-force business, without being affected by the diversity of prudent 
reserving bases under IFRS 4.

Embedded value reflects an insurer’s view of the average outcome of the risks it has 
accepted, taking into account the probabilities of all possible scenarios, and allowing 
for the time value of money and compensation for the risk borne by the shareholders.

Finally, the embedded value growth due to writing new business has generally been 
lower than in previous years, again influenced by the economic conditions. 

The next section presents the impact of the pandemic on the economy as a whole, 
and PwC’s view of the most likely scenarios to recovery, before showing the impact on 
the embedded value results for the largest five insurers in the section that follows.

2020 was a year in which our company could truly fulfill 
our purpose.

David Munro, Liberty Group CEO

Figure 1: Key indicators combined for 31 December 2020 vs.  
31 December 2019

Combined IFRS 
(losses)/profit (Rm) -R870 -104R22,144

Value of new 
business* (Rm) R4,691 -37R7,436

Margin on  
new business 1.49% -372.35%

Combined embedded 
value (losses)/profit (Rm) -R8,341 -126R32,166

Capital position Resilient

31 Dec 2020 FY20 vs FY1931 Dec 2019

* The value of new business margin exclude Health and Vitality for Discovery as no VNB margin 
is disclosed for this business. 
Source: PwC analysis
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Macro-economic overview

2

As parts of the world begin to emerge 
from the peak of the COVID-19 pandemic, 
insurers’ strategic focus is turning to what 
the competitive landscape will look like in the 
aftermath

The economy could take three 
years to recover to pre-pandemic 
levels

South Africa’s economy contracted by 7.0% during 
2020. Due to the lockdown associated with managing 
the COVID-19 pandemic, economic activity contracted 
significantly (-17.8% year on year [YOY]) during the 
second quarter of 2020, with the start of a slow recovery 
seen in the latter part of the year.

PwC’s GDP growth scenarios for 2021 outline how  a 
third wave of COVID-19 infections may unfold. Despite 
the roll-out of a vaccine programme, medical experts 
agree that the pace of vaccinations will not enable us to 
avoid a third wave.

The severity of this mid-year wave, and the 
accompanying strictness of associated lockdowns, will 
directly determine the nature of the economic recovery. 
Our baseline scenario sees lockdown restrictions 
increase towards end of May and into June to Level 3 
to combat a third wave of COVID-19 infections during 
winter.
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Figure 2: PwC Real GDP growth outlook (% change YOY)
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Note: Under our baseline scenario, South Africa’s economy will grow by 3.5% this year and add around 420,000 jobs. 
Source: StatsSA, PwC analysis

The unemployment rate will not 
recover as fast

Statistics South Africa (“Stats SA”) reported in 
February 2021 that employment in South Africa 
increased by 333,000 in the fourth quarter of 
2020. The data indicated that after the country 
lost 2.2 million jobs in the second quarter of 2020, 
876,000 returned to work or found new jobs during 
the second half of the year.

PwC’s economic scenario analysis forecast a net 
loss of 1.3 to 1.4 million jobs in 2020 — the final 
Stats SA figure of 1,397 million was near the top 
of our range. At this rate, we estimate that it will 
take three to four years for the total number of 
the employed to return to 2019 levels (i.e. pre-
pandemic). However, by then a large number of 
new workers will have been added to the labour 
force. As such, PwC expects the narrowly defined 
unemployment rate to decline only slowly, and it 
could take nearly a decade for the unemployment 
rate to return to the pre-pandemic level.1

On a positive note for workers, finance minister 
Tito Mboweni did not announce — as expected 
— increases in personal income taxes during his 
2021 Budget Speech. Higher-than-expected tax 
collections in the fourth quarter of 2020 improved 
the outlook for fiscal revenues over the medium 
term. In fact, the outlook improved enough to 
allow the National Treasury to lower the country’s 
corporate tax rate by one percentage point to 27%.

1 Note: The employment numbers are based on PwC’s 
estimation that for every 1% increase in GDP, jobs increase 
by 0.8% (2010–2020).

Sources: StatsSA, PwC analysis

Figure 3: Outlook for the recovery in employment numbers (millions)
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Inflation and interest rates will start 
to rise

Statistics South Africa (“Stats SA”) reported in March 
that consumer price inflation declined from 3.2% YOY 
in January 2021 to 2.9% YOY in February. The biggest 
driver of disinflation in February was easing price 
pressures in the ‘miscellaneous goods and services’ 
basket. This category includes personal care, insurance, 
financial and other services.

The February inflation report reflected a favourable 
situation with regards to the cost of medical aid, with 
the ‘insurance’ basket costing only 4.1% YOY more. 
Several medical insurance providers did not implement 
annual price increases at the start of 2021. This was 
due to a significant change in healthcare consumption 
patterns last year resulting in an increase in their cash 
reserves.

The rate of inflation is expected to increase in the near 
term, with the South African Reserve Bank (“SARB”) 
forecasting in March that headline inflation will average 
4.9% during the second quarter. Of course, this figure 
includes some substantial base effects from the 
disinflation seen during the April–June 2020 period.

However, there are other risks to the price environment 
to keep in mind. In the absence of demand side 
pressures on retail prices, an increase in electricity and 
other administered prices remain of serious concern.

In line with these expectations, SARB governor 
Lesetja Kganyago warned in March that interest rates 
could start rising (slowly) as soon as the second quarter 
of 2021.

