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Victor Muguto

Welcome to our first
biennial PwC Strategic

and Emerging Issues in
Africa Insurance Survey.
Our previous five surveys
were confined to the South
African insurance market.
We have now expanded the
survey to include two more
key markets, Nigeria and
Kenya, whose results will be
published separately. It is
our intention to extend the
survey to other countries in
Africa in future.

This edition comes at a time
when global and African insurers
are grappling with disruptive
social, technological, economic,
environmental and political
changes. These megatrends are
already reshaping the competitive
environment for insurers and
reinsurers, and the markets they
operate in across Africa.

It is against this background that
we have conducted this survey.
Hopefully, it will achieve its
primary goal: to help industry
executives recognise the
significance of these changes and
use them to shape strategies for
the future. The survey includes the
views of long-term and short-term
insurance CEOs. We believe that
it brings out important themes
which should be useful to insurers
across the continent. The key
objectives of the survey are to:

* Raise the awareness of insurers
to the megatrends that are
changing insurance markets
globally and across the African
continent;

* Provide insight into how the
insurance market across Africa
might evolve over the next few
years;

* Shift the focus of CEOs from
merely responding to and
dealing with the short-term
market instability; and

 Help insurers to come up
with strategies and business
models that are relevant to the
changing environment.

We would like to thank all the
executives who participated

in this survey. We appreciate

their openness and insight and
the vision they provided on the
various topics. We would also like
to thank Dr Brian Metcalfe and the
PwC Africa Insurance team for the
time and effort they put into the
interviews, analysing the survey
results and producing this report.
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We trust that you will find the
survey useful. Should you like to
discuss any of the issues addressed
in more detail, please speak to the
contacts listed at the end of this
report.

The South African interviews
included in this publication

were researched and written

in association with Dr Brian
Metcalfe, Associate Professor

at the Business School, Brock
University, Ontario, Canada.

He has a doctorate in financial
services marketing and has also
taught an executive management
course on financial services
marketing at the Graduate School
of Business at the University of
Cape Town.

Interviews with Kenyan insurers
were conducted by Victor Muguto,
our Long-Term Insurance Leader
for Africa, in association with
partners/directors from our
Nairobi office.

Interviews with the Nigerian
insurers were conducted by
Obioma N Ubah, an insurance
partner from our Lagos office.

The document was edited by
Victor Muguto in association with
our PwC Africa actuarial and
insurance teams, with significant
input from Tinashe Mashoko, Amit
Kooverjee and Sunel Jacobs.

Additional copies of the report can
be obtained from:

Susan de Klerk

Insurance Knowledge Manager
PwC South Africa

2 Eglin Road, Sunninghill, 2157

Telephone: +27 11 797 5148

Fax: +27 11 209 5148

Email: susanna.de-klerk@za.pwc.
com




Executive summary




Background

This survey focuses on
strategic and emerging
issues in the South African,
Nigerian and Kenyan
insurance markets. Our
previous insurance surveys
were confined to the South
African market. Survey
findings on Nigeria and
Kenya are presented in
separate country reports.
Other countries in Africa
will be surveyed in future.

The survey attempts to provide an
industry-wide sub-Saharan Africa
perspective. However, where
meaningful, it also highlights
differences between the short-
term and long-term insurance sub-
sectors, as well as identifying some
of the differences in the markets
surveyed.

The survey is based on personal
interviews with CEOs and senior
executives; 31 in South Africa,
eight in Kenya and six in Nigeria.
The South African list shows 34
companies. This is because only
one interview was conducted
with AIG, Hollard and Regent,
where each of these is listed under
both short-term and long-term
subsectors.

Reinsurers and cell insurers
are also included in the overall
industry charts and, where
relevant, in their long-term or
short-term categories.

The interviews were conducted in
Johannesburg and Cape Town in
June, Nairobi in July and Lagos in
August 2014.

The full list of insurers who
participated in the survey is shown
in the appendices of each contry
report.

Main findings

South Africa is the number one
insurance market on the continent.

It was also ranked 15 and 28 in
the long-term and short-term
insurance markets respectively in
2013.

Source: Swiss Re Sigma Report
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Major change drivers
disrupting the
market

As with the global insurance
industry, the African market is

in a state of flux, with a series of
far-reaching disruptive changes
occurring at the same time. These
include:

1. Social networks, which are
shifting the balance of power
towards customers;

2. Technological advances,
which are disrupting the entire
insurance value chain, from
distribution to underwriting,
pricing and loss control.
Advances in embedded
devices, sensors, software and
hardware are also enabling the
transformation of big data into
actionable insights;

3. Environmental changes,
including the increasing
severity and frequency of
natural and man-made
catastrophes that are creating
challenges but also new
opportunities for sophisticated
underwriting models and risk
transfer;

4. The rising economic
significance of emerging high
growth economies like Nigeria
and Kenya. South Africa’s,
economy on the other hand,
is stagnating at a time when
it should be taking advantage
of being in the limelight of
emerging markets; and

5. Political changes, including
geo-political risks, terrorism
and major regulatory overhaul
which may become unfortunate
stumbling blocks at a time when
Africa is ready to take its place
in the global economy.



Despite these disruptions, there
are opportunities for those
insurers who can turn the changes
into competitive advantage and
reposition their businesses for the
future.

Ability to handle change

Participants were asked to assess
the level of preparedness of their
organisations to deal with these
disruptive changes. Most were
well organised at the board and
executive levels and in certain
functional areas, such as actuarial,
risk and compliance, and finance.
However, the majority were
genuinely less well prepared in
IT, sales and customer service,
marketing and distribution, and
human resources.

Overall, it is clear that most
insurers were focused on dealing
with the short-term effects of the
changing environment. What

is needed, though, is a radical
rethink of how to build a future
in an increasingly competitive
and rapidly changing African
insurance market.

Highly competitive
markets

The insurance markets in all
three countries remain highly
competitive in all segments.

The greatest competitive threat for
most insurers remains the large
broad-based financial institutions
that have the ability to own large
customer bases and to cross-sell
insurance, investments and other
financial services products.

These large financial institutions
are formidable competitors and
have responded to new innovative
entrants in the direct market space
by establishing new subsidiaries or
through acquisitions.

Although they may be burdened
by legacy systems in their home
markets, they have also adopted
an aggressive approach to
international expansion.

Some of the large players now
have a substantial footprint in
other sub-Saharan markets.

A small number of South African
insurers have ventured into Asia,
to countries such as India, China,
Malaysia, Indonesia and Australia.

Larger players in Kenya already
have significant operations in
Uganda, Tanzania, Rwanda as well
as other surrounding countries in
the wider East Africa community.

There was an increase in the
number of participants who felt
threatened by non-traditional
insurers and new entrants into
the market. These new entrants
include mobile phone operators
and retailers, with large customer
bases and data mining power.

Social changes

On the positive side, the growing
middle class and improving
literacy levels were mentioned as
the top social changes impacting
insurance growth. The up-take of
social media and the emergence
of powerful social networks were
noted as positive for innovation in
distribution channels. However,
the stubborn high unemployment
level at 24%, which has not fallen
below 20% in the past 17 years is a
significant negative factor in South
Africa.

Nigerian and Kenyan respondents
also mentioned the importance of
a growing middle class and social
networks. Increasing urbanisation
was also noted as positive for the
growth of insurance in all three
countries.

Given the growth in the middle
class and increasing urbanisation,
the use of data analysis to better
understand the needs of these new
customers was noted. Business
models were also expected

to change, to become more
knowledge driven and customer
centric. A few larger Life insurers
have already adopted “customer-
centric” business models.

Geo-political uncertainty and
terrorism were mentioned as
negative developments for Kenya
and Nigeria. Other emerging
negative developments include
the impact of the spread of
haemorrhagic diseases such as
Ebola in West Africa.

