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Welcome to our fourth biannual
PricewaterhouseCoopers Strategic
and Emerging Issues in South
African Insurance survey. This
edition builds on our previous
surveys, and our industry specialist
group has ensured that the
contents provide a comprehensive
overview of the issues and
challenges facing the industry
today.

The South African insurance
industry accounts for 71% of
Africa’s total premiums and has the
third-highest insurance penetration,
in the world (15.3%).

Since our last survey, the insurance
industry has quickly recovered
after experiencing difficulties
precipitated by the financial crisis.
The quick recovery demonstrates
the resilience of the insurance
industry in this country.

Looking ahead, the insurance
industry can expect many more
challenges, as economic conditions
remain volatile, consumerism
continues and the regulatory
environment keeps evolving. New
business growth prospects and

the durability of existing policies
continue to be adversely affected
by reduced consumer discretionary
income, high interest rate
increases, increased energy costs
and other inflationary pressures.
The South African insurance
industry faces unique challenges
and it is important that it evaluates
and adapts to the needs of the
emerging market.

We are confident that this survey
will help the industry achieve its
goals and meet the challenges it
faces. With the survey covering
both long- and short-term insurers,
we have been able to identify
major trends, emerging issues

and differences in opinions, all of
which I’'m sure you’ll find useful
benchmarks for your organisation.

The key objectives of this survey
are to:

¢ Raise the awareness of insurers
to emerging trends and issues
in the South African insurance
industry;

e Establish industry trends;

* Understand the strategic
thinking of CEOs in the
insurance industry; and

* Provide insight into how the
insurance industry might evolve
over the next few years.

| would like to thank the executives
who participated in the survey. We
greatly appreciate their openness
and the insight and vision they
provide on key topics. | would also
like to thank Dr Brian Metcalfe

for the time and effort he put into
producing this survey.

We trust you will find this survey
thought provoking and insightful.
If you would like to discuss
any of the issues addressed
in more detail, please speak
with one of the contacts at
PricewaterhouseCoopers or those
listed at the end of the survey.
We would also appreciate your
feedback on the content of this
survey, as this will help us to ensure
that we are addressing the issues
on which you are most focused.

|

Victor Muguto

Insurance Leader — Southern Africa
Tel: +27 11 797 5372

Email: victor.muguto@za.pwc.com
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Dr Brian Metcalfe is an Associate
Professor in the Business School at
Brock University, Ontario, Canada.
He has a doctorate in financial
services marketing and has
researched and produced over 40
reports, such as this one, on behalf
of PricewaterhouseCoopers firms
in 11 different countries including
Australia, Canada, China, India,
Japan and South Africa.

Previous reports have examined
strategic and emerging issues in
corporate, investment and private
banking, life and property and
casualty insurance, insurance
broking, and wealth management.

This report was researched and
written by Brian Metcalfe, PhD.
Information presented here, while
obtained from sources believed
reliable, is not guaranteed as to its
accuracy or completeness. This
report has been commissioned
and distributed through
PricewaterhouseCoopers Inc.,
Johannesburg.

In 2009, Brian authored Strategic
and Emerging Issues in South
African Banking 2009. Other recent
reports include Foreign Banks in
China, Foreign Joint Venture Fund
Management Companies in China
and Foreign Insurance Companies
in China.

He has consulted for a wide range
of organisations, including Royal
Bank of Canada, Bank of Nova
Scotia, Barclays Bank, Sun Life
Insurance Company, Equitable
Life of Canada and several major
consulting firms.

He has also taught an executive
management course entitled
“Financial Services Marketing” at
the Graduate School of Business at
the University of Cape Town.

Additional copies of this report can
be obtained from Susan de Klerk,
Insurance Knowledge Manager —
PricewaterhouseCoopers Inc.,

2 Eglin Road, Sunninghill, 2157

Telephone: +27 11 797 5148
Fax: +27 11 209 5148
Email: susanna.de-klerk@za.pwc.com
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This survey focuses on strategic
and emerging issues in the South
African insurance industry. This is
the fourth survey of its type in the
insurance market, although similar
surveys have been published in
the banking and insurance broking
markets.

The survey attempts to provide
an industry-wide perspective.
However, where meaningful, it
also reports differences between
the short-term and long-term
participants.

Short-term insurance companies
interviewed:

¢ Absa Insurance

¢ Alexander Forbes Insurance
e Chartis

¢ Hollard Insurance

¢ Lion of Africa

e Mutual & Federal

e OQOutsurance

¢ Regent Insurance

e RMB Structured Insurance
e Santam

e Standard Insurance

e Telesure

e Zurich Insurance

Long-term insurance companies
interviewed:

e 1Lifedirect
e Absa Life

e Assupol

The survey is based on personal
interviews with managing directors
and senior executives in 30
companies. The list below shows
32 companies. This is because
only one interview was conducted
with both Hollard and Regent, each
listed both under the short- and
long-term insurance companies.

The re-insurers and cell captives
are included in the overall industry
charts but not in the breakouts

for long-term versus short-term
companies

The interviews were approximately
one hour in length and were
conducted in Johannesburg and
Cape Town during February and
March 2010.

e AVBOB

e (Clientele Life
¢ Discovery Life
¢ Hollard Life
e Liberty Life

¢ Metropolitan
¢ Momentum
e QOld Mutual

¢ Professional Provident Society
e PSG

¢ Regent Life

e Sanlam

Re-insurance companies
interviewed:

e Hannover Re
e Munich Re

Cell captives:
e Centriq

e Guardrisk



The report has been compiled

from personal interviews with 30
managing directors and senior
executives representing long-term
and short-term insurers, re-insurers
and cell captives.

The report seeks to identify
emerging trends and strategic
issues over the next three years.

Post global financial crisis

Respondents feel the insurance
industry had escaped the worst
effects of the financial crisis.
Investment performance was
obviously affected, but the industry
remains robust and confident.

Respondents acknowledged that
there had been evidence of client
attrition and cost control remains
an ongoing concern.

However, the larger companies
believed they had benefited from a
flight to quality and had used this
market uncertainty to strategically
grow.

Participants believe that following
the crisis they will devote more
time to three areas; acquiring new
clients, managing risk and holding
on to existing clients.

Direct delivery and
commoditisation

Many insurance products

have been commoditised and
consumers continue to embrace
direct marketing channels. This

change was well underway at the
time of the 2008 survey and it
continues unabated. Indeed, the
launch of direct channel initiatives
by the large “traditional” insurers
reflects the importance of this
distribution method.

As consumer products become
more commoditised and subject to
intense promotion and aggressive
pricing, low-cost distribution and
efficient servicing will be critical.

Consumerism

Consumerism is being fuelled by
Government initiatives such as
the Consumer Protection Act and
by consumers themselves as they
are becoming more educated,
self directed and confident. This
movement is further facilitated

by online access to competitive
insurance offerings.

Unexpected consolidation

Responses from participants
suggested that future consolidation
would be low to moderate with
most developments taking place at
the lower end of the market.

However, just days after the
research was completed, two

of the participants in this report,
Metropolitan and Momentum,
agreed to merge their operations.
This must have been a surprise to
the industry participants because
none had predicted a consolidation
at this level.
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Rise of the niche players

Although most short- and long-
term companies continue to view
the established broad-based
institutions as their number one
competitors, there is a growing
awareness of niche players
attacking specific parts of the
market.

Participants had mixed views on
the merits of a “one-stop shop”
wealth model for consumers and
this suggests that they endorse
the “best of breed”, which may
originate with specialist niche
players.

Pressing issues

The three issues that senior
executives found most pressing

in 2010 were regulation, retaining
customers and recruiting/training in
the distribution channels.

Risk management and profit
performance are also close to the
top of a list of 48 issues identified.

Accuracy of actuarial assumptions
was identified as the most
important rising issue.

Human resources (HR) remain
scarce

Nine out of 12 different skill sets
were considered difficult and if a
black economic empowerment
(BEE) factor was added to this
rating, then some personnel
functions become extremely
difficult. At the top of the list

in 2010 were IT, non-executive
directors, actuarial skills and
underwriting skills.

Into Africa

Although participants are
expanding into Asia and South
America, expansion into the rest

of sub-Saharan Africa is also
gaining traction. Many short-term
and long-term companies have
significant relationships in key
African markets and it seems highly
likely that this trend will continue to
develop.

South African insurers have little
interest in developed markets.
Instead, they see opportunities
to leverage their unique skill sets
and expertise in other developing
markets.

One problem going forward may
be their ability to manage and
control these diversifications and
expansions. Given the HR problem
mentioned above, it seems that
management resources will be
stretched as international networks
grow.

Participants also indicated that
they were interested in seeking
strategic investors if it allowed
them ready access to other
markets particularly within Africa.

Ongoing restructuring

A total of 12 participants believe
they will participate in significant
M&A activity over the next five
years and this may involve foreign
participation.

Joint ventures and partnerships
will be the key to future expansion
strategies. While most companies
are comfortable with their existing
structure, nine companies admitted
they needed to change.



Reinsurance readjustment

Most respondents made reference
to the reconfiguration of one re-
insurer in South Africa to a branch
status, but attributed the reasons
for this to external factors. They
contended that there had been
little change in the reinsurance
market, but noted the entrance of
new reinsurers, including SCOR,
Africa Re and Flagstone Re.

Regulation

Almost three quarters of
participants believe that regulation
will “increase substantially” over
the next three years. In the 2008
report, the National Credit Act was
a primary concern. In 2010, there
is concern over the implementation
and alignment of the Consumer
Protection Act.

There is also an acceptance that
the Regulator will continue to
monitor and impose new controls
across different parts of their
operations.

It is very early days to predict the
full impact of Solvency Assessment
and Management (SAM)/Solvency
Il and King lIl.

On top of these issues, the
unfolding proposals on the

Social Security Retirement Fund
and National Health Insurance
programme means that the
operating environment has become
more complex and unpredictable.

Data concerns

One of the weaknesses of the
industry and a critical concern
is the capture and use of data.
Not all insurance companies
have customer relationship
management systems and few

of those who have are satisfied
with their capabilities. There is

also the territorial issue of who
owns client data. Intermediaries
continue to exert powerful control
in the channels. One short-term
insurer lamented that he failed to
have a “line of sight” into his group
business. The data chain has many
broken links and this frustrates and
hinders the producers and this is
not to the customers’ advantage.

Technology

Technology has already changed
the rules of the game. In future

it will play a major role in new
applications for actuarial systems,
real-time data mining and various
types of modelling.

Steady growth predicted

Short-term insurers expect annual
premium growth in the 15% to
25% range in 2010 and anticipate
little change over the next three
years.