Affordability constraints will likely 
change household buying patterns

Considering the non-linear recovery of employment, 
combined with the termination of Temporary Employee/
Employer Relief Scheme (“TERS”) payments in 
December 2020, we expect a K-shaped economic 
recovery:

• For very low and low-income households, the shock 
is still getting worse and will continue for at least 
24–36 months. It is all about survival.

• Middle-income households face less significant 
pressure on their income, though still significant 
enough to force changes in buying patterns.

• High-income earners have effectively moved past 
2020’s shock.

PwC  |  Humanity and innovation: The new tomorrow for insurers  7



The immediate impact on the life insurance industry

The current low interest environment puts pressure 
on insurance premium margins. According to 
Fitch Solutions, premiums contracted by an estimated 
5.1% in 2020, but are forecast to expand by 3.7% in 
2021 to reach R515.1bn. The rate of growth in the life 
insurance sector could improve slightly towards 2030 if 
South Africa’s middle class continues to expand.2

In addition, fraudulent claims associated with the 
pandemic are of concern. Data from the Association 
for Savings and Investment South Africa (“ASISA”) 
highlighted that in 2019 already, life insurers detected 
more than 2,800 fraudulent claims with a total value of 
R537.1m.3[2]

Claims and benefit payments to life cover policyholders 
totalled R522.7bn in 2020, up from R491.0bn in 
2019, according to statistics released by ASISA in 
March 2021.4 

Researchers such as the South African Medical 
Research Council (“SMRC”) estimate that between 
85% and 95% of the large volume of excess natural 
deaths recorded in South Africa between May 2020 
and February 2021 are directly linked to the COVID-19 
pandemic. This means that South Africa’s actual 
death toll from COVID-19 could be between 114,000 
and 128,000, compared to the 53,356 official deaths 
reported by the health department as of 13 April 2021.5 

With large-scale job-losses and disposable income 
under pressure, a portion of lower- and middle-income 
earners may either default or cancel policy payments. 
Middle-income earners might either buy down, or 
actively look for more competitive, flexible products. 
Companies that have had to retrench staff will have 
cancelled life coverage taken out for those employees.

Expansion of current distribution channels to reach 
more first-time users remains under pressure, 
with digitalisation of sales and services expected 
to accelerate on the back of COVID-19 — forcing 
behaviour change. This should directly affect the 
gradual switch by South African life insurance providers 
away from traditional sales platforms in favour of 
omnichannel distribution strategies. Accordingly, while 
local insurers have been relatively slow to embrace 
digital sales avenues, the transition to online insurance 
platforms and mobile insurance sales is expected to 
accelerate over the next few years.6

2 “South African Banking and Financial Service report, Q1 2021,” Fitch Solutions. 2021

3 Fitch, “Banking and Financial Service report” 

4 “Life Insurance Payouts Exceed R500bn As Death Claims Rise 37%,” BusinessLIVE, last modified 8 March 8 2021, https://www.businesslive.
co.za/bd/companies/financial-services/2021-03-08-2020s-llife-insurance-payouts-exceed-r500bn-as-death-claims-rise-37/.

5 Department of Health, “Department of Health - Covid 19,” National Department of Health, accessed 13 April, 2021, https://www.health.gov.
za/covid19/

6 Fitch, “Banking and Financial Service report”

Digital offerings to enhance the customer experience that were already in 
development were accelerated and rolled out during the year, enabling us to 
meet customer needs remotely. 

Iain Williamson, Old Mutual CEO
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Embedded value (“EV”)
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The COVID-19 pandemic and the coinciding 
macroeconomic environment resulted in the 
top 5 insurers losing R8bn of value in 2020, 
compared with R32bn created in 2019

This section illustrates how the group embedded 
values (or group equity values where insurers write 
a broader scope of business than just EV covered 
business) were impacted over the past year.

The 2020 EV earnings and returns should be 
understood in conjunction with each insurers’ 
reserving policies and philosophies.

Figure 4 shows that the combined group embedded 
value/equity value of the insurers fell 9% over 2020. 
Ignoring capital movements, the EV earnings were 
-2.2% or -R8,341bn. This is in contrast to the EV 
growth observed in prior years – 2019 and 2018 
saw a return on EV of 9.3% and 7.8% in aggregate, 
respectively.

Figure 4: Group embedded value, Embedded value earnings and Return on embedded value for three years – 
combined

R millions Combined

2020 2019 2018 2020 vs 2019

Group embedded value 378,827 416,670 403,241 -9%

Group embedded value profit -8,341 32,166 25,262 -126%

Return on group embedded value -2.2% 9.3% 7.8% -124%

*The Group embedded value profit and return on group embedded value exclude non-covered business for Old Mutual, as the results for 
non-covered business are not disclosed. The Group embedded value is, however, the total group equity value. Non-covered business 
results are included for the other insurers. 
Source: PwC analysis

The decline was driven largely by the assumption 
changes made to allow for the expected adverse claims 
and persistency experience (COVID-19 reserves), as 
well as the poor investment experience and changes 
to interest rates over the year. Operating assumption 
changes accounted for a cR16bn decline in embedded 
values, whilst the net investment returns and economic 
assumption changes caused a decrease of cR12bn.

Figure 5 shows that each of the insurers experienced 
a significant reduction in EV earnings compared with 
2019, with three of the five posting negative earnings 
for the year. Only Discovery and Old Mutual earned a 
marginal profit over 2020 on an embedded value basis. 