Technological advances
and digitalisation of the
insurance market

The most important technological
developments for short-term
insurers were in the big data

and data analytics areas, and

the potential to use these to gain
competitive advantage. Long-term
insurers were more concerned
about the growing influence

of mobile devices, tablets and
smart phones and their impact

on distribution and sustainability
of existing insurance business
models.

Most participants agreed

that there are already major
applications of technology

in real-time, cost-effective

data analysis, claims or loss
prediction and improved
customer communications
through advances in technology.
However, the Participants are only
beginning to realise the magnitude
of disruption arising from the
digitalisation of the insurance
market.

Looking across the six different
areas of mobile technology, social
media, sensor technologies, big
data and data analytics, cloud
computing and the wider digital
economy, it was surprising to see
that only a third of participants
have developed plans to address
the impact of these far-reaching
changes.



Economic environment

The biggest concern highlighted
by South African respondents

was the lack of growth in the
economy, against a background
of unemployment levels at 24%.
According to the IMF World
Economic Outlook, released on

7 October 2014, South Africa’s
GDP will grow by a mere 1.4% in
2014, rising to 2.3% in 2015. This
is a far cry from the 6% target rate
required to create jobs and for any
meaningful reduction to the high
unemployment levels.

Negative factors mentioned by
participants include unsettled
labour markets, particularly in the
mining and metal industries, high
energy costs and inflation, low
productivity, rising interest rates,
high consumer debt and falling
disposable incomes.

High urbanisation rates and a
growing black middle class were
seen as positive for insurance.

By contrast, Nigeria’s GDP is

seen as rising from 5.4% in 2013
to 7.0% in 2014, and to 7.3% in
2015, predominantly driven by oil
wealth. Increasing urbanisation
and a growing middle class were
also seen as positive for insurance
growth.

Nigeria’s GDP was recently
rebased, from $270 billion to
$509 billion for 2013, overtaking
South Africa’s $351 billion and
easily becoming Africa’s largest
economy. This wealth, a large
population of 171 million, rising
affluence and low insurance
penetration rates are seen

as positive factors for future
insurance growth.

However, other factors need to

be taken into account, including
low levels of insurance awareness,
and per capita incomes, which at
$2900 are still much lower than
South Africa’s $6621.
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The concentration of oil wealth

in a few hands is also a factor
limiting insurance industry growth
to the wider population.

Kenya’s GDP was also rebased,
from $ 4.3 billion to $53 billion
for 2013, making it Africa’s ninth
largest economy. A population of
44 million people, high literacy
levels and GDP outlook rising
from 4.6% to 5.3% make this an
attractive growth market. The
rising middle class and increasing
urbanisation were also mentioned
as positive contributors to future
insurance growth.

GDP per capita now stands at
$1246, making Kenya a middle
income country.

Kenya’s significance will continue
to rise, given its influence in the
emerging East Africa economic
community with a combined
population of 200 million people.

Environmental changes
and catastrophic events

Short-term insurers raised
concerns over the increasing
frequency and severity of
catastrophic events. However, they
were surprised that, paradoxically,
despite the increase in claims,
insurers’ rates had not hardened.
They also acknowledged their
inability to adequately underwrite
and price for some of the emerging
catastrophes, given limited past
experience and statistics.

Innovative new technologies

in the form of early warning
sensors, sophisticated catastrophe
modelling and underwriting,
pricing, and risk transfer
mechanisms are now seen as the
way forward, and are rapidly
picking up pace in the South
African market.



Political environment and
unrelenting regulatory
changes

South African participants
reported solid progress as they
prepared for the implementation
of SAM, the Solvency II
equivalent. Data clean-ups and
systems implementation are well
underway, but not yet completed.

The feedback seemed positive
from most participants, with only
a few companies lagging behind in
their implementation.

Participants also mentioned the
disruption and costs associated
with implementing other
regulatory changes, such as
Treating Customers Fairly (TCF),
Retirement Fund proposals

and IFRS4. The majority were,
however, embracing the need for
change and preparing to comply.

While Nigeria has opted to
introduce Solvency II, it is still
early days for most insurers
on this journey. The regulator
has introduced measurers to
consolidate the fragmented
industry, increase insurance
penetration and improve
governance.

Kenya has not yet adopted
Solvency II or an equivalent. The
regulator there has proposed some
interim requirements for risk-
based supervision. Most insurers
in Kenya are well prepared to
implement the proposals, although
the market is desperately short of
actuarial skills.

Sound footing

Despite the magnitude of the
disruptive trends, the South
African market remains well
regulated and financially
sound. Although the industry
is dominated by a few large
conglomerates, there are also
a good number of midsized
companies, which fosters
competition and innovation.

Indeed, the emergence of
innovations in South Africa and
Kenya, provides evidence of
the dynamism present on our
continent.The M-PESA Mobile
distribution and payment
innovations in Kenya are a good
examples.

Participants were also willing

to identify shortcomings. They
acknowledged that they have
been poor communicators when
trying to articulate their value
proposition to stakeholders,
including government.

Many South African participants
were critical of their inability to
deliver on transformation and
skills development and to deal
with the inequalities inherited
from the past.

Industry failing to attract
talent

Previous reports have documented
talent shortages and this issue
surfaced again in this report.

As noted above, the industry
recognises that it needs to be
better at skills development.

Underwriting, actuarial and risk
management skills were areas

of concern. Midsized companies
emphasised the challenge of
finding appropriately qualified
and experienced non-executive
directors. They argued that
candidates are often ruled out by
‘conflicts of interest’ because of
their involvement in other parts of
the financial sector.

IT skills, or perhaps more
appropriately digital skills, are
also in demand as the industry
attempts to keep pace with
emerging technologies.



In search of future growth
—international expansion

Despite the disappointing GDP
growth in 2013 and the weak
economy in South Africa, both
short- and long-term companies
predict steady growth in 2014
and beyond, in the region of 7%
to 15% per annum. However,
these are nominal growth targets,
in a Rand currency, which is
increasingly weak and volatile.
Real growth for South African
insurers will therefore have to
come from new products in new
risk areas, and from geographic
diversification outside South
Africa. We are now witnessing the
new “Great Trek” northwards to
other territories. Most of the larger
insurers have made significant
acquisitions and are targeting

up to 15% contribution to their
results from outside South Africa.

Peer-ranking overview
Table 1:

In this regard, the top three

target markets for South African
insurers were identified as Kenya,
Nigeria and Ghana. Insurers are
attracted by projections of strong
GDP growth, low penetration
rates and the expected growth in
demand for insurance as affluence
increases.

Kenya was singled out because of
the success of its mobile phone
distribution and payment systems
and its bancassurance channels.
Nigeria was similarly singled

out because of its population
demographics, low insurance
penetration rates and strong GDP
growth. Nigeria is potentially

the biggest insurance growth
market in Africa. Ghana was

also attractive because of low
insurance penetration levels, and
the potential of earning of high
margins.

Only a small number of large
insurers have focused attention
on the fast-growing markets in
emerging Asia which includes
India, China, Malaysia and
Indonesia.

Larger Kenyan insurers are already
operating in countries such as
Uganda, Rwanda, Tanzania and
Burundi. Some would like to
venture into virgin markets such as
Ethiopia and South Sudan.
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Marketing strategies ... QUEIETED e B DISCOVEY ] L

Technically competent staff Santam Qutsurance Discovery
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Market environment

and short term
growth prospects -

L

3.




Africa’s insurance
sector in a global
context

To put things into
perspective , the entire
African insurance market
only accounted for 1.56%
of the global premiums

in 2013, at $72.4 billion,
compared to the world total
$4.6 trillion.

The level of insurance penetration,
measured as a percentage of
premiums to GDP for Africa sits at
3.5%. This is relatively higher than
the emerging markets’ average of
2.72%, but much lower than the
average for advanced markets of
8.27%, and the global average of
6.28%. The average premium per
capita for Africa was only $66 in
2013, relative to the world average
of $651 and advanced markets at
$3 620.