Five long-term insurers were in
the 20% range in 2010, but by
2013 growth is expected to slow
and only three companies expect
growth above 20%.

Risk management

Risk management was strongly
endorsed by participants,

who concluded it has added
substantially more value to their
business than three years ago.

The survey found that companies
are monitoring, and in most cases
measuring, a wide variety of risks.
The three most difficult risks

to measure were political risk,
environmental risk and latent claim
risk.
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Alternative risk
transfer

Assistance business

Credit life

Group business -

Investment

Group business -

Risk

Investment products
Life risk products
Motor insurance
Property (excluding

motor)

Health insurance

Customer
relationship
management

Innovations

Marketing strategies

Technically
competent staff

First

Guardrisk

Clientéle Life
Hollard Life

Old Mutual

Old Mutual

Sanlam
Discovery Life
Outsurance

Santam

Discovery

Discovery

Discovery
Discovery

Santam

Second

Santam -
Centriq

Metropolitan
Absa Life

Allan Gray

Sanlam

Momentum
Momentum
Telesure

Mutual &
Federal

Chartis

Hollard

Hollard
Outsurance

Discovery

This table displays a peer ranking of the top three companies in each
business line. A more detailed set of results is shown later in the report.

Third

Zurich

Hollard
Regent Life

Sanlam

Momentum

Old Mutual
Old Mutual
Santam

Outsurance

Momentum

Santam

Outsurance
Hollard

Outsurance
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Market environment

Short-term companies

Long-term companies

12 PricewaterhouseCoopers

Short-term companies surveyed
employed 15,040 people and
anticipate this number to increase
by 8% to 16,250 people by 2013.

Gross premium income is expected

to grow by 53% to R77 billion by
2018.

Short-term companies

The number of policyholders is
expected to increase dramatically
from 16.7 million in 2010 to 25.6
million by 2013.

2010 2013 Change %
Change
Branches in South Africa 196 212 16 8.1
Brokers/Intermediaries 16,060 17,300 1,240 7.7

Full-time employees in SA 15,040

16,250 1,210 8.0

Gross premium income (Rbn)  50.3

76.9 26.5 52.8

Policyholders (millions) 16.7

25.6 8.9 53.4

Long-term companies expect to
expand their branches by 27% to
over 1,600 by 2013. They expect
only a modest increase in the
number of brokers/intermediaries
to 42,400.

The number of employees in the
long-term companies are expected
to increase at a similar growth

rate to the short-term companies
although they employ three times
as many people.

Long-term companies

Finally, policyholders are expected
to grow by 30% to 35.7 million

by 2013. Two large long-term
companies declined to provide
estimates for 2010 and 2013. As a
result, we were unable to provide
an industry estimate for gross
premium income.

2010 2013 Change %
Change
Branches in South Africa 1,328 1,687 359 27.0
Brokers/Intermediaries 40,425 42,400 1,975 4.9
Full-time employees in SA 45,240 48,740 3,500 7.74
Policyholders (millions) 27.4 35.7 8.3 30.0




The wide range of changes
mentioned by participants
have been grouped under the
subheadings below:

A wide range of different changes
were mentioned by participants,
but two stood out in terms of the
number of recorded mentions.
They were the continued move to
direct channels and consumerism.

Direct channels

One large short-term insurer noted
that personal lines were now
becoming a commodity with a
focus on pricing.

Another participant commented
that the larger insurers were
introducing direct channels. He
mentioned Sanlam and MiWay
but said that other companies
were reviewing their options. In
keeping with these sentiments, a
large short-term insurer said the
“volume side” of the business was
now being offered through direct
channels.

Consumerism

A smaller long-term insurer
observed that consumers were
becoming better informed

and growing in confidence
regarding decision making.
Several participants mentioned
the legislative changes affecting
protection of consumer rights.

Impact of the financial crisis

While recognising that South Africa
had escaped the worst effects

of the crisis, several companies
mentioned the negative impact on
investment performance.

Capital management

A large long-term insurer indicated
a more conservative approach to
the use of capital and strong focus
on asset/liability management.

Risk management

Both short- and long-term
insurers indicated that there was
much more emphasis on risk
management.

SAM/Solvency Il

The SAM (Solvency Assessment
Management) target date for
both short-term and long-

term insurers has been set for
2014. Earlier developments for
short-term insurers under FCR
(Financial Condition Reporting)
will be implemented as an interim
measure from 2012.

Participants anticipate that
the transition to meet the SAM
requirements will trigger major
changes in the sector.

Growing competence of
insurance providers

One large short-term insurer
believed the industry had
experienced “an advancement in
competency”.

Difficulties for smaller
companies

Consolidation, costs of regulation
and the increased significance of
brands have made the environment
more challenging for the smaller
operators.

Strategic and Emerging Issues in South African Insurance 13
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The major strength identified

by participants centred on the
financial soundness and stability
of the South African insurance
market. It was viewed as a highly
competitive and innovative
marketplace.

A number of insurers believed the
players to be well capitalised.

Several companies highlighted the
uniqueness of South Africa in being
simultaneously both an established
market and an emerging market.
Other strengths mentioned were:

¢ Entrepreneurial orientation;

e Strong brands;

¢ Good competencies for
expansion into Africa;

e Strong partnerships with the
banks;

e Strong broker market;
¢ Creative product design;
¢ Well regulated; and

e Good underwriting.

The most frequently cited
weakness was the skills shortage.

Several participants commented
that it was difficult to attract fresh
competent talent. A long-term
insurer said that they had 500
agents but only 150 of them were
performing satisfactorily. Another
long-term insurer noted that their
brokers were aging and they were
unable to attract new committed
and competent replacements.

Other weaknesses mentioned
were:
¢ Poor market practice;

¢ The large number of legacy
products;

¢ \Weak client service;

¢ Not enough black
intermediaries;

* Products too complex for the
market;

¢ Everything delegated to the
broker base;

e Lack of a strong competitive
reinsurance market;

e Affordability of some products;

¢ Inability as an industry to collect
and share data;

¢ Domestic companies lack an
international scope;

¢ Rating agencies do not play an
important role; and

¢ Need to focus on adding value
for consumers.



Market competition

The following charts illustrate Where segments have attracted
how companies perceive the level responses from more than 20%
of competition in eight different of respondents, they have been
segments of their business, and shaded in grey.

then how they have organisationally
responded to that competition.

Alternative Risk Transfer (ART)
Intensive 6% 13% 13%

About one-third of participants

Moderate 6% 31% 6% 13% consider alternative risk transfer
to be intensively competitive. The
Light 6% 6% majority of participants believe it is

moderately competitive.
None . .
Two companies claim to have
made a fundamental change to
Nochange Minor ~ Significant — Fundamental  thajr strategy over the last year. In
change  Operational  changein .

and oganise- sttegyand - COMPArSON to two years ago the

i itionil g

oraichange postei® - |level of competition appears to

Note: Based on responses from 16 companies have moderated.

Assistance business
Intensive 26% 16% 26% 11%

Assistance business includes

Moderate 5%  11% funerals, support for family
and education. This market
Light 5% appears to be experiencing an

increase in competition. In 2006,
50% considered it intensively
competitive and by 2008 this
percentage had risen to 72%. In

No change Minor Significant  Fundamental 2010 it is 80%.
change operational change in

and organi- strategy and
sational positioning
change

None

Note: Based on responses from 19 companies
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Intensive

Moderate

Light

None

Intensive

Moderate

Light

None

Intensive

Moderate

Light

None

PricewaterhouseCoopers

6% 16%
6% 11%
11%

No change Minor

change

17%

17%

8%

No change Minor
change

25%

16%

11%

11%

Significant
operational
and organisa-
tional change

17%

8%

Significant
operational
and organisa-
tional change

6%

6%

Fundamental
change in
strategy and
positioning

Note: Based on responses from 18 companies

8%

Fundamental
change in
strategy and
positioning

Note: Based on responses from 12 companies

12%

6%

No change Minor
change

18%

12%

46%

Significant
operational
and organisa-
tional change

6%

Fundamental
change in
strategy and
positioning

Note: Based on responses from 17 companies

Credit life

Just less than half the respondents
consider credit life to be intensively
competitive and two companies
have made fundamental changes
to their strategies. This is a lower
competitive recording than in
2008. Four companies considered
competition to be light.

Group business

Two-thirds of respondents view
group business as intensively
competitive. The same number of
respondents also indicated that
they had made minor or no change
to strategy.

Motor insurance

In 2008, 90% of participants
viewed motor insurance as
intensively competitive, an increase
from the 2006 figure of 61%. This
year the number is 82%, which
suggests the competition remains
fierce. Over half the group have
made significant or fundamental
changes to their strategies.



Intensive

Moderate

Light

None

Intensive

Moderate

Light

None

Intensive

Moderate

Light

None

9% 27%  46% 9%

9%

No change Minor Significant Fundamental
change  operational  changein

and organisa- strategy and

tional change positioning

Note: Based on responses from 11 companies

50% 10% 5%

20% 15%

No change Minor Significant Fundamental
change operational change in
and organisa- strategy and
tional change positioning

Note: Based on responses from 20 companies

6% 12% 18% 18%

34% 12%

No change Minor Significant Fundamental
change  operational  changein

and organisa- strategy and
tional change positioning

Note: Based on responses from 17 companies

Investment products

Investments portray very high
levels of competition. The
percentage increased to 91% in
2010 against 84% in 2008 and
85% in 2006. Many companies
have made significant or
fundamental changes to their
strategies.

Life risk products

The market is viewed as
competitive, but few participants

have made any significant changes

to strategy.

Property (excluding motor)

In 2008, 40% of participants

classified the market as intensively

competitive, but this has grown
to 54% in 2010. Aimost half the
group have made significant
fundamental changes.

Strategic and Emerging Issues in South African Insurance
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Intensive 17%

Moderate 8% 51% 8%

Light 8% 8%

None

No change Minor Significant Fundamental
change operational change in

and organisa- strategy and
tional change positioning

Note: Based on responses from 12 companies

A number of respondents pointed
out that policyholders’ needs
may remain relatively unchanged
over the next three years, but
their rising expectations on speed
and convenience of delivery,

the channels to be used, value
propositions and flexibility, will
require insurance providers to
adapt and change.

Several respondents mentioned
the ongoing transition to electronic
delivery. For example, a large long-
term insurer said that claims could
not be made over the internet at
present, but by 2013 this would be
possible.

Health insurance

Lower levels of competition are
found in this sector. All but one
company recorded their response
to the market as minor or no
change.

A short-term insurer indicated

that Government was directing
companies to develop more simple,
straightforward, comprehensible
policies. Government is also
pressing companies to provide
more education for consumers to
help them make better-informed
decisions.