Figure 5: Group embedded value, Embedded value earnings and Return on embedded value for 2020 – by insurer

R millions Discovery Liberty MMH Old Mutual Sanlam

2020 2019 2018
2020 vs 

2019
2020 2019 2018

2020 vs 
2019

2020 2019 2018
2020 vs 

2019
2020 2019 2018

2020 vs 
2019

2020 2019 2018
2020 vs 

2019

Group 
embedded 
value

72,467 73,184 68,025 -1% 35,210 40,907 38,684 -14% 40,838 42,808 39,880 -5% 98,500 116,500 122,600 -15% 131,812 143,271 134,052 -8%

Group 
embedded 
value profit

76 6,828 8,609 -99% -4,134 4,418 1,488 -194% -1,235 3,993 -1,461 -131% 826 8,436 4,337 -90% -3,874 8,491 12,289 -146%

Return 
on group 
embedded 
value

0.1% 10.0% 14.3% -99% -10.1% 11.4% 3.8% -188% -1.5% 14.5% -10.0% -110% 1.1% 13.2% 7.4% -91% -2.7% 6.3% 10.1% -143%

*The Group embedded value profit and return on group embedded value exclude  non-covered business for Old Mutual, as the results for non-covered business are not disclosed. The Group embedded value 
is, however, the total group equity value. Non-covered business results are included for the other insurers. 
Source: PwC analysis
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The value created from selling new business in 2020 was only 63% of that achieved in 2019 as a result of the lockdowns

Figure 6: Industry value of new business and VNB margin for three years

R millions Combined

2020 2019 2018 2020 vs 2019

Present value of new business premiums 
(“PVNBP”)

259,740 283,595 278,615 -8%

Embedded value of new business (“VNB”) 4,691 7,436 7,711 -37%

Value of new business margin 1.49% 2.35% 2.42% -37%

*The PVNBP and the value of new business margin exclude Health and Vitality for Discovery as no VNB margin is disclosed for this 
business 
Source: PwC analysis

Positive contributions to embedded values were the expected returns including unwinding of the risk discount rates 
and growth due to new business. However, the value of new business written in 2020 was significantly lower than 
that written in 2019, by 37%, as shown in Figure 6 and illustrated in Figure 7.

The decrease in the value of new business written was a result of decreases in volumes, as well as changes in the 
mix of business sold and the assumptions underlying the projected profitability of the new business. However, many 
insurers saw their greatest impact on volumes during the second quarter, with a significant recovery thereafter. We 
calculated the aggregate VNB margin to be 1.49% in 2020, down from 2.35% in 2019. Figure 8 and Figure 9 show 
these results by insurer.

Figure 7: Industry value of new business (“VNB”) and 
VNB margin
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MMH VNB
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Source: PwC analysis

R millions Discovery Liberty MMH Old Mutual Sanlam

2020 2019 2018
2020 

vs 2019
2020 2019 2018

2020 
vs 2019

2020 2019 2018
2020 

vs 2019
2020 2019 2018

2020 
vs 2019

2020 2019 2018
2020 

vs 2019

Present value of 
new business 
premiums (PVNBP)

39,024 40,811 39,603 -4% 34,390 40,919 43,389 -16% 54,205 53,227 54,598 2% 57,530 72,192 66,647 -20% 74,591 76,446 74,378 -2%

Embedded value 
of new business 
(VNB)

1,671 2,518 2,851 -34% 24 407 371 -94% 454 366 381 24% 621 1,865 2,123 -67% 1,921 2,280 1,985 -16%

Value of new 
business margin

2.20% 4.29% 4.72% -49% 0.10% 1.00% 0.90% -90% 0.84% 0.69% 0.70% 22% 1.10% 2.60% 3.20% -58% 2.58% 2.98% 2.67% -13%

Figure 8: Industry value of new business and VNB margin for three years – by insurer

*The PVNBP and the value of new business margin exclude Health and Vitality for Discovery as no VNB margin is disclosed for this business 
Source: PwC analysis
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Figure 9: Value of new business (“VNB”) and VNB margin

Embedded value of new business (“VNB”) VNB margin
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Total new business volumes were boosted significantly by large cash inflows seen by the insurers with asset 
manager operations, including Liberty, Old Mutual and Sanlam. However, the value of the profitable life insurance 
business sold in the market decreased significantly. The businesses with sales most sensitive to the economic 
conditions in 2020 were those serving the corporate and lower income markets.

Discovery
Discovery’s insurance businesses in South Africa and the UK are concentrated in higher income markets and saw 
a decrease in volumes of 4.4% in 2020, as measured by the present value of new business premiums (“PVNBP”). 
An almost 50% decrease in average VNB margins over the period was reflected in a proportionate decrease to the 
VNB. Margins were lowest in the first half of the year where the major drivers for this on the local Life business cited 
by Discovery were the impact of expenses being spread over smaller volumes, economic assumption changes and 
COVID-19 stress assumptions. Including Health and Vitality, which grew the VNB by 6% over 2020, the total VNB for 
Discovery decreased to R1,671m from R2,518m, a drop of R847m or 34%.

Liberty
Liberty Corporate experienced a significant drop in 
new business. Volume decreases were seen in the 
other insurance businesses as well. The main driver of 
the fall in total VNB for Liberty of R383m, from R407m 
in 2019 to R24m in 2020, was a reduction in volumes 
compounded by acquisition expenses continuing to 
increase at inflationary levels. This resulted in significant 
pressure on margins. The overall VNB margin posted for 
2020 was 0.1%.