The above numbers indicate
the low level of development in
our insurance market in Africa,
but also the immense potential
to grow the market as Africa’s
affluence increases.

South African premiums
accounted for $54 billion out of
the total $72.4 billion for Africa,
representing a 1.17% world market
share. Penetration levels were
15.4%, which is ranked 2nd in the
world, quite high even compared
to advanced markets, possibly
reflecting a relatively saturated
market compared to the rest of
Africa. This, however, together
with slow economic growth,
suggests that further growth
prospects in the local insurance
market are limited. This also
explains some of the aggressive
push for geographic expansion
outside South Africa that we are
now witnessing.

Nigeria’s total premium volumes
were $1.86 billion, ranked 58th
in the world. A closer look at

the penetration rates at 0.6% of
GDP, ranked 86th in world terms,
reflects a market that is in its
infancy.
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Nigeria has a large population of
171 million, compared to South
Africa’s 53 million. Its GDP has
been rebased to $509 million,
overtaking South Africa’s $351
billion. GDP growth rate in 2013
was 6.6%, relative to South
Africa’s 1.9%. Latest forecasts
put Nigeria is GDP at 7% for 2014
and 7.3% for 2015. South Africa’s
forecast GDP is only 1.4% for
2014 and 2.3% for 2013. Clearly,
Nigeria is potentially the largest
growth market in Africa.

Kenya’s total premium volumes
were $1.52 billion, ranked 64th in
the world. Penetration rates were
3.4%, ranked 44th in the world.
Again, given a GDP of $44 billion,
growing at 5.3% per annum, and
a sizeable population of 44 million
people, Kenya is clearly also
another market with significant
growth potential.

Source: Swiss Re Sigma, IMF
Economic Outlook



4. Bullish growth
sentiment in bear
environment - SA



Expected growth in the South African Market:

Country

Non-Life

2017

% Growth Life

Source: PwC analysis

SA short-term
insurers

The short-term companies
surveyed employed 18 445 people.
They estimate that by 2017 they
will employ 20 443, an 11%
increase.

The number of brokers and
intermediaries for short-term
insurers was calculated to be 14
698 in 2014. By 2017, it is expected
to increase by 33% to 19 502.
This large increase includes one
company which anticipates a very
significant increase. A number

of companies predicted that the
number of brokers would decline
over the next three years.

The number of branches is
expected to increase from 185
branches in 2014 to 215 by 2017.
Most companies anticipate that
the number of branches will
remain the same over the next
three years.

Eleven short-term companies
expect to increase the number of
countries in which they are active
to grow by 2017. Not surprisingly,
the larger financial groups

have the most comprehensive
international presence. For
example, one of these companies
is present in 12 countries today
and plans to be present in 18 by
2017.

The number of policyholders for
the short-term companies was
calculated to be 12 million in 2014,
growing to 16.2 million by 2017. In
2012, participants were estimated
to have 9.6 million policyholders,
with growth to 12.7 million by
2015. However, these numbers
need to be treated with caution,

as companies have difficulty
identifying customers who may
have multiple policies.

Gross premium income is expected
to increase from R86.9 billion

to R121 billion by 2017, a 39%
increase over the three-year
period.

This figure is influenced in part by
one large short-term insurer that
anticipates an increase well above
the overall participant’s average.

SA long-term
insurers

Long-term insurers plan to
increase the number of branches
by 14.5% from 1 827 to 2 092 by
2017. Eight companies plan to
increase their number of branches,
while one anticipates a significant
reduction.

Several smaller long-term
participants are only active in
South Africa and have no plans to
expand their insurance operations
internationally.
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However, similarly to short-term
insurers, those that are part of

a large financial conglomerate

are planning to expand their
international footprint further. For
example, several companies who
are already active in 15 markets

at present plan to increase this
number to around 20 by 2017.

Participants indicated that they
currently have 58 426 brokers
and intermediaries, and plan to
increase this by 22% to 71 406 by
2017.

The current total includes three
companies that have 10 000 or
more brokers and intermediaries.
Several companies expect the
number to remain the same, while
one predicts a decrease.

The long-term participants employ
59 948 people and expect this
number to increase by 21% to 72
542 people by 2017.

Gross premium income for all the
participants is expected to grow
by 32.7% from R136.2 billion to
R180.7 billion by 2017.

Finally, participants project a
16.3% increase in the number of
policyholders, from 27.1 million in
2014 to 31.6 million by 2017.

As noted in relation to short-term
policyholders, these numbers may
be inflated by individuals with
multiple policies.



5. Strengths and
weaknesses in the
SA market




Strengths

Well developed, financially
sound market

As in previous reports, participants
acknowledged the financial
soundness and strength of the
industry. Despite criticisms of
the regulatory environment,

they value the role played by

the regulators. One short-term
insurer said the industry was well
developed and mature and made
an important contribution to the
South African economy.

Almost all the participants stressed
that the insurance companies were
well capitalised. A large long-term
insurer asserted that the industry’s
governance and risk management
was on a par with first-world
standards.

Innovation

The second strength emphasised
by participants was the high
level of innovation in the local
SA market. Indeed, one reinsurer
claimed that, on the long-term
side, it was the most innovative
market in the world. Another
reinsurer suggested that the high
level of innovation was driven

by the competitiveness of the
domestic market.

Competition

The third major strength was

the level of competition in the
marketplace. There are clearly
several very large domestic
players in both the long-term and
short-term markets. Regulation
has made it relatively more
challenging for the medium-sized
players. However, the presence
of medium-sized players and

the ability for new players to
enter the market have fostered
healthy competition. This has
been assisted by a relatively well-
informed consumer base and new
technological developments and
entrepreneurial leadership.

Other strengths that were
mentioned include:

* the ability to grow new talent;

* the ability of consumers and
the industry to adapt to new
and innovative methods of
distribution;

* entrepreneurial culture
encourages product and
enterprise development;

¢ diversified multi-channel
distribution models; and

* global best practice in most
areas.

Weaknesses

There was less unanimity
regarding weaknesses. A number
of participants argued that the
insurance industry is poorly co-
ordinated and fragmented when
it tries to debate its position on
key policy matters. They believe
that the industry is weak when
engaging and lobbying with
government.
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A second widely held opinion is
that the industry has been slow
to engage in transformation to
address inequalities from the
past, and could do more in skills
development.

A variety of other weaknesses were
suggested, including:

* the risk of overregulation;

e number of old, inefficient
legacy systems;

the low levels of savings in
South Africa;

* ageneral shortage of skills and
experience;

* alack of sophistication in risk
underwriting;

* slow adaptation to change
and ageing workforce in the

intermediary market;

* underinvestment in technology
(relative to banks);

* mis-selling, probably driven by
commission incentives;

* adisappointing response to
entry-level products;

¢ aloss of market share to non-
traditional insurers;

* high cost of compliance; and

* historic pricing practices that
are not risk-based.



6. SA market
developments and
change drivers



Participants identified seven major
changes that were occurring in the
South African insurance market.

Regulatory changes

As in previous reports, the
change most frequently cited by
participants was the unrealistic
pace of regulatory changes, with
far reaching implications for
insurers.

These include SAM (Solvency
Assessment and Management),
the South African adaptation
of Solvency II. Participants
frequently mentioned South
Africa’s regulatory agencies’
close adoption of many of the
UK’s regulatory initiatives and
the additional requirements to
adhere to new financial directives
as a G20 member as having a
significant impact on the local
industry.

Another significant change
mentioned was TCF (Treating
Customers Fairly).

The UK’s approach to financial
regulation of dividing the
prudential and market conduct
functions between two bodies has
been adopted in South Africa.
Labelled “Twin Peaks” - the draft
Financial Sector Regulation Bill
envisages responsibility being
divided between a Market Conduct
Authority and a Prudential
Regulatory Authority.