Another insurer suggested that
changing demographics would
require more entry-level insurance
products.

The growing black middle class
market will also drive a change in
the companies’ offerings. Several
companies indicated that they
were formulating strategies to
address this market segment more
specifically.



Q What are the major drivers
of change in the insurance
industry today? Can you
rank them 1 to 5?

30 March 2010

Based on the principles of the
Solvency Il Directive adopted

by the European Parliament last
year, SAM, which will supercede
the current Financial Condition
Reporting (FCR) structure, will
align South Africa’s long and
short-term insurance sector with
international standards, taking
local conditions into account.

“In short, SAM can be
compared to BASEL Il of

SA’s banking sector in which
all role players are governed
and risk managed. If correctly
implemented, SAM will help to
ensure a sustainable insurance
industry that has resilience to
withstand shocks and meet
policyholder obligations among
others,”

Michael Blain, CEO, Centriq

Source: Insurance Times & Investments
News

The top two drivers of change,
consumerism followed by the
regulatory environment, remain the
same as in 2008.

However in third place is a new
driver, SAM/Solvency Il followed
by capital requirements, which
remains in fourth place.

70

60

Score

Technology and the Financial
Sector Charter maintain roughly
the same ranking as 2008 but the
global financial crisis enters the list
in eighth position.

Based on responses from 29 companies

Strategic and Emerging Issues in South African Insurance 19



Market environment continued

Q What are the major drivers 30
of change in the short-
term industry today? Can
you rank them 1 to 5? 2

20

Score

15

10

A breakout into short- and long-
term companies provided some
further insight.

Consumerism remains in first place
for both groups, as it did in 2008.
However, SAM/Solvency Il is the
second most important driver for
the short-term companies.

None of the short-term companies
ranked the global financial crisis as
a “top five” driver of change.

Based on responses from 11 short-term companies

Q What are the major drivers
of change in the long-term
industry today? Can you %

rank them 1 to 5?
30

25
Score
20

15

10

20 PricewaterhouseCoopers

The long-term companies
emphasised consumerism and
regulatory change. The global
financial crisis was in third position.

Technology, IFRS, the economic
downturn and SAM/Solvency |l
were also considered important
influences on change.

Based on responses from 13 long-term companies



There was a general consensus
that there would be little
consolidation at the higher levels in
both the short-term and long-term
sectors. The feeling was that the
Competition Commission would
block any mergers by the larger
players.

Despite this prediction and
following just a few weeks after
this survey, Metropolitan and
Momentum announced plans to
merge their operations.

The participants, however,
contended that there would be
further shake outs at the bottom
end of the market.

Number of
companies

N WA OO N O ©

Ll
0

High

Moderate

A contrary view point was
expressed by a few participants
who cited the possible
fragmentation of the market with
new entrants and “offshoots” by
established companies. These
included Outsurance entering the
life market and Miway (Sanlam)
offering short-term insurance
through a direct channel.

The results were very consistent
between the short- and long-

term participants. The majority

of companies recorded a “low”
probability of consolidation and
only one long-term company rated
it as “high”.

Long-term companies

Short-term companies

Low none at all

Based on responses from 30 companies.
Not all companies provided a double answer.
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Market environment continued

Q In your opinion, which
category of institutions
represents the most
significant competitive
threat to your organisation
over the next five years?
Please choose one answer
only.

22 PricewaterhouseCoopers

Established broad-based

financial institutions already in the
respondents’ market continue to
represent the greatest competitive
threat. This is consistent with the
2008 finding.

One noticeable change in 2010 is
the increased significance of niche
players, which have the ability

to chip away at the established
market leaders.

Established broad-based financial institutions
already competing in your market

Established broad-based financial institutions
moving from one market to another

Niche players
New competitors moving from
retailing into financial services

Foreign insurers entering the market

Start-up institutions

Foreign insurers, when compared
to 2008, are also seen as a modest
but increasing competitive force.
This was foreseen more on the
investment side of the business.

Only three companies indicated
that competitors moving from
retailing into financial services
represented a competitive threat.
Again, this was consistent with the
previous survey.

. 2010
. 2008

5 10 15
Number of companies



The respondents held mixed
opinions on the merits of

the “one-stop shop” wealth
model. The concept envisages
clients benefiting from a more
integrated, holistic approach to
wealth management. While 16
respondents favoured the model,
ten believe that it does not work in
the best interests of policyholders.

Seven long-term believe it is not
beneficial which suggests that
short-term insurers are more
supportive. Two sizeable short-term
companies were, however, critical
of an approach which attempted to
be “all things to all people”.

Those in favour of the “one-stop
shop” argued that it could only be
successful if it centralised the “best
of breed” in one place. Another
company termed this approach the
“portfolio model” rather than the
“single brand model”.

From the consumers’ perspective,
it could only be beneficial if it
allowed them to exert leverage on
the service provider. For this to
happen the client must provide full
disclosure of their financial position
and a participant argued that
clients are often reluctant to take
this step.

A short-term insurer commented
that it allowed them to reward
customers for “good behaviour”.
For example, having no claims
for five years allows, could be
rewarded with better pricing.
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What are the most Pressing issues

pressing issues you face?

Can you rate them 1 to 5?
The top three were, in order
of importance, regulation and
retaining existing customers,

followed by recruiting/training in

the distribution channels.

Regulation

Retaining existing customers
Recruiting/Training distribution channels
Increasing legislative demands

Risk management

Profit performance (margin)

Improving premium growth
Recruiting/Training competent staff
Building a customer base

Quality of insurance books (lapse risk)
Capital management

SAM/Solvency I

BEE/Financial Sector Charter

Back office/operational/system quality
Brand awareness

FAIS regulation

Level of crime

Accuracy of actuarial assumptions
IFRS amendments

Data security

Appropriate staff incentive schemes
Retail sales practices

Managing the cycle

High dependence on new technology
IFRS 4 Phase I

Transparency of fees and commisions
Cost reduction

Fraud levels

Global economic downturn

Capital management

Demographic trends

Political shocks and pressures
Interest rates

Business continuation

Legacy systems (ability to mine data)

No less than 48 different pressing
issues were scored by participants.

Increasing legislative demands

has moved up from ninth position
to fourth position while crime has
dropped from fourth position,

to 17th position. (It was in 22nd
position in 2006). Risk management
was in fifth position this year,
compared to twelfth position in
2008.

Targeting the uninsured market

Impact on rates of global catastrophes
Complex, alternative investment instruments
Climate change and natural catastrophes
Deregulation of commission

Longevity assumptions

Guaranteed returns in products

Liquidity

Currency fluctuations

Overcapacity

Globalisation

Aids

Litigation risk

-1.0

-0.5 0.0

0.5 1.0 1.5 2.0
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Emerging issues continued

Pressing issues: Both the short- and long-term The long-term companies awarded

companies scored regulation higher scores to the Financial
Short-term versus long-term and retaining customers at the Sector Charter, FAIS, IFRS and
companies top of their lists. Issues that were retail sales practices.

26 PricewaterhouseCoopers

particularly important to short-term
companies included improving
premium growth, recruiting and
training and crime.

Regulation

Retaining existing customers
Recruiting/Training distribution channels
Risk management

BEE/ Financial Sector Charter
Increasing legislative demands
Building a customer base

Profit performance (margin)

Back office/operational/system quality
FAIS regulation

Quality of insurance books (lapse risk)
Brand awareness

IFRS amendments

Improving premium growth

Retail sales practices

Accuracy of actuarial assumptions
Capital management

Cost reduction

Recruiting/Training competent staff

Global economic downturn
IFRS 4 Phase Il . Short-term
High dependence on new technology
Level of crime
SAM/Solvency I
Appropriate staff incentive schemes . Long-term

Demographic trends
Capital management
Complex, alternative investment instruments
Data security
Interest rates
Political shocks and pressures
Managing the cycle
Deregulation of commission
Fraud levels
Targeting the uninsured market
Business continuation ™ e
Transparency of fees and commisions -

Guaranteed returns in prodS
Aids

— Legacy systems (ability to mine data)

L ==l== Impact on rates of global catastrophes
ongevity assumptions me—

Globalisation
Liquidity
Overcapacity
=== Currency fluctuations
Litigation risk
= Climate change & natural catastrophes

-1.5 -1.0 -0.5 0.0 0.5 1.0 1.5 2.0
increasing importance
—_—

Based on responses from 12 long-term and 9 short-term companies



Pressing issues trends: In addition to scoring the 48 most ® Recruiting/training in the

pressing issues, participants were distribution channels
Are the issues rising, steady or ~ asked to assess whether thfe"_ * Regulation, and
falling? issue was rising, steady_or alling

in importance. The top five rising e SAM/Solvency Il

issues in order of importance were:

The only one that was in this
top five list two years ago was
increasing legislative demands.

e Accuracy of actuarial
assumptions

* Increasing legislative
demands

Accuracy of actuarial assumptions [ ]
Increasing legislative demands
Recruiting/Training distribution channels
Regulation
SAM/Solvency I

Retaining existing customers
Risk management Steady

Climate change and natural catastrophes
Brand awareness

Building a customer base

Improving premium growth

Profit performance (margin)
Recruiting/Training competent staff
Capital management

FAIS regulation

Quality of insurance books (lapse risk)
BEE/ Financial Sector Charter
Targeting the uninsured market
Appropriate staff incentive schemes
Back office/operational/system quality
Fraud levels

High dependence on new technology
IFRS 4 Phase I

IFRS amendments

Cost reduction

Data security

Demographic trends

Transparency of fees and commisions
Political shocks and pressures

Retail sales practices

Complex, alternative investment instruments
Deregulation of commission

Level of crime

Legacy systems (ability to mine data)
Impact on rates of global catastrophes
Global economic downturn
Guaranteed returns in products
Capital management

Managing the cycle

Business continuation

Overcapacity

Longevity assumptions

Currency fluctuations

Interest rates

Litigation risk

Liquidity

Aids

Globalisation

Falling

. Rising

0 10 20 30 40 50 60 70 80 90 100
Percentage
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Emerging issues continued

Q How has the global
financial crisis impacted
your organisation?

28 PricewaterhouseCoopers

The global financial crisis has had
a negative impact on insurers by
causing client attrition and requiring
them to make cuts in costs.

However, a number of the larger,
more-established companies
believed that the downturn has
resulted in a flight to quality and
has also allowed insurers an
opportunity to strategically grow
their organisations.

Some of the issues raised under
“other”, included investment
performance, a focus on credit
risks, profit decline and ease of
retaining staff.
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Q On which strategic areas
does your organisation
spend more time, as
a result of the global
financial crisis?