MMH
MMH demonstrated an overall increase in VNB from 
R366m to R454m. This was mainly driven by higher 
volumes and profitability of Momentum Investments, 
which grew VNB to R158m from R100m in 2019, as well 
as increased profitability of Metropolitan Life’s new 
business and sales in Momentum Metropolitan Africa, 
partly offset by decreasing volumes and margins in 
Momentum Life and Corporate.

Old Mutual
The total VNB for Old Mutual decreased by 67% from 
R1,865m in 2019 to R621m in 2020. The majority of the 
fall (85%) is accounted for by a decrease in the VNB 
of the Mass and Foundation Cluster, which serves 
the lower income market. While volumes fell by over a 
third, the VNB margin on this business fell from 8.7% to 
0.5%. Old Mutual Corporate accounts for most of the 
remaining change in VNB, driven by lower volumes.

Sanlam
The majority of the decline in Sanlam’s VNB in 2020 — a 
drop of R359m or 16% from R2,280m to R1,921m — 
was also a result of a decrease in both the profitability 
and volumes of its South Africa Retail Mass business, 
which provides solutions for lower income customers. 
The decrease in the VNB of this business of 32% in 
2020 accounted for R246m (69%) of the drop in the 
total Sanlam VNB. Similarly to Old Mutual, a significant 
decrease in the new business volumes of Sanlam 
Corporate accounted for most of the remaining change.

Sales to the lower income markets and to corporate clients were most 
affected by the lockdowns and their impact on incomes and employment.
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Operational 
experience variances 
included in EV

4

The insurers have seen significant decreases in their EV operating profits due 
to the setting up of additional reserves based on their expectation of adverse 
experience caused by the pandemic. The reserves were driven by the following:

• expected increases in mortality claims offset by reductions in annuity outflows

• expected increases in morbidity claims

• expected worsening of persistency, scheme terminations and member 
withdrawals due to the expected economic impacts of the pandemic

• expected increases in retrenchment claims, and

• expected increases in per-policy renewal expenses as a result of lower in-force 
volumes.

The insurers have raised additional short-term liabilities (akin to IFRS 9 expected 
credit loss overlays) on a published and statutory basis and have reduced 
embedded value to absorb the impact of the expected worsening of experience.

The expected increase in mortality claims was the main driver of the pandemic 
reserves raised by insurers in 2020. Entities performed a wide range of 
investigations into the expected impact of COVID-19 on mortality risk. This 
was done by considering several data sources based on international and/or 
local experience and translating this into the expected impact on the insured 
population of the entity.

The above reserves raised at June 2020 resulted in muted operating experience 
variances for the year ended December 2020 as the reserves were released to 
offset the high level of claims experience in the second half of 2020 as detailed 
below.

As expected, mortality experience over the past financial year has been 
significantly worse than previous periods due to the COVID-19 pandemic. 
The latest data from the South African Medical Research Council (as 
at 20 March 2021) indicate that excess deaths for South Africa over the 
financial period totalled 144,933 relative to historical experience.
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Figure 10 shows that experience over the December/
January period was significantly worse compared to 
the first wave of infections. The full extent of the higher 
second wave and possibility of a third or fourth wave 
was not fully captured by COVID-19 reserves set up over 
2020. This was supported by the fact that most insurers 
raised additional COVID-19 reserves as at 31 December 
2020 to allow for additional future excess deaths.

Mortality (included in risk 
experience variance)

From a results perspective, Liberty and Sanlam showed  
slight mortality and morbidity losses on an EV basis with 
Old Mutual showing a slight profit. The implied full year 
2020 variances for Discovery and MMH show risk profits 
for both entities over the period.

In Figure 11, losses due to excess deaths are not seen 
directly in the risk experience variance disclosures of 
the insurers. We would expect that the release of the 
aforementioned existing COVID-19 reserves was used 
to absorb the large losses, thereby muting the mortality/
morbidity experience variances published.

Sanlam showed a R492m release of its pandemic 
reserve to offset COVID-19-specific claims experience 
with Old Mutual releasing R832m from its pandemic 
reserve on an EV basis to offset poor mortality 
experience due to COVID-19.

Discovery, Liberty and MMH also noted that all 
disclosed operating experience variances have been 
partially offset by the releases of COVID-19 reserves. 
This explains the muted risk experience seen despite 
the poor mortality experience across the country.

Figure 10: Forecast vs. excess deaths, January 2020 – March 2021

Forecast Weekly deaths
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Source: South African Medical Research Council7

R millions Risk Expenses Persistency

2020 2019 2018 2020 2019 2018 2020 2019 2018

Discovery 212 -308 333 156 231 187 -5 -5 70

Liberty -27 124 250 N/A -126 -140 -65

MMH 126 237 372 217 79 -103 -300 -105 -283

Old Mutual 25 211 -7 360 293 484 -183 -282 -577

Sanlam -125 454 535 67 83 43 157 -22 147

Furthermore, MMH and Sanlam specifically noted that 
poor assured lives experience was offset by better than 
expected annuitant mortality experience. We would 
expect this to occur across the industry given the 
inverse relationship between mortality and longevity.

Section 5 of the report on IFRS earnings provides more 
detail on the impact of the COVID-19 reserves.