The Financial Conduct Authority
in the UK also introduced the
Retail Distribution Review (RDA)
on 1 January 2013. Similar
regulation is anticipated to be
implemented by the Financial
Services Board, to achieve better
outcomes for insurance customers
through ensuring that distribution
models support TCF outcomes.
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One of the key proposals is to
address ‘conflicted’ remuneration,
to ensure that intermediary
incentives do not introduce bias
in product advice and do not
interfere with the intermediaries’
primary duty to act in the best
interests of customers.

Other far reaching, changes such
as retirement fund reform, binder
regulations, consumer credit
legislation, anti-money laundering
and data privacy regulations

were also mentioned, along with
changes to the IFRS 4 Phase 2
accounting standard, which is
expected to be introduced from
2018.

Economic stagnation

The second most cited change, and
one that was recognised two years
ago concerns the slowing down

of growth in the South African
economy. Another participant
referred to the “declining
economy’.

The significant depreciation of
the Rand and the drawn-out
mining sector strikes were also
highlighted. Participants also
pointed out the declining growth
of premiums in real terms.

The high levels of unemployment,
low economic growth outlook,
increasing inflation, led by

high energy costs, high levels of
consumer indebtedness, rising
interest rates and any further
Rand deterioration, will continue
to weigh down on the South
African insurance market’s growth
prospects.

It is therefore not surprising to
see all the major insurance groups
seeking some kind of a Rand
hedge by pushing for expansion
into growth markets in Africa and
Asia.



Environmental
changes

Changes in weather patterns were
mentioned by a large number

of participants. The cumulative
impact of hailstorms and flooding
in 2012 and 2013 had a major
impact on short-term insurers.
Paradoxically, this has not resulted
in significant hardening of rates.

The Gauteng’s November 2013
hailstorm has been described

as one of the country’s major
catastrophes, with claims in the
short-term industry exceeding
R1.6 billion (see related
Moneyweb article). This was after
hail damage claims in the previous
year of approximately R1 billion.

Technology and the
digitalisation of the
insurance market

This change includes a range
of topics such as new software
applications, the impact of
social media and the growing
importance of mobile technology.
This is more than just another
channel. The digital revolution
is transforming what customers
expect, and creating new
opportunities in previously
underserved communities.

Insurers who are able to analyse
and convert big data into
actionable insights will create
competitive advantage for
themselves.

What is now needed is not just a
digital strategy, but a whole new
business strategy for the digital
age.

Social changes and
evolving customer
expectations

This change embraces a number of
forces. It calls for a more customer-
centric approach and the need to
treat customers fairly.

On the demand side, customers
are increasingly better informed,
have higher expectations and

are becoming much more active
participants in the insurance
buying and consumption process.

One prominent marketer noted
that these trends have been ‘turbo-
charged’ by social media.

A number of insurers have adopted
customer centric models, to better
understand and respond to the
changing customer needs.

Stability of the
broker model

Several regulatory changes have
impacted the distribution model,
and as one participant noted,
they are ‘now biting’ the broker
model. Business practices, skills
training, and methods and levels
of remuneration are in flux as the
broker channel is overhauled.

It is also important to note the
expanding presence of foreign
brokers through local acquisitions.
In 2010 AON acquired Glenrand.
In June 2014 Marsh and
McLennan announced their
buy-up to a 33.3% shareholding
in Alexander Forbes. This was

in addition to their purchase of
the entire Alexander Forbes Risk
Services operations in 2012.

Direct marketers

The expanding role of direct
marketers in both the short-
term and long-term markets was
recognised. This includes the
direct marketing specialists who
have been active for some time,
the ‘traditional legacy’ providers
who have direct marketing
subsidiaries and the newer
market entrants such as Vodacom,
KingPrice, BrightRock, etc.



Marsh & McLennan to Buy 34% of Alex Forbes of South Africa

L

WA Marsh & McLennan will buy a 34 per cent stake in Alexander Forbes as Africa’s largest independent pension-

fund manager prepares to sell shares on the Johannesburg Stock Exchange next month.

Li

Mercer Africa Ltd, a subsidiary of New York-based Marsh & McLennan, the biggest insurance broker by
market value, will buy 14.9 per cent of Alex Forbes at the time of the initial public offering and a further 19.1
per cent after regulatory approvals, the Johannesburg-based company said today in an e-mailed statement.
The preference shares declined 7.4 per cent to 8.80 rand in Johannesburg, potentially valuing Mercer’s stake
at about 3.87 billion rand ($366 million).

clients,” Mercer Chief Executive Officer Julio A. Portalatin said in an emailed statement. ‘We are particularly

excited to significantly broaden our exposure to the growth prospects present in South Africa and sub- 7| 1S

Saharan Africa.’ g
1

“This is the beginning of a strong partnership that will generate value for both of our firms and our respective i

f Alex Forbes was delisted and bought out by companies including Actis LLP and Ethos Private Equity Ltd. A‘*
for 8.2 billion rand in 2007. Deutsche Bank AG and Rand Merchant Bank were hired last year as financial X
advisers. Shareholders met on June 20 to decide whether to sell shares on the bourse or consider offers from L-;%! a
potential trade buyers. Bank of America advised Mercer. e

Africa Gateway

International financial companies are seeking ways to increase their presence in Africa to take advantage

of rising household incomes and economic growth. While South Africa’s gross domestic product shrunk in

the first quarter as a record-long mining strike hurt production, the country is used by many companies as a
‘ gateway to faster-growing sub-Saharan Africa.

The IPO will take place on July 24, Alex Forbes CEO Edward Kieswetter told reporters at a press conference E o
at the company’s Johannesburg headquarters today. Executives will be able to take part in the share sale and ~ #.
while the private-equity owners will all exit, they may decide to reinvest. The share sale isn’t intended to - E
raise ‘significant capital’ for the company, the CEO said. ‘

The IPO and Mercer investment ‘balances the best interests of the organisation and the outgoing
shareholders while creating opportunities for new shareholders,” Kieswetter said. ‘It’s a vote of confidence in
South Africa as an investment destination.’

African insurance unit Guardrisk while returning the company to profitability.

Source: Bloomberg, 23 June 2014
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FW __ Short-term insurers take a R1.6bn hammering '
. |-I i | - 2 3
=\ Lﬂﬂ Short-term term insurance companies paid significantly more in claims than they collected in premiums B >
. - u 3

e 's-ﬂ"' ¥ during 2013, suffering underwriting losses that were widely attributed to extreme weather events and rand

,ﬁ:q = ﬁ:-a- weakness. 5 ;—E:

The most notable catastrophe events in 2013 were the January floods in Limpopo, followed by floods in the iis ozl
Western Cape and two significant hailstorms in Gauteng in November. The second hailstorm on November ;m
27 is being described by the industry as ‘one of the most severe catastrophe events experienced in South e

Africa to date’, with total claims for the short-term insurance industry exceeding R1.6 billion. ar

According to Ian Kirk, CEO of Santam, five insurers suffered losses of more than R170 million as a result of
that hailstorm.

Santam, South Africa’s largest short-term insurer, suffered a R225 million loss from the storm and reported =
an underwriting margin of just 2.8% for the 2013 year, or an underwriting profit of R477 million. This is
24% lower than the previous year. =

- -

The underwriting margin is an important measure of how well an insurance company is performing in its
daily operations, as it excludes income earned from investments. Anything above 0% indicates a profit.

Santam holds roughly 19% of gross written premium (GWP) in the short-term insurance market, according
to 2013 figures from the Financial Services Board (FSB).

Kirk said that the insurer was disappointed with its underwriting margin, which was well below its target
range of 5% to 7%. He explained that its decision to increase its dividend no more than 5.6% to 433 cents
per share accounted for a more difficult underwriting year and the need to maintain capital reserves.
Specifically, hail and drought caused a net underwriting loss of R142 million on Santam’s crop book,
compared with a R38 million profit achieved a year earlier.