The top three areas in which more
organisational time has been
expended as a result of the crisis
were identified as:

® Acquisition of new clients;
* Managing risk; and
® Retention of clients.

30

25

20

Score

15

Other areas receiving attention

were:

Improving profitability;

Acquisition and retention of
key staff; and

Cost reduction/business
refocusing.
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Emerging issues continued

Q In which areas are you
currently experiencing the
greatest shortage of skills?

30 PricewaterhouseCoopers

In the 2008 survey the most
important human resource issue
centred on BEE. The BEE category
was removed from the question this
year to focus just on the functional
descriptions.

Respondents scored each function
on a scale of 1 to 5, where 5
represented greatest shortage.
Several respondents commented
that if they were to provide BEE
weighted scores to each factor,
then their score would increase by
1to1,5.

Information technology
Non-executive directors
Actuarial

Underwriting

Risk management
Audit committee
Compliance

Capital management
Executive directors
Financial reporting
Internal audit

Administration

The top three areas of greatest
skills shortage were identified
as information technology, non-
executive directors and actuarial
skills.

Six further skills sets also scored
above 3 on the scale of 1 to 5.
They were underwriting, risk
management, audit committee,
compliance, capital management
and executive directors.

0 1

Maximum score is 5

2 3 4 5

Increasing difficulty

Based on responses from 30 companies



In terms of principal challenges
faced by the insurers over the
next year, they demonstrated
consistency with the responses
provided in 2008.

The top challenge remains
compliance and regulatory
requirements, followed by a
lack of skilled resources. Levels
of competition and customer

behaviour follow in third and fourth
place. In 2008, these were in the
reverse order.

The other group included
challenges such as governance,
risk management, crime,
underwriting sustainability and
pricing rates.
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Based on responses from 30 companies
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The rest of Africa is recognised

as the primary region for the
expansion of South African
insurers. Although Africa also
came in the top position in the
2006 and 2008 surveys, it has now
widened the gap ahead of second
placed Asia and third placed South
America.

Europe, Australia and the United
Sates collectively were only of
interest to three companies.
Respondents seemed more
informed about market
opportunities in Africa in this

Rest of Africa

Asia

South America

Europe

Australia

usr

survey compared to 2008. They
clearly see their expertise in the
developing markets. Those insurers
with bank affiliations are also taking
advantage of South African banks’
advances into sub-Saharan Africa
and South America.

As the press coverage on the
pages following illustrates, Old
Mutual, Liberty and Santam are
making moves into Africa, while
Discovery has a health insurance
joint venture with Ping An
Insurance in China.

0 5 10

15 20 25 30

Number of companies

Based on responses from 30 companies



Trade Invest Nigeria

29 April 2009

Liberty Health, which describes itself as a multi-dimensional provider
of health solutions in South Africa and other emerging markets,
acquired 35% of Nigerian health management organisation (HMO)
Total Health Trust. According to newspaper reports, Liberty will aim to
increase its stake in the company to 51% over the next three years.

Liberty Holdings’ majority shareholder, Standard Bank had already
established a footprint in Nigeria when it bought a controlling stake in
IBTC Chartered Bank in 2007.

Liberty’s investigations into the health insurance market in Nigeria
found that a strong business case exists for a presence in the West
African country. The industry has huge potential with 75% of Nigeria’s
employed population not covered by private health insurance. “The
current market is about 3 million lives, but there is potential to grow to
40 million lives,” says Peter Botha, CEO of Liberty Health.

Source: www.tradeinvestnigeria.com

Discovery in Chinese acquisition

2 December 2009

South African healthcare insurer Discovery has announced its
intention to expand into China with the acquisition of a 24.99% stake
in Ping An Health Insurance. The Chinese company is owned by
Ping An Insurance, the second largest insurer in China with a market
capitalisation of 292-billion Yuan (about R319-billion).

Ping An Health currently holds one of a limited number of health
insurance licences issued by the Chinese Insurance Regulatory
Commission.

“Ping An Group currently has a 30% share of the ‘riders’ or
‘supplementary’ private health insurance market,” said Discovery
CEO Adrian Gore. “In 2005, Ping An grasped the enormous growth
opportunity and potential of the comprehensive health insurance
market, and Ping An Health was established in Shanghai,” he said

Source: www.southafrica.info
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Emerging issues continued

Santam expands with corporate clients north of the border

April 2010

Santam, South Africa’s largest short-term insurer, is placing special emphasis on growing its corporate business in
more countries north of the border, by insuring companies for risks they face as they expand from South Africa into
the rest of Africa.

Santam already has international operations in Namibia, Zimbabwe, Malawi, Botswana and Zambia, where it

has been successfully doing business for many years. It also insures the risks of multinationals with business
operations around the continent, where generally multi-country risks are combined into one policy based in South
Africa.

“The African insurance environment is complicated; regulations are different in each country,” elaborates Payne,
Santam’s Head of Corporate Business. “Most African countries have strict regulations under which all insurance
activity must be conducted by an entity licensed in that country. However, it is often the case that a local insurer

is unable to underwrite the entire risk of a foreign business because the value of the policy is too large for them.
We are partnering with local insurers to take on a portion of that risk, but only what they cannot absorb.” The
insurer has set up a network of insurance partners with whom cooperation agreements are firmly in place, he adds.
Thorough prior investigations of the partners and successful experience to date have made Santam confident of
these partnerships.

“Generally, we are taking on the insurance of the buildings, while local insurers are able to cover the lower-value
items like stocks and vehicles,” Payne says. “But everything is done on a case-by-case basis so that the client can
have a policy tailor-made to their exact requirements.”

Large global insurers like Lloyds, Allianz, and Zurich are posing stiffer competition for smaller companies like
Santam as they look to boost their own business in Africa, which is increasingly seen as a lucrative market.
However, local insurers’ understanding of the local market can give it an edge over these players, the Santam
executive points out. “Even though Africa can be regarded as a niche market because it is relatively small, it is a
priority for us. We see potential for good growth in our corporate business there going forward and are doing our
best to provide insurance solutions anywhere on the continent,” concludes Payne.

Source: www.santam.co.za

South African Insurers expand into Africa

14 December 2009

Old Mutual South Africa (Omsa) is in talks with a number of life partners in West Africa in a bid to “paint Africa
green”, according to Kuseni Dlamini, the chief executive. “We are talking with credible entities there and talks
have been ongoing,” he said on Friday. “Next year, we will reach an important milestone in this matter,” he
added, declining to name the probable partners. The aim was to find partners that could assist Omsa to enter
the west African market. He said Omsa was also in talks with West African banking giant Ecobank, but did not
want to reveal more details. The outcome of these talks could be positive considering Nedbank, a subsidiary of
Old Mutual, has partnered with Ecobank in an effort to expand into Africa just like its peers.

Liberty has said its African expansion strategy would be setting shop where its parent company, Standard Bank,
has operations. Africa’s biggest bank by assets has operations in 18 African countries.

In 2007, Metropolitan entered into a 50/50 joint venture with the biggest retail bank in Nigeria, UBA Nigeria, to
form UBA Metropolitan Life Insurance.

Source: www.busrep.co.za
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36 PricewaterhouseCoopers

The following table (based on
responses from 24 companies
and) indicates that a limited
number of participants have
specific interests in expanding
into asset management and health
administration. (It should also be
noted that a much larger number
have no interest in these areas.)

Asset management 8
Health administration 13
Pension fund 14
administration

Other 0

The participants see benefits in
seeking strategic investors over the
next three years. The most valuable
benefit relates to increasing
regional expansion and market
access.

Black economic empowerment
was also recognised as a reason
to seek a strategic investor. Other

9

Number of
selections

Asset management appeals to
the larger long-term insurers while
health administration attracts
providers already in the health
insurance market.

Responses that related to the
other category included examples
such as exploiting new distribution
channels and companies moving
into group business.

4 2 4 6
4 3 4
3 5 1 1
0 0 2 2

important benefits included IT and
management expertise, followed
by brands, new capital and new
products.

Participants that are foreign owned
or part of a larger financial group,
were unable to respond to this
question.
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Q Do you agree or disagree
with the following
statements?

Our organisation will undergo
significant M&A over the next five
years

- Disagree
- Agree
l:l Neither

Based on responses from 30 companies

Twelve of the 30 participants
responded that they will undergo
significant M&A activity over the
next five years. In 2008, a similar
number held the same opinion.

Our organisation will seek a
foreign strategic investor or
a partner in a significant new
venture in the next five years

- Disagree
- Agree
I:l Neither

Based on responses from 27 companies

Twelve respondents also plan to
seek a foreign strategic investor
over the next five years.

Joint ventures and partnerships
will be key to our expansion plans

- Disagree
- Agree
l:l Neither

Based on responses from 29 companies

It is very clear that joint ventures
and partnerships will be a

key element for almost all the
participants going forward.

Our organisation will undergo a
significant business disposal over
the next five years

- Disagree
- Agree
I:l Neither

Based on responses from 29 companies

The vast majority of respondents
say they will not divest parts of
their business in the future.

Our organisation is already
structured in the way we want

Disagree
I oisag
- Agree
l:l Neither

Based on responses from 29 companies

The status quo holds for more
than half the participants, but nine
companies believe things need to
change.
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Most respondents noted the
restructuring of a reinsurer’s South
Africa business model. They

also mentioned the entrance and
expansion of new providers. such
as SCOR, Africa Re and Flagstone.

Paris-based SCOR plans to create
a regional platform in South Africa
to support activities in countries
such as Angola and Nigeria, where
they have relationships in oil,
mining and other industries.

In 2008, Bermuda-based Flagstone
Re acquired 65% of Imperial Re
from Imperial Holdings.

Nigerian-based Africa Re has a
subsidiary in South Africa.

Africa Re shareholders include

41 member countries, five
development finance institutions
and 110 insurance and reinsurance
companies.

Overall, the feeling was that there
had been little change in the market
following the global financial crisis.
While one short-term insurer
commented that there had been a
firming in rates another short-term
insurer held a contrary opinion.

One reinsurer that participated in
this survey indicated that on the
long-term side, the vast majority of
reinsurance (90%) is bought locally.
In contrast, on the short-term side,
over 60% is sold overseas and this
is expected to increase.



Regulation and governance




Regulation and governance

Q Do you see the intensity of
regulation of the insurance
industry increasing or
decreasing over the next
three years?

40 PricewaterhouseCoopers

The growing impact of regulation
is documented in several places in
this report.

Going forward, participants believe
that it will increase substantially (22
companies).

In 2008, 14 companies thought it
would increase substantially, an
increase from 12 companies in
2006.