Figure 11: Operating experience variances

Discovery numbers for persistency include lapses, surrenders and policy alterations lines as disclosed in the AFS. Liberty does not 
disclose expense variances separately. 
Source: PwC analysis

7 ”Report on Weekly Deaths in South Africa.” South African Medical Research Council. Last modified 7 April 2021. https://www.samrc.ac.za/
reports/report-weekly-deaths-south-africa.
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Expenses

Cost control remains a key area of focus for 
all the insurers. Although they all reported  
expense experience profits in 2020, most 
treated COVID-19-related expenses as once-off 
expenses, which are therefore not included in 
Figure 12.

Persistency

Poor or worsening persistency has been a feature 
of the South African life insurance industry over 
recent periods.

In light of the economic impact of the lockdowns, 
the general expectation in the industry was that 
poor persistency experience would become even 
more severe in 2020. Persistency results were 
mixed across the insurers analysed here. Sanlam 
showed persistency profits while Discovery, 
Liberty, MMH and Old Mutual showed losses for 
the annual period to December 2020.

Persistency experience is in the process of 
unfolding and not yet fully developed. A potential 
driver of the delay in the development of lapse 
experience is the various premium relief options 
offered to policyholders by insurers.

There is a risk that policies with premium relief 
may not choose to reinstate previous levels of 
cover or lapse once the premium relief period 
has expired. Nevertheless, some companies 
noted that reinstatements to date have been 
encouraging.

Figure 12: Assumption changes on EV

R millions Risk Expenses Persistency

Discovery -1,287 -656 -1,604

Liberty -606

MMH -1,166 211 -527

Old Mutual -571 337 -109

Sanlam 438 -353 -1,856

Liberty only discloses basis changes on a total level and not split by individual assumption 
Source: PwC analysis

In light of a complex year with regard to additional 
COVID-19 reserves raised, the impact of assumption 
changes on EV disclosed by the insurers varied 
markedly. They have taken different approaches in 
disclosing assumption changes, with some (Discovery, 
MMH and Sanlam) showing assumption changes 
including COVID-19 reserves raised and others (Liberty 
and Old Mutual) electing to show changes excluding 
COVID-19.

With the exception of Sanlam, all insurers strengthened 
the risk assumptions. Sanlam has consistently reported 
risk profits from 2017 to 2019, which indicated that 
actual best estimated risk experience was consistently 
better than the assumption. Liberty has also noted that 
a negative EV impact was seen due to mortality and 
morbidity basis changes.

With regard to persistency basis changes, all insurers 
strengthened their assumptions in anticipation of poor 
experience due to the weakened economic outlook. This 
aligns with persistency comments made earlier in this 
section.

Comparing the expense basis changes between entities 
is a challenge due to the unique expense bases and 
cost structures of the different entities. According to 
basis changes disclosed, Discovery and Sanlam have 
strengthened their expense basis over the past year, 
with MMH and Old Mutual weakening theirs.
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Figure 13: BESA nominal spot bond curves (“NACC”)

2019 2020

0

2

4

6

8

10

40302010

Y
ie

ld
 %

Duration (Years)

Note: The above curves represent one view of the market observable risk free rates 
Source: Bond Exchange of South Africa

Source: Bond Exchange of South Africa

Figure 14: BESA nominal spot swap curve (“NACC”)
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The economic environment – 
bond yields

The JSE Zero Coupon Bond yield curve as at 
December 2020 decreased markedly at short 
durations compared to December 2019. This 
reflects the sharp drop in the repo rate during 
2020, which affects short-term yields earned in 
the market.

The risk-free curve is, however, steeper 
compared to the December 2019 equivalent, with 
yields increasing more sharply as the duration 
increases. This results in a higher risk-free yield 
assumption at medium and long durations.

The swap curve also changed shape over the 
period December 2019 to December 2020, which 
can be seen in Figure 14.

These curves inform a significant portion of how 
the policyholder liabilities will be valued to align 
with market conditions. However, the combined 
impact of the above on EV would vary from 
insurer to insurer based on the underlying mix 
of business sold as well as the overall duration 
of the policyholder liabilities. This was indeed 
the case across the insurers analysed, with a 
large variation between profits and losses due to 
economic basis changes seen.
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IFRS earnings

Figure 15: Combined IFRS earnings

R millions 2020 2019 20181

Total comprehensive income  
(“IFRS earnings”)

-870 22,144 68,566

1 2018 includes Old Mutual plc pre “managed separation” into four separate businesses. 
Source: PwC analysis

The year 2020 was an exceptionally tough year for the insurers from a combined 
IFRS earnings perspective. The insurers posted a total comprehensive loss of 
R870m compared to income of R22.1bn reported in 2019. This reflects the higher 
levels of mortality claims and the challenging macroeconomic environment of 
2020.

Continuing from prior periods, costs were carefully managed in line with the 
efforts to maintain cost levels as was seen in FY20. Once-off costs such as 
enabling remote working practices were reported in some instances.

Losses of this extent were not even seen during the financial crisis in 2008/2009, 
which were to a large extent absorbed by appropriate asset-liability matching 
practices by the insurers. In contrast, COVID-19 increased not only the volatility in 
financial markets, but more prominently, insurance risk. Insurers paid significant 
mortality and business continuity claims.