That Santam reported an underwriting profit at all seems a considerable achievement, when examining the
results of other intermediated short-term insurers.

Mutual & Federal (M&F), which was the next largest short-term insurer at the end of 2012 with 8.7% market
share, reported an underwriting loss of R437 million, or an underwriting margin of -4.9%. This is despite
growing its GWP by 16.6% to R11.3 billion for the year. M&F attributed this loss to severe weather, the
impact of drought on its agriculture book and a continued soft market (low premiums, increased competition
and reduced underwriting criteria), particularly in motor.

‘The underwriting result was considerably worse than M&F expected and deteriorated in the space of

a month, when we were unexpectedly hit by floods in the Western Cape and two massive hailstorms in
Gauteng,” CEO of Mutual & Federal, Raimund Snyders, told Moneyweb at parent company Old Mutual’s
recent results presentation.

Zurich Insurance, which in 2012 had a 3.9% share of the short-term insurance market, reported a R455
million underwriting loss for 2013, compared with a deficit of R258 million in the prior year.

Zurich attributed this to the 16% increase in claims expenses to R2.5 billion, as a result of more frequent
and severe losses in both the property and motor portfolios. It said that rand weakness pushed up the cost of
motor claims, while large property fires and three significant weather events in November 2013 knocked the
commercial portfolio. The insurer suffered a R164 million after-tax loss for the year. Kirk said that generally,
the premium strength in the industry was not there. In other words, insurers were not pricing for the risks
they were writing, but cutting rates to compete for new and existing business. Low rates, extreme weather
events and a slide in the rand had led to losses in general insurance that ‘we’ve never seen before’, Kirk noted.



Although Outsurance (2012: 6.1% short-term insurance market share) continued to make an underwriting
profit over the six-month period to December 31 2013, large natural catastrophe events in South Africa and
Australia contributed to a net financial impact after reinsurance recoveries of R174 million for the period
(2012: R59 million). Reinsurance is the means by which insurance companies pass a portion of their risk on
to even bigger companies, known as reinsurers. The direct insurer attributed its 20% increase in normalised
earnings to R594 million to ‘satisfactory claims ratios that were below market averages’.

The way forward

Santam has implemented selective rate increases where risks are higher and is working to lower the average
price of servicing claims and repairing motorcars, to contain costs. ‘We are still in tough times but well
positioned to deliver a reasonable underwriting margin in 2014’ said Kirk. ‘We understand the industry and
its challenges and are going to stay the course, sticking to the strategy that we have.’

Similarly, Snyders confirmed that M&F was working to bring down the cost of claims, which would
translate into lower price increases for customers. Tm quite comfortable with how we have managed these
catastrophes. We are not panicking and are increasing rates in line with our normal programme, not as a
result of these specific catastrophic weather events,” Snyders said. ‘It is an episode, not a trend and our job is
to ensure we have the reinsurance in place to weather these catastrophes.’

Source: Moneyweb, 9 March 2014
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7. A new world -
preparedness to
deal with changes



Q: Thinking about This question sought to unveil the level of preparedness at different

the chanees vou management levels within insurance companies, to take advantage of the
,g y emerging trends and new market opportunities.

are making to

capita]ise on the It is perhaps prudent to discount to some degree the participants’

transformational responses, as it seems reasonable to assume that they may wish to
overstate their level of preparedness.

global trends, to

what degree are the Just over half of 29 respondents think they are well prepared at board

levels 13 companies believe the board is only somewhat prepared to

following areas of
§ areas handle change effectively.

your organisation
prepared to make
these changes?

Board Executive

O

Actuarial, risk and compliance Finance Sales and customer service

Distribution Marketing and brand management

B Well prepared Il Somewhat prepared [ Not prepared

Based on 29 companies responses, except for sales and customer services,
distribution and marketing and distribution where a reinsurer did not answer
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Executives were marginally
better prepared, with only 10
companies who only see their
executives as somewhat prepared.
‘Well prepared’ was the majority
response in actuarial, risk and
compliance, and finance.

In six other function areas,
‘somewhat prepared’ was most
prominent.

This suggests that significant effort
is required for participants in IT,
distribution, sales and customer
service, marketing and brand
management.

In human resources, 17 companies
said they were ‘somewhat
prepared’, while three companies
acknowledged they were
‘unprepared’.

As the forces driving change
intensify, answers need to move
from survival, to success and
real growth. Cost-cutting and
consolidation for survival is not
going to be enough in the longer-
term future. To succeed and
thrive in 2020, the boards and
management teams will have to
address the following searching
questions:

What business do they want to
be in?

* What is their new distinctive
value proposition in the
changing environment?

* What areas are they going to
compete in?

e What will their resultant
strategy and target operating
model look like?

This all talks about radical
rethink of insurance strategies,
to build businesses of the future
in a rapidly evolving insurance
marketplace.
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8. A new world -
responding to
intensifying
competition in SA

" B
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Q: In your view,
what is the level

of intensity of
competition in the
following markets
and how do you
expect this to affect
your competitive
response?

The tables on the following pages illustrate how insurers perceive the
level of competition in nine different segments of their business, and how
they have organisationally responded to that competition.

Where segments attracted responses from more than 20% of the
respondents, they have been shaded in grey.

The table below summarises the market segments which are perceived

to have moderate or intense competition levels and where significant
operational and organisational change or fundamental change in strategy
and positioning is expected. Responses in 2012 are shown for comparison
where relevant.

Market segment Moderate Significant or Moderate Significant or
or intense fundamental or intense fundamental
competition organisational competition organisational
change change

Alternative risk transfer ~ 941%  412% 750% 250%
Assistance business 1000% 526% 1000% - 1%
Creditlife 88.8% 333% 714% 213%
‘Group business 1000% 550% 1000% 69.2%
‘Investment products ! 9B7% - 38% 1000% 533%
Life pure risk products - 1000% 555% 1000% °78%
Property (excluding motor)  95.7% - a78% 1000% 389%
‘Motor insurance 1000% 4% 1000% 57.8%
‘Health insurance 889% - a45% 9.9% 182%

Alternative risk transfer (ART)

Relative to the 2012 findings, the ART market appears to have become
more competitive. Three companies believe it is intensely competitive,
while 13 companies think it is moderately competitive. Fourteen
companies have made changes to their strategy over the last year. This
suggests that more companies are entering the market, which has been
dominated by Guardrisk and Centriq.

Table 2:

(0]

Moderate 41.2% 23.5% _
Lght ] se% |
“None

Competition response

i Nochanges | Minor changes : Significant i Fundamental
: : : operational : change in
: and : strategy and

i organisational : positioning
: change :

Note: Based on responses from 17 companies
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Assistance business

Fifteen companies assessed this market to be intensely competitive.

Assistance business includes funerals, and support for education and

families.

Ten respondents indicated that they had made significant or fundamental

changes to their strategy over the last year.

Table 3:
Intense © 21.1% 31.6% 10.5%
.......................... 3
.......................... o
.......................... ]
None g'
-------------------------- /] "
o Competition response
i No changes i Minor changes : Significant i Fundamental
: : operational : change in
: and : strategy and
i organisational : positioning
i change :

Note: Based on responses from 8 companies

Credit life

Ten of the 18 companies that answered this question view credit life as
intensely competitive. However, only six companies believed they had

made significant or fundamental changes to their strategy.

The remaining 12 companies have made only minor or no changes
to strategy. Therefore, although credit life is deemed to be highly
competitive, those offering the service have maintained the same
product.