2010

H
H
[]

22 companies recorded increase substantially
Based on responses from 30 companies

2008

Several participants suggested
that the global financial crisis

has heightened awareness and
concerns around the management
of risk.

Increase substantially
Increase slightly

Stay the same
Decrease slightly

Decrease substantially

. Increase substantially

. Increase slightly
D Stay the same

Decrease slightly

Decrease substantially

Based on responses from 24 companies in 2008



Q Do you believe South
Africa should move to
a single regulator for all
financial institutions?

Q Do you agree or disagree
with the following
statements about
regulation?

Within the group of 30 companies,
only 11 believe a single regulator
for all financial institutions is the
right choice.

One large long-term insurer noted
that, their perception was that, it
had not worked in the UK with the
Financial Services Authority.

Based on responses from 30 companies

Concerns over compliance are
dampening risk appetite and
stifling growth potential

The majority of respondents
agree that compliance issues are

affecting risk appetites and growth.

Those that disagreed tended to
be larger companies, and several
international companies.

Regulatory considerations
are slowing the pace of our
international expansion

Of the 23 companies that
responded to this question,
opinions were equally divided.
Several large long-term companies
agreed but those affiliated with
banks tended to disagree.

There was no discernible difference
between the long-term and short-
term companies in their response
to this question.

. Separate regulators

. Single regulator

- Disagree
- Agree

Based on responses from 30 companies

- Disagree
- Agree

Based on responses from 23 companies
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Regulation and governance continued

King Il

The King Committee on
governance issued the King
Report on Governance for South
Africa — 2009 (the “Report”) and

the King Code of Governance
Principles — 2009 (the “Code”),
together referred to as “King IlI”
on 1 September 2009.

see PwC publication “Executive Guide to
King III” at .www.pwc.com/za/en/king3

42  PricewaterhouseCoopers

The impact of greater regulation
is hurting our ability to achieve
growth

Again, opinion was split evenly,
regarding regulation’s impact on
growth. No pattern was discernible
regarding short-term or long-term
companies.

Regulations have created a fairer
playing field for institutions to
achieve their growth targets

The majority of participants believe
regulations have helped create

a fairer playing field. Long-term
companies tended to disagree with
this statement.

King Ill will add to the already
heavy compliance burden

Finally there was general
agreement that King Il will add
to the compliance burden. One
long-term insurer suggested that
King Ill would cause refocusing
by companies rather than add to
compliance.

- Disagree
- Agree

Based on responses from 30 companies

- Disagree
- Agree

Based on responses from 30 companies

- Disagree
- Agree

Based on responses from 30 companies



19. The Consumer Protection
Act 68 of 2008 introduces
new consumer protection
principles:

Q Do you agree or disagree
with the following
statements about
regulation?

The Consumer Protection Act (CPA)
ushered in a new era for South
African consumers by providing

a legal framework for consumer
protection.

At the time of publication of this
survey, there was considerable
debate surrounding whether
the insurance industry would be
governed by the Act.

For example, the insurance industry
has already taken steps along the

Do you believe there is enough
focus on consumer protection in
the insurance industry?

A strong majority of participants
believe there is already satisfactory
focus on consumer protection.
Three of those that disagreed were
long-term companies.

Do you believe there is enough
focus on consumer education in
the insurance industry?

The majority of participants
contend that there should be more
emphasis on consumer education.

consumer protection path with
initiatives such as the Policy holder
Protection Rules (PPR) and the
launch of a voluntary ombudsman
scheme.

Schedule 2 of the CPA requires
the Short-term Insurance Act and
the Long-term Insurance Act to be
aligned with the CPA.

Based on responses from 29 companies

Based on responses from 29 companies
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Regulation and governance continued

Q Do you agree or disagree
with the following
statements about
regulation?

44  PricewaterhouseCoopers

Do you foresee a need to revise
policy documents as a result of
the Consumer Protection Act?

Most participants agree that it
will be necessary to revise policy

documents as a result of the CPA.

Do you think the insurance
industry will need to focus

on educating and assisting
consumers about their
responsibilities and possible
liabilities arising from the new
Consumer Protection Act?

Participants almost unanimously
believe that consumers need

to become more aware of their
responsibilities.

Do you foresee an increase in
liability and therefore insurance
premiums following the
introduction of the Consumer
Protection Act?

The respondents are divided on
whether the CPA will cause an
increase in liability and therefore
insurance premiums.

Based on responses from 29 companies

- No
- Yes

Based on responses from 29 companies

Based on responses from 29 companies



Q Do you believe that
a move to Solvency
Assessment and
Management (SAM)/
Solvency Il will be of
benefit to the South
African insurance
industry?

A significant majority of
participants believe that the
Solvency Assessment and
Management regime and
Solvency Il will be of great benefit
to the South African insurance
industry.

Some of the more positive
endorsements were:

Will bring more confidence
and stability;

A more professional
approach to risk
management;

Will force decisions on the
allocation of capital;

More realistic reflection of a
company’s business;

Greater capital efficiency;
and

Will allow companies to

better understand their risks.

Based on responses from 28 companies

Some of the more measured views

¢ The current system has

worked well;

This cannot be a one size fits
all solution;

Depends on the
implementation; and

There will be benefits if it
adds to the consumers’
perception that the industry
is sound... but most
companies would prefer to
use their own model.
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Regulation and governance continued

Q Have the revised
commission structures
and enhanced consumer
protection for contractual
savings products resulted
in better professional
advice and ongoing
services by intermediaries
to consumers?

Q Did these revised
commission regulations
have a positive or negative
impact on intermediaries?

46 PricewaterhouseCoopers

The respondents were almost
equally divided in their assessment
of whether the shakeout of
intermediaries as a result of
commission structures and
enhanced consumer protection,
had resulted in better advice.

Those that did not believe this to
be true said it was too early to

- No
- Yes

Based on responses from 25 companies

The participants believe that the
impact of revised regulations
has negatively impacted on the
intermediaries.

A smaller long-term insurer
commented that a lot of
intermediaries have left the market
due to compliance costs.

Based on responses from 21 companies

pass judgement. What is clear is
that less product has been sold but
whether this means it is as a result
of better advice is unknown.

A long-term insurer pointed out
that the fact that there were now
fewer intermediaries did not mean
that the best producers were the
ones to survive the shakeout.

A large long-term insurer said that
premium volumes had dropped
significantly. Another long-term
insurer contended that there had
been a 20% to 30% shakeout and
that it had forced consolidation.

- Negative
- Positive



How will the proposed
Social Security and
Retirement Fund (SSRF)
reforms impact the
South African insurance
industry?

What will be the key
challenges to the
introduction of the
National Health Insurance
(NHI) programme?

Opinions on the impact of SSRF
reforms on the insurance industry
were mixed. On the positive side, it
was felt that reforms would draw in
clients that are not currently part of
the industry. As a result, over time
this would expand the life pool and
add to funds.

Most respondents opted to sit on
the fence and say it was too early
to judge.

There is considerable uncertainty
surrounding the level of private-
sector participation.

Potential impact on retirement funds

April 2010

The social security and retirement fund reform is likely to be positive

for all South Africans:

Increasing long-term savings in a disciplined fashion,

Providing access to regulated simple, cost-effective retirement

savings,

Providing access to related products for those who historically
haven’t had access.

Source: Old Mutual website

The participants were very
reluctant to provide comments

on the proposed National Health
Insurance Programme. One
long-term insurer said they were
awaiting the Government’s white
paper. Overall there was concern
about how the NHI would be
funded and the time frame needed
for its introduction.

Some of the challenges expected
to arise include:

e Funding;

e Administration;

e Consumer education;

e Affordability;

* The national tax burden; and
e (Capacity limitations.
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Q Do you currently use a
customer relationship
model (CRM) system?

Q On ascale of 1to 5 (where
5 is very satisfied), how
satisfied are you with the
system?

Only four companies within the
group of 30 indicted that they
did not possess a CRM. Within
the group of four, one is currently
building a new system.

-No

Based on responses from 30 companies

However, having a CRM system
does not mean that client
relationships are being fully
leveraged. The chart below
suggests that although companies
have CRM systems, they are
unhappy with their performance.

Twenty six companies scored their

degree of satisfaction collectively
as 2.47 on a 1 to 5 scale. Nineteen

10

Number of
companies

1 2

This is an improvement over
previous surveys. In 2006, ten
companies said they had no CRM
system, while in 2008 the number
dropped to nine.

of these companies recorded a
value of three or below, while only
seven companies recorded a 4 out
of 5 score.

Three of this more satisfied group
were short-term insurers and

two might be described as “non-
legacy” system companies.

3 4 5

26 of 30 companies said they had a CRM system
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Respondents were asked to
rank the top three technology
applications by 2013.

Actuarial systems had the highest
score followed closely by real-time
data mining capabilities. Linkage
between insurance and call centre
systems and claims modelling will
also be important.

The other category generated
suggestions on a variety of
technologies including:

¢ Telephone underwriting;
¢ Data sharing;

e Connectivity with
intermediaries;

Connectivity with clients;
Capital modelling;

Underwriting and claims
assessment; and

Dynamic financial analysis
(DFA) modelling. DFA is an
approach based on large-
scale computer simulations
for non-life and reinsurance
companies. In life insurance,
techniques such as this one,
are termed asset liability
management (ALM).
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In the 2008 report, a key IT
weakness was identified as
cumbersome and inefficient
legacy systems. In 2010, seven
respondents made specific
references once again to
underperforming legacy systems.

A strong theme in 2010 centred
on the lack of ability by insurance
companies to link up with their
distribution partners. This could
also be referred to as a data
ownership and data sharing
problem. One short-term insurer
referred to being unable to have
a “line of sight” into his group
business. Participants noted that
this lack of integration adversely
affected the ability to accurately
rate and model.

Several participants referred to
internet connectivity bandwidth
and performance. If mobile

technology is to be harnessed,

then there will need to be a broader

expansion of the 3G network.

As noted earlier in the CRM
discussion, data mining is inhibited
by the limited access to data on
the customer relationships.

Other weaknesses mentioned
were:
¢ Limited B2B capacity;

¢ In-effective underwriting models;
and

¢ A general lack of modelling.
Inability to transact with clients

over the internet under know your
customer (KYC) rules.
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Instant Life Launches an Online Automated Insurance Service

7 December 2009

INSTANT Life, an online insurer, is SA’s first direct insurer to function
without the expense of an interactive call centre, using an automated
administrative system.

The company claims to represent a sea change in the way insurers

do business -- 100 years ago saw the emergence of the broker-driven
insurance business; about 50 years later call centre technology changed
the industry, while the online, low-cost system of Instant Life represents
the kind of do-it-yourself change similar to that of buying airline tickets .