It is our duty to pay claims, and in that sense it is great 
that we can bring some kind of relief where people 
experience a loss…

Hillie Meyer, Momentum Metropolitan Group CEO

IFRS earnings

5
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Impact of COVID-19 on IFRS 
earnings

COVID-19 was the major contributor to the decline 
in IFRS earnings in 2020 from prior years. This was 
attributable to:

• an increase in claims payments and the 
establishment of additional reserves for future 
COVID-19-related mortality claims

• general insurance impacts that include contingent 
business interruption (“CBI”) claims and offset 
by benefits from general insurance personal lines 
underwriting result

• premium payment relief and intermediary support 
programmes

• elevated impairment provision levels

• a number of other second order impacts

Figure 16 sets out the impact of COVID-19 on the IFRS 
earnings presented by the insurers.

In response to the impact of COVID-19, the companies 
raised significant reserves. By far the biggest 
contributor to the R15bn increase in reserves relates 
to expected mortality claims over the near term. As 
a distant second, insurers provided for the expected 
worsening in persistency experience into the future.

The insurers are forecasting a third wave of the 
pandemic as the virus mutates and we head into the 
winter months. There remains significant uncertainty 
around the level and impact of a third wave, and 
potential further waves, of the virus.

The insurers believe they hold adequate reserves for 
the expected level of mortality claims. However, they 
have warned that this is dependent on an effective 
vaccination roll-out. Should this not be successful, 
further waves cannot be ruled out and additional 
reserves will need to be set up.

2020 was an incredible time of change and 
challenge for humankind.

Paul Hanratty, Sanlam Group CEO
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• The direct COVID-19 impact on a combined basis amounted to a deterioration of IFRS earnings by R16.7bn 
(post-tax).

• Impairment of non-financial assets totalled R17.1bn (pre-tax) on a combined basis.

• Foreign currency translation differences amounted to a combined income of R3.6bn (post-tax).

Figure 16: The impact of COVID-19 on the IFRS earnings (R million)

COVID-19 impact Discovery Liberty MMH Old 
Mutual Sanlam TOTAL

Excess mortality claims/reserving -4,472 -2,227 -1,719 -5,505 -383 -14,306

Release of pre-existing pandemic 
reserves/margins

1,100 1,112 354 2,566

Support to intermediaries and 
customers

-684 -260 -354 -1,298

General insurers underwriting 
result

-64 -498 -378 -940

Other – including credit 
provisions and fair value 
adjustments

-516 -928 -1,321 -2,765

Total COVID-19 impact -3,372 -3,427 -1,783 -6,079 -2,082 -16,743

2019 IFRS earnings - Total 
comprehensive earnings

6,146 3,644 2,773 5,793 3,788 22,144

COVID-19 impact as a % of 
2019 IFRS earnings

-55% -94% -64% -105% -55% -76%

Source: PwC analysis

Other contributors to the IFRS 
loss

In addition to COVID-19 directly impacting the IFRS 
earnings of insurers significantly (via reserving 
for mortality and persistency), there were other 
noteworthy contributors to the decline in IFRS 
earnings.

Old Mutual recognised significant impairment 
on investments in associated undertakings. 
Sanlam recognised impairments of similar value 
on goodwill, investments in equity-accounted 
investments and value-of-business-acquired 
intangible assets relating to Saham and 
Shriram Capital.

The insurers’ total impairments of non-financial 
assets totalled R17.1bn.

Other contributing factors to the IFRS loss include:

• devaluation of investment property portfolios to 
the extent they relate to shareholder assets that 
do not back policyholder liabilities

• decrease and write-off of property rental debtors 
due to rental concessions and other COVID-19 
implications

• significant credit market volatility and increases 
in expected credit losses under IFRS 9 on loans 
and advances books

• the lack of any positive mark-to-market 
adjustments on investments

• positive foreign exchange differences 
recognised in other comprehensive income.
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Conclusion

6

Operating under severely constrained macroeconomic 
conditions, the major life insurers delivered credible 
results despite the unprecedented year. The strength 
and resilience of capital management strategies and 
balance sheets were evident in the reported results. 
However, the financial performance in 2020 clearly 
reflected these challenges and uncertainties.

Solvency capital ratios (“SCR”) remained within targeted 
ranges with cautious approaches towards dividend 
declarations, albeit mostly within the dividend cover 
ranges. Liberty and Discovery did not pay dividends for 
the period ended 31 December 2020 due to uncertainty.

Recovery to pre-COVID-19 profitability levels has been 
communicated by the insurers to be in the next 18 to 
24 months with a common theme of accelerating digital 
investment as a key driver of recovery. This is similar 
to the findings of PwC’s Annual Global CEO Survey in 
which insurance CEOs noted that 62% of investment in 
the short term will be focused on digital transformation. 
Refer to Figure 17.

The COVID-19 pandemic had continued 
to accelerate the three societal trends 
that contribute to the relevance of the 
Group’s Shared-value business model: 
the importance of health and wellness 
and the behavioural nature of risk; 
a rush to the online world; and the 
demand for purpose-based business 
models.

Adrian Gore, Discovery CEO
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In looking ahead, the insurers reaffirmed their strategies. All noted that the immediate 
imperatives of business continuity as well as customer and employee support as 
a result of COVID-19 were completed during quarter four of 2020. The insurers 
responded well, enabling remote work and addressing immediate capital questions.

The focus has now moved to reimagining how to come out stronger after the crises 
while carefully monitoring the development of mortality claims experience in the near 
term.