Table 4:

intense 22.2%
Moderate or8% | |
light | [ sew | | ]
“None |

Competition response

i Nochanges : Minor changes : Significant i Fundamental
: : i operational i change in
: and : strategy and
i organisational : positioning
: change :

Note: Based on responses from 18 companies
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Group business

As in previous reports, group business is considered to be one of the most
competitive market segments. Fifty five per cent of respondents have
already made significant or fundamental changes to their strategies.

Table 5:

Intense 10.0% 35.0% 15.0%

o

Q
=

Competition response

i Nochanges : Minor changes : Significant : Fundamental
: : i operational  } change in
: and : strategy and
i organisational : positioning
i change :

Note: Based on responses from 20 companies

Investment products

Three-quarters of the respondents define the investment products

market as intensely competitive. This reflects the strong competition the
insurance companies face from a wide range of products, offered by many
different types of financial service providers.

In particular, they face competition from asset management companies
with their strong brands, well-designed products and focused
promotional messages.

Table 6:

()
Moderate fes% | |
o

o
=

Competition response

i Nochanges : Minor changes : Significant i Fundamental
: : i operational  } change in
: and : strategy and
i organisational : positioning
: change :

Note: Based on responses from 16 companies
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Life risk products

Life risk is a highly competitive segment. Over half of participants have
made significant or fundamental changes to their strategies.

Only one company indicated that it had not made changes to its product
offerings. Seventy-eight per cent of South African insurers stated that the
market is intensely competitive.

Table 7:
Intense © 33.3% 33.3% 11.1%
.......................... 3
.......................... o
.......................... ]
None g'
-------------------------- /] "
o Competition response
i Nochanges i Minor changes : Significant i Fundamental
: : operational : change in
: and : strategy and
i organisational : positioning
i change :

Note: Based on responses from 18 companies

Property (excluding motor)

In comparison to 2012, this segment has become more competitive in
South Africa. Sixteen companies classified it as intensely competitive, and
almost half have made significant or fundamental changes.

In light of the 2013 catastrophes this is to be expected.

Table 8:

Intense 17.4% 34.8%

Moderate 217% | 43% | |

(0]
Q
=

Competition response

i Nochanges : Minor changes : Significant ¢ Fundamental
: : i operational i change in
: and : strategy and
i organisational : positioning
: change :

Note: Based on responses from 23 companies



Motor insurance

In 2014, evaluation of competition exceeds that of 2012. In 2014 motor
insurance was unanimously considered to be intensely competitive.
Significant changes have been made by ten companies, while another five
companies have made fundamental changes.

The expanding number of aggressive direct insurers in this segment with
new product concepts has lifted customer expectations and made it a
different market to compete in.

Table 9:

Intense

]
]

Competition response

Competition level

i Nochanges : Minor changes : Significant { Fundamental
: : i operational  : change in
i and i strategy and
i organisational : positioning
i change :

Note: Based on responses from 21 companies

Health insurance (not medical scheme
business)

Health insurance is becoming more competitive in South Africa. Six of
the 18 respondents defined it as intensely competitive, in contrast to 2012
when just two companies said they had made significant or fundamental
changes to strategy. Eight companies responded this way in 2014.

New sensor technologies and an increased focus on lifestyle will continue
to encourage innovative marketing opportunities.

Table 10:

Intense 23.8% 47.6% 23.8%

o
=

Competition response

i Nochanges : Minor changes : Significant { Fundamental
: : i operational  : change in
i and i strategy and
i organisational : positioning
i change :

Note: Based on responses from 18 companies
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9. A new world -
who is the future
competition in SA?



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.

Participants consider the broad-based financial institutions already in the
market as their most significant competitive threat.

This supports the claim by smaller and mid-sized insurers that the large
companies exert considerable force in the marketplace. Direct insurers
that have gained traction are now faced with the direct insurance
subsidiaries of the larger companies.

The country’s largest financial institutions have a presence in virtually
every component of the insurance market. This encompasses traditional
channels, direct channels, the full range of insurance services, cell
captives and more. In addition, a number of insurance companies have a
wide range of partnerships and strategic alliances, which further expands
their scope and reach.

One modest change in 2014 is the increase in the number of respondents,
from three to five, who felt threatened by non-traditional insurers such as
retailers and telecoms moving into financial services.

Examples range from retailers such as Pick n Pay and Clicks to Vodacom.
Pick n Pay Protect Plus, which pays some disability and death benefits

in both cash and pre-loaded Pick n Pay gift cards, underwritten by Old
Mutual Alternative Solutions, is an example.

Figure 2:

Established broad-based financial institutions
already competing in your market

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

Niche players

Retailers moving into financial
services (including telecoms)
Foreign insurers entering the market

Start-up institutions

Other

0 5 10 15 20
Number of companies

7 2014 B 2012 B 2010 Il 2008
Based on responses from 29 life companies in 2014, 26 in 2012, 30 in 2010 and 23 in 2008
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10. A new world - SA
local perceptions
about the disruptive
global trends




Q: Please score the
importance of each
of the following
emerging global
trends.

Rise in economic significance of emerging markets

The most important emerging global trend identified by participants was
risk and regulation. On a scale of 1 to 10, where 10 was judged to have
maximum impact on the participants’ business, the average score for
risk and regulation was 9.1. Fifteen companies allocated the maximum
score of 10. This trend was followed by technological and data analytical
advances at 7.9, and economic policy and state intervention at 7.

Six companies scored 10 for technological and data analytical advances.
The two least important global trends were demographic shifts and
urbanisation.

Technology and data analytics will be referenced further in this report.
Participants see this trend as transformative in terms of their future
business models in the South African long-term and short-term markets.

The disappointing economic performance, slow or negative growth,
labour unrest and general economic uncertainty are more evident in this
report than in the 2012 one.

Figure 3:

Risk and regulation
Technological and data analytical advances
Economic policy and state intervention

Resource scarcity and climate change

Demographic shifts

Urbanisation

0 2 4 6 8 10
Score

Based on responses from 30 companies
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11. A new world -
SA subsector
responses to
changing

environment



Q: There are

major changes in
different areas

of the insurance
marketplace. Please
score each of the
areas listed below,
where 0 means not
addressing, and 1 to
5 reflects the degree
of importance you
attach to each of
these areas.

Against a background of change and underlying economic uncertainty,
participants were asked to score a list of 14 different issues to be
addressed in the insurance marketplace.

They rated their importance on a scale of 1 to 5, where 5 was of the
greatest importance. If the issue was not applicable then a 0 score was

recorded.

South African results have been displayed in two charts that look at the
long-term and short-term results separately.

Long-term insurers

Figure 4:

Growth and retention strategies
Talent strategies

Risk management

Channels to market

Technology investments
Product development
Corporate governance

Choice of key market segments
Data analytics

Organisational structure

R&D and innovation

M&A, joint ventures or strategic alliances

Use of social media and mobile technologies

Location of key operations or headquarters
0 1 2 3 4 5

Score

Based on responses from 15 long-term insurers

The top priority for long-term insurers was growth and retention
strategies, followed by talent strategies and risk management.

Short-term insurers

Short-term participants put talent strategies in the first place and growth
and retention strategies in the second place.

Data analytics was in third position for the short-term insurers, but only
in ninth position for the long-term insurers.

However, what is striking is the close similarity between responses by
short-term and long-term participants. It is surprising to see the relatively
lower scores attributed to R&D and innovation, and to social media and
mobile technologies.

Location of key operations is the only factor to score below 3 out of
5, which confirms that with this one exception all of the issues are
considered a priority for insurance CEOs.
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Figure 5:

Talent strategies

Growth and retention strategies

Data analytics

Technology investments

Risk management

Channels to market

Corporate governance

Organisational structure

Use of social media and mobile technologies

Product development

Choice of key market segments

R&D and innovation

M&A, joint ventures or strategic alliances

Location of key operations or headquarters
0 1 2 3 4 5

Score

Based on responses from 15 short-term insurers




Q: On a scale of

1 to 5, rank the
importance of each of
the following markets
for your organisation
over the next three
years (5 equals most

Participants were asked to review a list of nine different market segments,
and to score their importance over the next three years.