“The new generation of insurers will shift the focus from the old model

of push-selling by a commissioned intermediary, to life products that
internet savvy and informed clients will want to buy,” said Jan Kotze,
CEO of Instant Life. He said life cover could become more affordable --
including to the 50% of South Africans who were underinsured -- by the
life industry engaging directly with clients online and by shedding “its top-
heavy management layers”.

Instant Life started operating in August but was officially launched only
last week because it needed time to refine the business models and
technology. Nonetheless, it had already received about 8000 applications
from 40 000 hits, said Kotze.

Cutting out intermediaries, call centres and overheads such as excessive
management layers and office parks had given it a cost advantage over
competitors.

Kotze said the South African life insurance market was far from saturated,
in spite of the high number of competitors. “Traditionally, life insurance
has been ‘sold’ not ‘bought’. Products have been complex and client
needs not always clearly defined. We think Instant Life can change that,”
he said. The company was offering up to R6m life cover without a full
medical, at about half the cost of its competitors.

Asked how reliable self-assessing for life assurance was, Kotze said
research showed by far the majority of clients were truthful when
assessing their own risk, especially if the online prompts were clear and
to the point.

He said every life policy issued by the firm was reinsured by Hannover
Life Re, a subsidiary of Hannover Life Re Africa.

Kotze was a former director of Deloitte Consulting and ran its innovation
unit before setting up VentureCapitalworks; an independent alternative
asset management company that holds the majority share in Instant Life.

He said Instant Life’s target market was educated internet users between
the ages of 20 and 65, accounting for about 5-million people in SA.

Source: Business Day,




Compass - Enabling Opportunity

The Compass Insurance business model is unique in the short-term
insurance industry. We only deal with Underwriting Managers. These
business partners focus on providing innovative products and a
specialised policy administration service to short-term insurance brokers.
We do not market our own products, nor do we seek business directly
from consumers.

We strive to be the most attractive and consistent long-term partner for
our selected underwriting managers and outsource suppliers by reviewing
how we can allow them to be more competitive in the market to the best
of all our businesses. The earning potential of our business partners is
linked to the profitability of the underlying business. This enables our
business partners to focus on sustainable profitable growth which allows
all the partners in the relationship to benefit from the business.

Compass Insurance began operations in 1994. In 2001, Hannover Re
Africa, a subsidiary of the international operation acquired the full share
capital of Compass Insurance Company Limited.

Source: Www.compass.co.za
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Short-term companies

The vertical axis records growth
rates for 2010, while the horizontal
axis shows anticipated growth
rates in 2013.

Only two short-term companies
predict premium growth of 30%

50
45
40
35
30
25

20

Expected annual growth rate in 2010

in 2010. Most companies fall in

the 15% to 25% range. Going
forward to 2013, the pattern
remains largely the same with most
short-term companies predicting
15% annual premium growth. The
two 30% growth companies in
2010 envisage this rate of growth
continuing in 2013.

0 5 10
Expected annual growth rate in 2013

Long-term companies

The fastest growing long-term
company expects premiums

to grow by 50% in 2010 and

to expand at 40% in 2013.

Five companies anticipate
approximately 20% growth in
2010. By 2013, growth is expected

50
45
40
35
30
25

20

Expected annual growth rate in 2010

15 20 25 30 35 40 45 5

to slow down. By 2013 within

the group of 15 companies only
three companies expect growth
above 20% (this includes the 40%
company just mentioned). The
expectation is that premium growth
will fall back to around 15% by
2013.

0 5
Expected annual growth rate in 2013

10 15 20 25 30 35 40 45 50
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Performance continued

Q Do you allocate risk-based
capital to the different
business units in order to
measure return on capital
generated by these units?

56 PricewaterhouseCoopers

The majority of both short-term
and long-term companies allocate
risk-based capital to different
business units in order to measure
their return on capital. The long-
term companies seemed to have
progressed further along this path.
Only three companies within a
group of 15 have not adopted this
method.

Eight short-term companies are
already using this approach and
two more companies are “in
progress” with the expectation that

Short-term capital allocation

- No
- Yes

Based on responses from 13 companies

|:| In progress

this will happen during the current
year. Three short-term companies
indicated this was yet to be
implemented.

However, the general feedback
was that although these companies
say they have implemented this
methodology, almost all the
participants recognised that they
had quite a way to go to make this
fully effective.

Long-term capital allocation

- No
- Yes

Based on responses from 15 companies
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Risk management and fraud

Q Do you have processes Twenty nine different types of risk and 100% said they monitored
in place to monitor and were identified and respondents counterparty risk/credit risk.
measure each of the were asked to record whatever Although they monitored this risk,

they monitored of these risks and only 21 companies or 81% said
then, secondly, if they had metrics  they actually measured the risk.

in place to quantify and measure

them. The risks were sorted The chart indicates that the three
according to the percentage that most difficult risks to measure were
monitored the risk. For example, 26  political risk, environmental risk and
companies answered this question  latent claim risk.

following risks?

Monitor Measure
Counterparty risk/credit risk evaluation

Fraud risks

HR/people risk
IT/technology risk

Legal risk

Market risk

Regulatory risk
Reputational risk
Sovereign/political risk
Business continuity risk
Business/strategic risk
Client and product suitability
Customer-related risk
Data security
Environmental risk
Interest rate risk/ALM
Investment performance
Lapse risk

Liquidity risk
Operational risk

Tax risk

Third-party risk
Concentration and catastrophe risk
Credit risk

Insurance risk

Persistency risk

Group risk

Latent claim risk

Mis-selling/inappropriate advice

100% 0% 100%
. Percentage that monitor and/or measure . Percentage that do not monitor and/or measure

Based on responses from 26 companies
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QO Does the risk management  Risk management received a Within the group of 30 companies,

function at your similar endorsement to that 22 said risk management added
organisation add more recorded in the 2008 report. substan’gially more value while_eight

lue to the business now companies said it added just lightly
e o more value.

than it did three years »s
ago? Please select one of
the following.

20

Number of
companies

Based on responses from 30 companies in 2010 and 23 companies in 2008

Q Does your organisation All 30 respondents suggested However, several said they would
currently apply capital tha.t capital managem.en.t was like to do it more effectively. One
management as part an integral part of their risk small long-term insurer observed

L management strategy. “as a start-up company, capital is
of its risk management everything.”

strategy?

\ [ 2008

Based on responses from 30 companies
in 2010 and 22 companies in 2008
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Risk management and fraud continued

Q Please score each of the
following counterparty
risks according to the level
of importance:

Q Do you currently
effectively monitor your
asset/liability matching
risk?

60 PricewaterhouseCoopers

There are real differences between
short-term and long-term insurers
regarding counterparty risks.

Short-term insurers feel exposed
to brokers, underwriting managers
and banks.

The long-term insurers believed
they are less at risk. The only hint
of counterparty exposure was to
brokers.

Banks and other

financial institutions

Brokers

Investment managers

Policyholders

Reinsurers

Underwriting managers

-1.0 -0.5 0.0

0.5 1.0

increasing importance of counterparty risk
%

28 companies responded, 13 short-term and 15 long-term

In the 2008 report, 18 of the 19
respondents to this question said
they monitored asset/liability
matching risk. By 2010 all 30
companies confirmed that they
follow this practice.

- 2008

- Yes

Based on responses from 30 companies
in 2010 and 19 companies in 2008

Some companies acknowledged
there was room for further
improvement.

Several companies stated they
have actively recruited in this area.



Q Do you see a move
towards or away from
re-insurance as part of
your risk management
strategy?

Overall, insurers forsee a move
toward more re-insurance rather
than away.

Thirteen companies said they
were moving towards while eight
companies indicated they were
taking more insurance on their
own books and seven companies
reported no change.

One long-term company revealed
that as it moved into a new line, it
utilised more re-insurance and then
as the business matured, it would
unwind.

2010

- Away from
- Towards
|:| No change

Based on responses from 28 companies

2008

- Away from
- Towards
l:| No change

Based on responses from 23 companies

Several companies suggested
that the larger players in the
industry were moving away from
re-insurance. This was found to be
the case in this survey although
several large companies also
recorded “no change”.

One large short-term company
suggested that the re-insurance
move was very company
dependent and did not reflect an
industry trend.
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Q Can you name the
top three insurance
companies in terms of
success (performance,
presence and momentum)
across a variety of
different markets?

The 30 participants provided a peer
assessment of companies in the
industry. A simple scoring method
awarded three points to first place,
two points to second and one point
to third place. This allowed the
insurance companies to be ranked
according to a cumulative a total
score.

and were comfortable in providing
an accurate ranking in terms of
success (performance, presence
and momentum) as opposed to
mere size. They were not permitted
to rank their own institution. Often
insurance companies would
choose only first or second-ranked
companies.

Insurance companies were asked

not to record an opinion unless
they were active in that segment

Products

Alternative risk transfer

Ranking First Second Third Score Change
Guardrisk 17 51 >
Santam - Centriq 6 1 13 >
Zurich Insurance 1 3 7
Hollard 1 2 >
Mutual & Federal 1 2 3

* Based on responses from 18 companies

Assistance business

Ranking First Second Third Score Change
Clientéle Life 5 1 17 2
Metropolitan 3 2 3 16 >
Hollard 1 3 2 11 ?
Sanlam 3 9 N
Old Mutual 1 2 7 N
Momentum 1 1 5 7
Europ Assist 1 3 2
Discovery 2 2
International SOS 2 7

* Based on responses from 15 companies
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Peer review continued

Credit life

Ranking First Second Third Score Change
Hollard Life 4 3 18 >

Absa Life 1
Regent Life 2

Old Mutual

=< NN N

Sanlam

Clientéle Life

aAlaalalalnN

Wesbank

Discovery 1

Metropolitan 1

“anlwwo|N o
A AR IR IR I AR IR 2R

Momentum 1

* Based on responses from 13 companies

Group business - investment

Ranking First Second Third Score Change
Old Mutual 3 2 13 >

Allan Gray

Sanlam

2
3
Alexander Forbes 1

Investment Solutions

Momentum

Liberty Life

—_ aa NN =s =N

Metropolitan

Coronation 1

=N wooo oo g
(NN leeee

Investec 1

* Based on responses from 12 companies

Group business - risk

Ranking First Second Third Score Change
Old Mutual 6 2 2 24 >

Sanlam 5 1 20

Momentum 2 10

NN W

Discovery

Momentum 3

Alexander Forbes 1

Liberty Life 1

= NN W
K|lL(N|K|NK|N

Metropolitan 1

* Based on responses from 13 companies
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Investment products