Figure 17: Top ten investment focus areas over the next three years  
(showing insurance CEOs who stated ‘Increase significantly [≥10%]’)

How do you plan to change your long-term investments in the 
following areas over the next three years, as a result of the 
COVID-19 crisis? – Insurance

0 10 20 30 40 50 60

Supply chain restructuring

Capital investments

Advertising and brand-building

R&D and new product innovation

Organic growth programmes

Sustainability and ESG initiatives

Leadership and talent development

Initiatives to realise cost efficiencies

Cybersecurity and data privacy

Digital transformation

2021 2010

62%
19%

40%

33%
29%

31%
17%

21%

19%
19%

18%
13%

8%
14%

7%
2%

4%
0%

0%

0%

Source: PwC’s 24th Annual Global CEO survey.  
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The themes emerging in our analysis here also align 
with the with findings of PwC’s Global 24th Annual 
CEO Survey and we believe the following key priorities 
will help to strengthen the industry and make it more 
resilient in the post COVID-19 crisis world:

Transforming risk into trust through 
corporate purpose, including ESG 
strategies
The last year has seen a rally towards environmental, 
social and governance (“ESG”) products and ESG 
integration globally. This trend is likely to further 
accelerate over the coming years as, among other 
reasons there are regulatory developments in Europe, 
with some momentum being seen in South Africa. This 
will affect insurers’ products, investment decisions and 
distribution, and also how they incorporate ESG in their 
business operations and strategy. As such, insurers 
will be asked to consider and measure both the effect 
of their products and services on sustainability factors 
as well as the impact of sustainability factors on their 
products and services.

Realigning cost structures and 
sharpening productivity
Efficiency and productivity are once again front 
and centre of the strategic debate. Productivity is a 
continuing challenge that insurers need to resolve, 
and not just a temporary issue caused by the current 
circumstances. Functions such as distribution, 
customer service, underwriting, claims and IT are ripe 
for transformation — what they do, why, how and where. 
Successfully driving this transformation will enable 
improved efficiency and cost reduction, while improving 
customer experience.

Supercharging digital transformation to 
create a digital enterprise
Across the industry, operations continue to be beset 
by overstaffing, over-reliance on manual workflows, 
fragmented technology and difficulties in making the 
most of available data. Digitally enabled sales, direct-
to-consumer engagement, automated advice, digital 
underwriting and automated claims adjudication are 
just some of the high-value opportunities to consider. 
Equally important is the ability to build foundational 
data, cloud and cybersecurity coverage capabilities.

Carving out new revenue streams
To capture new markets, insurers need to design 
products that reflect today’s evolving needs such as 
usage-based insurance, employment loss protection for 
gig workers, pandemic business interruption coverage 
and cybersecurity for remote working.

Preparing the workforce for the new 
world
Workforce reskilling is not just a matter of pushing out 
technical training to your employees. Reskilling requires 
careful assessment of desired skills and competencies 
to be targeted, investment in a learning environment, 
assessment of the impact of change and a systematic 
way to measure the return on upskilling investment. 
This initiative will also require significant leadership 
commitment and a push from the top.

Strengthening capital efficiency
Capital management focused on the impact of lower 
interest rates, greater hedging costs, heightened market 
volatility and defaults, and increasing tax rates. The 
markets will reward those most adept at optimising their 
balance sheet position and efficiently deploying and 
freeing up capital.

The above aligns with the themes presented by the life 
insurers in South Africa but the effective embedment of 
these will contribute to who will come out in front and 
drive the new kind of insurer, focused on humanity and 
innovation. 
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Statistics
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 R millions Discovery Liberty MMH Old Mutual Sanlam Combined

 2020 2019 2018
2020 vs 

2019
2020 2019 2018

2020 vs 
2019

2020 2019 2018
2020 vs 

2019
2020 2019 2018

2020 vs 
2019

2020 2019 2018
2020 vs 

2019
2020 2019 2018

2020 vs 
2019

Group consolidated IFRS earnings

Total 
comprehensive 
income 
attributable to 
equity holders

996 6,146 6,536 -84% -2,675 3,644 3,411 -173% -206 2,773 1,569 -107% -5,762 5,793 41,950 -199% 6,777 3,788 15,100 79% -870 22,144 68,566 -104%

Equity 
attributable to 
equity holders 
of parent

45,035 47,782 43,336 -6% 27,997 32,389 31,393 -14% 21,882 25,066 22,621 -13% 69,323 77,925 81,420 -11% 77,224 79,360 81,617 -3% 241,461 262,522 260,387 -8%

Return on 
average equity

2% 13% 16% -84% -9% 11% 11% -178% -1% 12% 7% -108% -8% 7% 32% -208% 9% 5% 21% 84% -0.35% 8.47% 22.99% -104%

Group consolidated embedded value

Group 
embedded 
value

72,467 73,184 68,025 -1% 35,210 40,907 38,684 -14% 40,838 42,808 39,880 -5% 98,500 116,500 122,600 -15% 131,812 143,271 134,052 -8% 378,827 416,670 403,241 -9%

Group 
embedded 
value profit

76 6,828 8,609 -99% -4,134 4,418 1,488 -194% -1,235 3,993 -1,461 -131% 826 8,436 4,337 -90% -3,874 8,491 12,289 -146% -8,341 32,166 25,262 -126%