The average scores tell only part of the story in terms of the importance
of each of these different markets. For example, alternative risk transfer
(ART) has a very low average score of 2.38 amongst South African
insurers, but this assessment hides the fact that four companies rate ART
at4 or 5 out of 5. Indeed ART, assistance business and credit life are very
important to only a handful of companies. Group business, investment
products and life risk products are of significant importance to a much
larger group of companies.

As one would expect, property and motor are critical markets for many
companies. A comparison with the average scores for each market in 2014
versus 2012 shows that in every market except credit life, the score has
increased.

This suggests that more markets are deemed to deserve higher scores, and
presumably this will fuel increased competition.

Figure 6:

Motor

Life pure risk products
Property (excluding motor)
Assistance business
Group business
Investment products
Health insurance

Credit life

Alternative risk transfer

0 1 2 3 4 5
Average Score

M 2014 H 2012
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Gearing up for
growth: where will

12.




Q: Which of the
following factors do
you believe are key
growth drivers for
your business over
the next three years?
Please score each
one on a scale of 1 to
10 where 10 reflects
maximum impact.

Q: What is your
estimate of the
annual growth in
premiums for your
business for 2014 and
over the next three

40 Insurance Industry Survey 2014 —

The most important driver of growth for long-term and short-term
companies is organic growth in existing markets.

This is followed by joint ventures and strategic alliances, and then
expansion to other Africa countries.

As is noted later, expansion into Asia is only important to a very small
number of South African insurers.

The chart below shows that 11 of the 23 respondents awarded the
maximum score of 10 to organic growth in South Africa.

Six companies awarded a 10 to new markets in Africa, while only one
respondent awarded a 10 to new markets in Asia.

Figure 7:

Organic growth in existing markets

New geographic markets in the rest of Africa

New joint ventures and/or strategic alliances

Mergers & acquisitions, locally and in Africa/Asia

New geographic markets in Asia

2 4 6 8 10

Number of companies scoring “10”

Based on responses from 23 companies

Short-term insurance companies

Surprisingly, the short-term insurance companies expect double-digit
growth in both 2014 and 2017. Only four companies fall below this
threshold, with 6% being the lowest predicted revenue growth in 2014,
followed by 7% in 2017.

Five companies predict a healthy growth of around 15% in both 2014 and
2017. This compares favourably with 2012, when six companies predicted
15% or above in both 2012 and 2015.

20

15

10

Expected annual growth rate in 2014

10 15

Expected annual growth rate in 2017

20

Based on responses from 14 short term companies

South Africa
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Expected annual growth rate in 2015

Based on responses from 15 companies

Long-term insurance companies

Long-term insurance companies were move conservative, and clustered
their predictions in the 10% to 15% range for both 2014 and 2017. The
lowest level of growth in 2014 was 7%, while for 2017 the prediction was
9%.

Growth of 15% or above was predicted by four companies for 2014, and
five companies for 2017. This includes one outlier long-term insurers
that predicted growth of 30% for 2014 and the same level of growth for
2017. This niche player expects to grow from a relatively small base. The
2014 pattern closely matches that recorded in the 2012 report, with one
exception: The company that predicted 100% annual growth by 2015 has
since modified its optimistic prediction.

Figure 10:
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Figure 11:
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Expected annual growth rate in 2015

Based on responses from 14 companies

Q: What is your Participants were also asked to predict the growth in their industry sector.

estimate of the

annu&.ﬂ gro.wth m In South Africa, short-term insurance companies generally predicted
premiums in the growth in the 7% to 10% range for 2014. The same pattern was predicted
across the sector? for 2017, although one participant suggested industry growth could be
.......................................................................... 14% by 2017,

Short-term insurance

In many cases participants ranked their individual company growth rates
just ahead of their industry prediction.

Figure 12:

Short term industry
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Expected annual growth rate in 2014
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Expected annual growth rate in 2017

Based on responses from 14 short-term insurers

Long-term insurance

South African long-term insurance companies also clustered their
industry prediction in the 7% to 10% range.

The lowest prediction was 6% for 2014 and 2017. The highest prediction
was 13% for 2014 and 15% for 2017.
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Figure 13:

Long term industry
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Q: Which, if any,

of the following
restructuring
activities have you
undertaken in the
last three years? And
expect to undertake
in the next three

Entered into a new strategic alliance or joint venture

Ended an existing strategic alliance or joint venture

Short-term insurance

For the short-term insurance companies, merger and acquisition (M&A)
activities, both domestic and cross-border, will involve more participants
over the next three years. Six companies said they had completed a
domestic M&A in the last three years, while eleven plan to undertake
domestic M&As in the next three years. The cross-border number is
expected to rise from six to eight companies.

Figure 14:

Past 3 years

Next 3 years

Completed a domestic M&A

Completed a cross-border M&A

Sold majority interest in business
or exited a significant market

Outsourced a business process or function

Insourced a previously outsourced
business process or function

Implemented a cost-reduction initiative

B Yes H No Based on responses from 14 companies

All insurers expect to implement a major cost reduction initiative.

Both out-sourcing and in-sourcing is conducted by around half of the
participants. Most companies expect to enter new strategic alliances while
at the same time exiting non-beneficial ones.

Long-term insurance

The pattern is very similar for the long-term insurance companies. M&A
activity is forecasted to increase from four to nine companies in the
domestic market, and from seven to eight companies in the international
market.

More companies will engage in strategic alliances, and around two thirds
of companies will out-source.
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13. Gearing up for
growth: mergers
and acquisitions




The most popular region for M&A, joint ventures and strategic alliances

: In which region
Q g s was Africa, followed by Asia. China was mentioned by two participants.

are you Plannlng to Discovery already has a joint venture with PingAn Insurance in China,
carry out an M&A, called PingAn Health. The ‘other’ category included the developed
joint venture or markets of the United States, UK, EU and Australia to a very limited

. . extent.
strategic alliance?

Telesure provides an interesting example of an innovative international
expansion. In 2013 Telesure identified a market need for direct
insurance in Turkey and established Telesure Sigorta in Istanbul.
Telesure Sigorta re Reasurans Brokerligi is a licensed insurance and
re-insurance brokerage. The company allows customers to purchase or
renew their insurance via the internet, a smart phone or a telephone.

Telesure Sigorta website English translation

Telesure Sigorta ve Reasurans Brokerligi was established in Istanbul
in 2013. We are a registered and licenced insurance and reinsurance
brokerage and form part of the Guernsey-based international financial

services group, Budget Holdings Ltd (BHL) www.bglgroup.co.uk.

We are pioneers in a competitive industry and are determined to
change the way people buy and shop for insurance. Our aim is to
assist customers with their search for insurance products by offering
them choice and the ability to compare. Our approach is convenient
and simple. What’s more, it’s absolutely free! Customers are able to
instantly purchase or renew their insurance via the internet, mobile or
telephone.

? At Telesure Sigorta, expect something different! Expect to be put first, g
always.

Q: Rank the top three Recognising the strong emphasis on expansion into the African market,

. . . participants were asked to rank the top three African markets (outside
countries in Africa South Africa) they considered most important for their company’s growth
(excluding your over the next three years.

own country) that

id y) The top market is Nigeria, followed by Kenya and Ghana. Nigeria was
you consider most ranked in first place by nine companies, Kenya by five and Ghana by two.
important for your Seventeen companies provided responses.

company’s growth

The London-listed Prudential plc made their first acquisition in Ghana
over the next three P N

earlier in the year and has recently followed this with another acquisition
years. in Kenya. Insurance penetration in Ghana, whilst low, is expected to rise
""""""""""""""""""""""""""""""""""""""""" with the growth in urbanisation and enabling support from the regulator,
who has, for example, launched a new micro-insurance framework

that also targets the informal sector. According to the Ghana Insurance
Association, major challenges in the insurance market remain price
undercutting, high outstanding premium resulting from the granting of
credit, and other unfair marketing practices that tarnish the reputation of
the industry.