Ranking First Second Third Score Change
Sanlam 3 4 2 19 >
Momentum 3 2 13 >
Old Mutual 3 1 2 13 2
Allan Gray 2 1 8 >
Discovery 1 2 7 2
Cadiz 1 1 5 2
Liberty Life 1 5 a
Coronation 1 1 3 N
Investment Solutions 1 3 2

* Based on responses from 15 companies

Life risk products

Ranking First Second Third Score  Change
Discovery 10 4 38 >
Momentum 6 4 26 >
Old Mutual 1 1 4 9 >
1LifeDirect 1 1 5 ?
Liberty Life 2 1 5 N
Sanlam 4 4 N
Hollard Life - Alt Risk- 1 2 N

* Based on responses from 18 companies

** Set up in 1999 by Hollard and Hannover Re

Motor insurance

Ranking First Second Third Score  Change
Outsurance 8 5 1 35 ”
Telesure 4 6 2 26 N
Santam 4 4 1 21 >
Hollard 2 1 2 10 2
Regent 2 6 N
MiWay 2 2 N

* Based on responses from 20 companies
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Peer review continued

Property (excluding motor)

Ranking First Second Third Score Change
Santam 12 3 42 >
Mutual & Federal 4 2 10 >
Outsurance 2 1 2 10 >
Chartis 2 6 2
Zurich 1 2 4 ”
Absa 1 3 ”
Telesure 1 2 N

* Based on responses from 17 companies

Health insurance

Ranking First Second Third Score
Discovery 6 1 19
Chartis 2 6
Momentum 2 6
Hollard 2 4
Old Mutual 1 1

* Based on responses from 10 companies

Customer relationships

Ranking First Second Third Score Change
Discovery 8 1 1 27 2
Hollard 3 2 14 2
Santam 3 2 13 >
Momentum 3 1 12 >
Outsurance 3 1 12 A
Sanlam 2 3 12 2
Old Mutual 2 1 5 2
Telesure 1 2 4 N
Chartis 1 2 2
MiWay 1 2 2
Liberty Life 1 1 A
Standard 1 1 2
Guardrisk 1 1 2
RisCura 1 1 2
Zurich 1 1 N

* Based on responses from 22 companies
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Innovations

Ranking First Second Third Score Change
Discovery 16 3 1 55
Hollard 5 2 27
6
2

Outsurance
Momentum
Santam
Sanlam 2

Telesure 4
MiWay 1
1LifeDirect 1
RisCura Solutions 1
Allan Gray

Cadiz

Coronation

Fifth Quadrant

Liberty Life

Virgin

=N Wwlo

SAlaalalaalidD DWW DD
NMRN RN IR IR IR IR I 1B AR IR 1 IR e A

—_— ek

* Based on responses from 28 companies

Marketing strategies

Ranking First Second  Third Score Change
Discovery 10 4 2 40 >
Outsurance 6 2 3 25 >
Hollard 3 5 1 20 >
Telesure 2 1 2 10 2
Momentum 1 2 1 8 2
Old Mutual 1 1 2 7 2
Santam 1 1 5 N
Sanlam 1 2 4 A
1LifeDirect 1 1 3 ”
Clientéle 2 2 2
Liberty Life 1 2 N
MiWay 1 2 2

* Based on responses from 24 companies
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Peer review continued

Technically competent staff

Ranking First Second Third Score Change
Santam 11 1 2 37 2
Discovery 5 2 19 ?
Outsurance 2 4 2 16 2
Sanlam 3 3 15 2
Old Mutual 3 2 11 2
Hollard 4 1 9 2
Momentum 3 1 7 N
Telesure 1 1 1 6 >
Fifth Quadrant 1 3 2
Alexander Forbes 1 2 2
Liberty Life 2 2 N
Mutual & Federal 1 2 N
Guardrisk 1 1 2
RisCura 1 1 2
Zurich 1 1 A

* Based on responses from 26 companies
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Previous experience in the financial
services sector has shown that
personal interviews with senior
executives using a standard
questionnaire offers the best
research approach.

The questionnaire contained 42
questions and was administered
during interviews of approximately
one hour. The author conducted
all interviews during February and
March 2010 in Johannesburg and
Cape Town.

Responses have not been
attributed to individual insurance
companies but rather collectively to
all participants which included two
re-insurers and two cell captives

or in a more narrow focus of just
those categorised as either short-
term companies or long-term
companies.

The time commitment and support
by all of the insurance companies
invited to participate in this survey
was, as in previous surveys,
outstanding.

The report attempts to provide
guidance on the direction South
African short- and long-term
insurance will follow over the next
three years.
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Chief Executive Officer
Managing Director
Managing Director
Managing Director
Managing Director
Chief Executive Officer
Chief Executive Officer
Chief Executive Officer
Managing Director
Managing Director
Managing Director
Managing Director
Executive Director
Managing Director
Managing Director
Chief Executive Officer
Managing Director
Managing Director
Managing Director
Retail Managing Director
Joint Managing Director
Chief Executive

Managing Director
Managing Director

Chief Executive Officer

Chief Executive —
Operations

Chief Executive

Managing Director/
Managing Director

Chief Executive Officer
Managing Director

1Lifedirect

Absa Insurance
Absa Life
Alexander Forbes Insurance
Assupol

AVBOB

Centriq Insurance
Chartis South Africa
Clientéle Life
Discovery Life
Guardrisk
Hannover Re
Hollard

Liberty Life

Lion of Africa
Metropolitan
Momentum
Munich Re
Mutual & Federal
Old Mutual
Outsurance

Professional Provident
Society

PSG Future Wealth

Regent Life/Regent
Insurance

RMB Structured Insurance
Sanlam

Santam

Standard Insurance/
Standard Bank Insurance
Brokers

Telesure
Zurich Insurance
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The information provided has been considered proprietary and remains
confidential. Results are therefore presented in a “disguised” group
format,as either short- or long-term insurance companies. The members
of the different groups are as follows:

Short-term insurance Re-insurance companies:
companies: e Hannover Re
e Absa Insurance .
e Munich Re
¢ Alexander Forbes Insurance
e Chartis Cell captives:
e Hollard Insurance * Centriq
e Lion of Africa * Guardrisk

e Mutual & Federal

e Qutsurance

¢ Regent Insurance

¢ RMB Structured Insurance
e Santam

e Standard Insurance

e Telesure

e Zurich Insurance

Long-term insurance companies:
e 1Lifedirect

e Absa Life

e Assupol

e AVBOB

¢ C(Clientele Life
e Discovery Life
¢ Hollard Life
e Liberty Life

¢ Metropolitan
¢ Momentum
e Old Mutual

e Professional Provident Society
e PSG

¢ Regent Life

e Sanlam
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Information from Financial Services Board (“FSB”), Registrar of Long-term
Insurance tenth annual report 2007, and Registrar of Short-term Insurance tenth

annual report 2007.




Long-term

Short name Gross premiums written R°000 %
Old Mutual 41,395,412 17%
Momentum Group 37,937,027 16%
Liberty Group 28,771,137 12%
Sanlam 23,559,593 10%
Metropolitan 11,009,445 5%
Rest of the Long-term 99,958,742.0 41%
insurance market

TOTAL 242,631,356.0 100%

- Rest of market

Metropolitan

Sanlam

Short-term

Gross premiums written
Short name R’000 P
Santam 11,134,807 19%
Mutual & Federal 7,721,670 13%
Hollard 4,477,837 8%
Zurich 3,964,136 7%
Outsurance 2,892,322 5%
Rest of the Short-term 27908079 48%
insurance market
TOTAL 58,098,851 100%

- Rest of market

Outsurance

Zurich
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90 PricewaterhouseCoopers

PricewaterhouseCoopers provides
industry-focused assurance, tax
and advisory services for public
and private clients. More than

160 000 people in 151, including
29 in Africa, countries connect
their thinking, experience and
solutions to build public trust and
enhance value for clients and their
stakeholders.

PricewaterhouseCoopers is truly
a global organisation committed
to helping our clients meet

the challenges posed by the
globalising economy.

The objectives of our service
offering are to build trust and
enhance value for clients and
their stakeholders. To meet the
requirements of our clients, our
services are grouped into three
distinct service lines, namely
Assurance, Advisory and Tax. We
continue to operate as a multi-
competency organisation offering
a range of high-quality services to
clients.

In our business, change is the only
constant and we are continually
adapting our range of services to
ensure our sustainability and that
of our clients and stakeholders. As
market needs change, so will our
service offering.

Assurance

Our Assurance group provides
audits to clients on their financial
performance and operations, as
well as helping them improve
their external financial reporting
and adapt to new regulatory

We are one of the largest
knowledge businesses in the world
— a leader in every market in which
we operate.

Worldwide, we possess an enviable
breadth and depth of resources,
yet we work locally, bringing
appropriate local knowledge and
experience to bear — and using the
depth of our resources to provide

a professional service, specifically
tailored to meet our clients’ needs.

The service we offer to clients
is underpinned by our extensive
coverage and breadth of skills.

requirements such as the King llI
Report on Corporate Governance
and International Financial
Reporting Standards (IFRS).

The true value of an audit is not
solely in ensuring compliance
with exacting rules, regulations
and standards. Instead, it lies

in our focus on substance over
form and on progressing toward
a reporting and audit model that
communicates better information
about a company’s long-term value
and the risks that are being taken
to achieve such value.

Our leading-edge audit approach
can be tailored to meet the needs
of any size organisation, as
evidenced by our appointment as
auditor to thousands of small and
mid-sized businesses. In every
case, the PricewaterhouseCoopers
audit is underpinned by our

deep industry knowledge, wide
international experience, and global
network of skilled professionals.
This deep industry knowledge

is one of the foundations of our
success.



Our teams are aligned to the
industry groupings in which they
have the most expertise, enabling
them to deliver tailored solutions
to problems in these sectors. Our
traditional core competency has
been augmented over the years
by the development of additional
services that address our clients’
requirements.

Our audit clients include many of
the top-performing companies on
the Johannesburg Stock Exchange
(JSE), as well as many small and
mid-sized businesses. In addition
to audit, other services provided
include accounting and regulatory
advice, and attest and attest-
related services.

Client priorities:

¢ Transactions

¢ Performance
improvement

* Governance,
Risk & Compliance
o Crisis
management

Advisory

Advisory provides advice and
assistance based on financial,
analytical and business process
skills to corporations, Government
bodies and intermediaries in the
implementation of strategies
relating to:

e Creating/acquiring/financing
businesses;

¢ Integrating them into current
operations;

e Enhancing performance;

¢ |Improving management and
control;

¢ Dealing with crises; and

¢ Restructuring and realising
value.