Return 
on group 
embedded 
value

0.1% 10.0% 14.3% -99% -10.1% 11.4% 3.8% -188% -1.5% 14.5% -10.0% -110.3% 1.1% 13.2% 7.4% -91% -2.7% 6.3% 10.1% -143% -2.2% 9.3% 7.8% -124%

Embedded value of new business

Present 
value of new 
business 
premiums 
(“PVNBP”)

39,024 40,811 39,603 -4% 34,390 40,919 43,389 -16% 54,205 53,227 54,598 2% 57,530 72,192 66,647 -20% 74,591 76,446 74,378 -2% 259,740 283,595 278,615 -8%

Embedded 
value of new 
business 
(“VNB”)

1,671 2,518 2,851 -34% 24 407 371 -94% 454 366 381 24% 621 1,865 2,123 -67% 1,921 2,280 1,985 -16% 4,691 7,436 7,711 -37%

Value of new 
business 
margin

2.2% 4.3% 4.7% -49% 0.1% 1.0% 0.9% -90% 0.8% 0.7% 0.7% 22% 1.1% 2.6% 3.2% -58% 2.6% 3.0% 2.7% -13% 1.5% 2.4% 2.4% -37%

Costs

Acquisition 
costs

-6,296 -6,281 -5,701 0% -4,058 -4,241 -4,413 -4% 6,717 6,334 6,028 6% -9,803 -10,713 -9,773 -8% -14,319 -13,246 -10,139 8% -27,759 -28,147 -23,998 -1%

General 
marketing and 
administration 
expenses

-21,920 -21,291 -18,455 3% -11,264 -11,075 -11,184 2% 15,601 14,733 14,870 6% -25,049 -23,407 -25,845 7% -27,882 -27,805 -21,562 0% -70,514 -68,845 -62,176 2%

*PVNBP and the value of new business margin exclude Health and Vitality for Discovery as no VNB margin is disclosed for this business 
Source: PwC analysis
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Appendices

Basis of information 
provided

Basis of information

The aim of this publication is to consider the results of 
the South African major life insurance group businesses 
for the calendar year ended 31 December 2020.

Where companies have 30 June year ends, the financial 
information has been reconstituted to reflect the 
calendar year ended 31 December.

Pertinent matters to note regarding the information 
presented:

• EV profit is the EV earnings published by the insurers, 
so based on their methodologies as disclosed in their 
reports.

• Old Mutual follows the Market Consistent Embedded 
Value (MCEV) methodology, whereas the others 
follow the European Embedded Value (EEV) 
principles.

• The Old Mutual EV earnings and return on embedded 
value exclude non-covered business. It is included for 
the other four insurers.

• Discovery PVNBP and VNB margins exclude Health 
and Vitality.

• The operating experience variances presented relate 
to impacts on embedded value of covered business.

• The operating experience variances presented for 
Discovery include the South African as well as the UK 
life and health entities.

• The operating experience variances for Liberty 
are shown for the South African Retail entity and 
therefore exclude the Corporate and Rest of Africa 
entities.

• The operating experience variances for all other 
entities are shown for total covered business.
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PwC thought leadership

Top insurance industry issues in 
2021 – Ecosystems
The COVID-19 pandemic has forced insurers to 
leave the status quo behind. More change has 
occurred in the industry in the past year than in 
the previous several years combined and its pace 
is only accelerating.

How companies ride the wave of change is what 
will matter most in the coming year. Many insurers 
are taking bold steps to capitalise on structural 
changes in the marketplace, technology trends, 
and evolving customer behaviours.

Top insurance industry issues in 
2021 – Forces shaping insurance 
distribution
Three forces are shaping insurance distribution:

• the resilience of intermediaries,

• rising expectations among commercial and 
individual buyers, and

• the elusiveness of building scale in direct 
channels.

Yes, these were factors a few years ago too. 
In fact, carriers built roadmaps to adapt their 
strategies accordingly. But the COVID-19 
pandemic upended those plans, along with many 
others, by compressing timelines.

IFRS 17 survey results
In 2020 we surveyed a number of IFRS 17 
projects to gain an understanding of how insurers 
operating in South Africa are conducting these 
projects, the key challenges they’re coming up 
against, and how well they have progressed 
in implementing the standard. The responses 
provide insights into approaches followed, 
progress made and challenges faced by those 
tasked with implementing IFRS 17 for their 
organisations.

Our report discusses the survey results, and 
includes several editorials authored by PwC 
experts across the region.

The future of financial services
Securing your tomorrow, today.
In contrast to the global financial crisis (“GFC”), 
COVID-19 triggered initial impacts in the real 
economy and will increasingly manifest itself 
in a second stage throughout the financial 
sector. The lockdowns and social-distancing 
measures imposed by governments around 
the globe to flatten the infection curves have 
caused significant damage to many industries, 
all of which are served by financial institutions. 
Compared to all previous crises — including the 
GFC, the oil price shocks of the 1970s or even 
the Great Depression of the 1930s — COVID-19 
will likely have the most substantial impact on 
the global economy, with a one-year reduction in 
worldwide GDP of more than 6%. This publication 
focuses on the seven macro trends financial 
services firms need to consider to properly plan 
for the future.

IFRS 17 Survey Results
Your journey so far

14 October  2020

www.pwc.co.za

Securing your 
tomorrow, today.
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industry issues
in 2021
Ecosystems

Top insurance 
industry issues
in 2021
Forces shaping 
insurance 
distribution
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