Offered by trained professionals
specialising in their respective
fields, we provide advisory services
in an objective manner that helps
clients create stakeholder value,
build trust and communicate with
the marketplace. Advisory clients
set and implement strategies that
create value for their stakeholders.

Advisory services are built
around four key client priorities:
transactions; performance
improvement; governance, risk
and compliance; and crisis
management.

Comprehensive services related to financial transactions, including financial due diligence,
valuations, financial modelling, negotiating and structuring acquisitions and disposals,
raising finance, and developing exit strategies.

Services to assist clients in identifying and implementing cost-saving initiatives, improving
management and control, identifying and managing risk, and improving quality.

Comprehensive services related to business recovery, restructuring, and dispute analysis

and investigations.

Tax

Taxation is one of the biggest cost
items in any business, yet it is one
of the most manageable. Using
state-of-the-art methodologies and
technology, coupled with specialist
skills, our national team of advisers
can assist clients to control and
minimise their tax burden by
providing innovative and practical
tax and business solutions.

Our advice covers all aspects

of Southern African direct and
indirect taxes, exchange control
regulations and employee-related
issues. Through our extensive
network of offices we are also able
to provide advice on structuring
international business operations
and investments.

Corporate tax

Corporate Tax provides specialist
advice to assist South African
corporates to manage taxation
costs and cash flows. Our
specialists are informed on

current regulatory and business
developments, and use this
knowledge to maximise the return
to our clients through corporate tax
planning.

Human resource services

We have an established human
resource practice delivering
solutions to the people-related
issues encountered by our clients.
By combining our expertise in
reward strategy and incentives,
personal tax and social security,
employment law, employee benefit
services and human resource
consulting, we are able to deliver
solutions on all issues relating

to the development, reward and
management of employees within
an organisation.
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Our experts providing expatriate
tax services examine all aspects
of deploying people globally from
creating non-standard assignment
programmes to managing costs
through effective tax planning,
process improvements and
outsourcing. They are supported
by highly experienced immigration
specialists in South Africa and
worldwide providing advice on the
immigration law and various permit
categories.

Indirect tax

Our specialists have a detailed
knowledge of local and
international laws and practices
and can offer an unparalleled
breadth and depth of services
and advice on value-added tax,
customs and excise duties and
Regional Services Council levies.

International tax structuring

We provide business solutions to
specific, complex client needs that
control and minimise the global

tax burden, taking into account
exchange control as appropriate.
We work as part of an integrated
local and international industry-
focused team of business advisers,
to provide specialist international
tax and exchange control services.

Transfer pricing

We develop transfer pricing
policies that are practical,
defensible and consistent with our
clients’ overall business strategy.
Our services include transfer
pricing risk assessments and

full transfer pricing studies. We
also provide advice on current
and proposed transfer pricing
legislation in South Africa and
abroad.

92 PricewaterhouseCoopers

Tax Compliance Centre

We provide specialist income tax
compliance services, based on
global best practice models, to
companies, individuals and trusts.
The Centre runs state-of-the-art
income tax compliance processes,
and has a dedicated compliance
manager responsible for each
outsourcing contract to ensure the
timely and efficient delivery of tax
returns. Tailored electronic tax data
collection tools and robust risk
management and quality control
procedures ensure the delivery of
high-quality tax returns.

Private Company Services

Business leaders regard business
as personal. Our past and
continued involvement with
business leaders gives us a broad
understanding of the unique
demands and challenges facing
private companies today. Our
response is simple — to develop
professionals who understand
these challenges and rise to
them. These Trusted Business
Advisers (TBAs) work closely with
our industry experts to provide
tailor-made solutions specifically
geared to adding value in the
private company environment. A
TBA acts as a gateway to all the
knowledge and expertise of our
entire organisation, combined with
comprehensive knowledge of local
markets and industries. Through
our TBAs, clients have access

to an integrated service delivery
approach encompassing any
combination of our firm’s services.

Trust and excellence are the
foundations of our relationships.
We foster those relationships

by engaging our clients in
conversations around the issues,
risks and opportunities of the

day, in order to ensure that their
businesses continue on the road to
sustainable profitability and growth.
We also know that life is about
more than business. It is also about
individuals. We therefore extend
our involvement to offering advice
on personal finances, taxation,
succession, estate and retirement
planning. We assist clients with
every facet of their business in
order to add real value, and help
them achieve their business goals
and dreams.



One of the foundations of our firm’s
success is our ability to adapt our
services to meet the needs of our
clients.

Internationally, teams are aligned
to the industry groupings in which
they have the most expertise,
enabling them to deliver tailored
solutions to problems in these
sectors. The depth of our industry
expertise, like our international
perspective, is an attribute that
our clients value highly. We invest
significant resources in building
and sharing such expertise. We
have organised ourselves around
industries to:

¢ Share the latest research and
points of view on emerging
industry trends.

® Locate individual experts on
each issue, wherever they are
based.

e Develop industry-specific
performance benchmarks,
based on global best practices.

e Share methodologies and
approaches in complex areas
such as financial instruments
and tax provisioning.

¢ Collaborate on accounting or
technical issues unique to a
particular industry, especially
when interpretive guidance is
needed.

Our clients range from the
country’s largest and most
complex organisations to some of
its most innovative entrepreneurs
— we are privileged to work with
an unrivalled client base. We serve
many of the leading businesses

in every sector on which we
focus; those businesses value
our rigorous, practical approach,
characterised by a detailed
understanding of individual client
issues and by deep industry
knowledge and experience. Our

industry groups are:
Financial Services

e Consumer and Industrial
Products and Services (CIPS)

e Technology, InNfoComm,
Entertainment and Media (TICE)

¢ Mining

e Public Sector

e Health Care

¢ Higher Education

¢ Agribusiness

Financial Services

The financial services industry
landscape is continually changing
and increasing in complexity,
causing firms to face a diverse
array of challenges and concerns.
Corporate governance, risk
management and regulatory
issues continue to impact the
industry. Firms have expanded
international operations around
the globe to tap into new markets
as a source of growth, increase
their competitiveness, satisfy
demand and better leverage their
expertise. To assist our clients,
our professionals have in-depth
knowledge of the issues driving
change in the various sectors of
the financial services industry.
This knowledge, combined with
our specialised skills, enables

us to design and implement
cost-effective multi-disciplinary
solutions to meet the challenges
and opportunities facing our
clients.

Actuarial and Insurance
Management Solutions

The PricewaterhouseCoopers
Actuarial & Insurance Management
Solutions (AIMS) practice assists
private and public entities
throughout the world with critical

Strategic and Emerging Issues in South African Insurance 93



insurance business issues. We
assist clients in developing
solutions to the challenges

raised by intense competition,
technological changes,
restructuring and increased
attention from regulators as well as
the ongoing challenge of providing
greater value to all stakeholders.

Locally, our experience is
concentrated in the life insurance
industry, with additional expertise
in the health, short-term insurance,
employee benefits and asset
management markets. We provide
solutions focused on clients’
needs and based on our deep
understanding of the insurance
operations, risk and regulatory
environment, value measurements
and global best practice.

AIMS combines broad local
knowledge and experience with the
unparalleled support and expertise
of the world’s largest professional
services firm. This enables us to
provide a broad multi-disciplinary
perspective to our solutions for
clients.

Insurance

Organisations operating in the
insurance industry are faced with
working in an environment that is
rapidly changing and increasing
in its complexity. New market
entrants, changing customer
preferences and market erosion
across product lines demand
creative approaches to product
development, and a willingness to
keep up with the rapid changes in
technology.

The continuing impact of major
losses, sourcing and managing
capital effectively, regulatory
changes, risk management and
the ever-present need to enhance
shareholder value are also having

94  PricewaterhouseCoopers

an impact on the global insurance
industry. Many insurers are
looking beyond traditional markets
and distribution channels for
opportunities.

We are ideally placed to meet
these demands. We have the
largest specialist financial services
practice in Southern Africa,
managed by a multidisciplinary
team of auditors, advisers and tax
professionals.

Our strategy is to bring significant
business advantage to our

clients through combining our
global multidisciplinary teams,
integrated across-industry sectors,
geographies and functional skills.

Our Insurance practice has
previously presented research
on the local insurance market
in 2004, 2006 and 2008 which
complements our substantial
international research projects.

Some industry specific
PricewaterhouseCoopers
publications include:

¢ Emerging Trends and Strategic
Issues in South African
Insurance (2004, 2006, 2008
and now 2010)

e Making sense of the numbers
- South African analysts’
perspectives on current and
future reporting in the insurance
industry (2010)

e Strategic and Emerging Issues
in the South African Insurance
Broking Industry 2005

e The Financial Services Journal
(An annual South African
publication)

e CBI/PricewaterhouseCoopers
Financial Services Survey

¢ Insurance Digest webarticles

e Countdown to Solvency Il
webarticles

We act as auditors to more
financial services companies
in South Africa than any other
professional services firm.

The leadership of our Southern
African Financial Services practice
would be pleased to hear from you.
Please contact:

Financial Services Leader:

Tom Winterboer
+2711 797 5407

Insurance Leader:

Victor Muguto
+27 11 797 5372

Actuarial Services Leader:

Mark Claassen
+27 21 529 2522

Asset Management Leader:

Pierre de Villiers
+27 11 797 5368

Banking and Capital Markets
Leader:

Johannes Grosskopf
+27 11 797 4346

Retirement Funds Leader:

Gert Kapp
+27 12 429 0059



Contact for insurance services

South Africa

Southern Africa

Gauteng: Johannesburg and Pretoria
Private Bag X36

Sunninghill
2157

Tel +27 11 797 5372
Fax +27 11 797 5372

Contact: Victor Muguto

Namibia, Windhoek

PO Box 1571
Windhoek

Tel +264 61 284 1000
Fax +264 61 284 1001

Contact: Louis van der Riet

Swaziland, Mbabane

PO Box 569
Mbabane

Tel +268 404 3143
Fax +268 404 5015

Contact: Theo Mason

Botswana, Gaborone

PO Box 1453
Gaborone

Tel +267 395 2011
Fax +267 397 3901

Contact: Rudi Binedell

Cape Town

PO Box 2799
Cape Town
8000

Tel +27 21 529 2118
Fax +27 21 529 1618

Contact: Hennie Nel

Zimbabwe, Harare

PO Box 453
Harare

Tel +263 4 3383 628
Fax +263 4 3383 96

Contact: Clive Mukondiwa

Mozambique, Maputo

PO Box 2583
Maputo

Tel +258 21 307 620
Fax +258 21 307 621

Contact: Rob Walker
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