Other countries mentioned included those located close to South Africa.

These include in order of importance, Zambia, Mozambique, Namibia,
Botswana and the DRC.
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Q: Rank the top three
countries in Asia that
you consider most
important for your
company’s growth
over the next three

Q: What are your top
three considerations
regarding investing in
the rest of Africa?

In addition, a reinsurer suggested that Ethiopia had true potential.
Although Ethiopia remains one of the poorest countries in the world, it is
experiencing strong economic growth. Currently, no foreign ownership of
Ethiopian insurance companies is allowed.

Table 11: Top African markets for the South African insurers

Rank1 Rank2 Rank3 Score

Nigeria 9 3 2 35
‘Kenya | 5 4 3 26
‘Ghana I 6 6 24
Zamba 1 > 1 8
‘Mozambique 3 3
‘Namibia T 2
T 11 .......
‘Botswana 11

Participants were also asked to score their top three Asian countries.

India was ranked in first place by five companies, followed by China,
Australia and Thailand with one first-place selection each.

Malaysia recorded three second-place selections and therefore ranked
after India, but just ahead of China.

Target countries - Asia

Table 12:

Rank 1 Rank 2 Rank 3 Score

The top three markets for expansion by South African insurers were
Kenya, Nigeria and Ghana.

As the following charts demonstrate, each market displays different
attractions to different insurers. A common theme is an underlying belief
in GDP growth and strong growth potential for insurance.

Kenya is attractive because of its strong GDP growth, the potential of

its bancassurance channels and innovations in mobile distribution

and payment systems. Nigeria has a large population, low insurance
penetration rates and highly attractive changing demographics. Ghana
has growth potential, low penetration rates and perceived high margins.



Table 13:

Total Life Non-life
business business business

Morocco

Tunisia

Angola

Algeria

Source: Swiss Re

+ provisional* estimated** estimated USD value assuming constant
insurance penetration

Figure 15: Attraction to investing in Kenya

Bancassurance channel
Growth potential for insurance
GDP Growth

High margins

Other

Population size

Low barriers to entry

o
\V)

4 6 8 10
Score

Figure 16: Attractions to investing in Nigeria

GDP Growth

Growth potential for insurance
Low insurance penetration rates
Population size

Changing demographics

Tie with mobile phone companies /other affinities

Bancassurance channel

Score
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Q: Rank your top
three barriers to
investing in these
countries in Africa.

Figure 17: Attractions to investing in Ghana

Growth potential for insurance

Low insurance penetration rates

High margins

GDP Growth

Political stability

o
-
N
w
IN
o
o

Score

On the negative side, participants placed the regulatory burden at the
top of the list for both Kenya and Ghana. Political stability was the top
concern in Nigeria.

Access to distribution was an issue for some companies as regards both

....... Nigeria and Kenya.

Availability of talent was identified as a concern in all three markets.

Figure 18: Barriers to investing in Kenya

Regulatory burden
Availability of talent
Access to distribution
Long payback horizons
Competition

Local ownership barriers
Political stability

Cultural issues

o
—_
N
(o))

3 4 5
Score

Figure 19: Barriers to investing in Nigeria

Political stability

Access to distribution

Regulatory burden

Cultural issues

Availability of talent

Long payback horizons

Score
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Q: What are your top
three considerations
regarding investing in
Asia?

Figure 20: Barriers to investing in Ghana

Regulatory burden

Costs to operate

Availability of talent

Competition

Access to distribution

o

2
Score

The top three markets in Asia were India, Malaysia and China. However,
because of the limited response for China, those results are not shown.
The three most important attractions of China were, however, its growth
potential given the size of its population, low penetration rates and the
widespread adoption of mobile phones.

As expected, the most attractive reason for companies to enter India was
its large population. This was followed by low insurance penetration rates
and GDP growth. Malaysia was attractive because of its GDP growth, high
margins and changing demographics.

Figure 21: Attractions to investing in India
Population size
Low insurance penetration rates
GDP growth
Changing demographics
Growth potential for insurance

Bacncassurance channel

Tie with mobile phone companies /other affinities

0 3 6 9 12 15
Score
Figure 22: Attraction to investing in Malaysia

GDP Growth
High margins
Changing demographics
Low insurance penetration rates
High mobile phone penetration rates

0 1 2 3 4 5 6

Score

50 Insurance Industry Survey 2014

— South Africa



Q: Rank your top
three barriers to

investing in these
countries in Asia.

In terms of barriers to investing in India, the regulatory burden, existing
levels of competition and cultural issues were important.

Similarly, cultural issues, access to distribution and the regulatory burden
were identified as the three most important barriers for Malaysia.

Figure 23: Barriers to investing in India

Regulatory burden

Competition

Cultural issues

Access to distribution

Long payback horizons

o
()]
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o

15
Score

Figure 24: Barriers to investing in Malaysia

Cultural issues
Access to distribution
Regulatory burden
Competition

Costs to operate

Availability of talent
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Ripe for growth

Old Mutual, with operations in eight African countries including South Africa, aims to earn
15% of its operating profit from its non-South African operations on the continent by 2015,

up from 10% in 2013.

Last year, it made acquisitions in Nigeria, Ghana and Kenya, which it sees as the key growth
markets on the continent. Old Mutual added Faulu Kenya, Ghana’s Provident Life Assurance
Company and Oceanic’s Life Insurance and General Insurance businesses in Nigeria to the

group.

‘There is an improved regulatory environment, institutional capacity is improving and
profitability is becoming attractive — and all this is happening against the background of the
African growth story, with a promised demographic dividend, rising income levels and fast-
growing economies,” says Johannes Gawaxab, Managing Director of Old Mutual Africa.

Growing client base

By 2020, 128m African households will earn $5,000 a year or more, up from 85m in 2008,
according to a 2010 study from consulting firm McKinsey. ‘This is a great and compelling
opportunity for us,” Gawaxab says.

A number of countries on the continent are attractive thanks to high economic growth rates
— particularly if compared with South Africa — and low insurance penetration rates, says
Margaret Dawes, CEO for the rest of Africa at Sanlam Emerging Markets, which operates in

ten African countries outside South Africa.

‘We see many markets as being attractive. While we’ve historically been in English-speaking
countries, we are committed to expanding to Mozambique and Angola in the near term,’
explains Dawes. The group prefers to buy shares in existing operations or find local partners
she says.

" While the growth potential is great, many challenges remain. Building efficient distribution
. channels, educating consumers about insurance and other financial products, developing

affordable offerings and finding ways to collect premiums are some of the main obstacles,
says WJ De Vries, an insurance analyst at Avior Research. ‘Typically we see insurers
benefiting from a bancassurance model [bank insurance model - BIM], where they go into
a partnership with a bank and sell their insurance products through the bank’s branch

i network. This makes distribution easier, lowering acquisition costs, and it is also easier to

collect premiums as customers already have some banking service. The products are simple,
featuring few exclusions, ensuring accessibility to all in order to reach scale,’ De Vries
explains.

Insurers are also partnering with telecommunications operators as a way to collect
premiums by taking a portion of the airtime customers load on their phones.

In Kenya, Safaricom’s M-PESA is used as a premium collection platform for Linda Jamii, a
micro-insurance medical cover product. An annual subscription is payable and premiums

can be paid in instalments. Partial benefits can be accessed as soon as a minimum amount of

KSh6,000 ($69) is saved.

Mobile operators have also started to offer free insurance products as a way to build
consumer loyalty. In Ghana, Airtel, MicroEnsure and Enterprise Life launched a product
in January offering free life, accidental permanent disability and hospital cover. The cover
increases as customers spend more on airtime, with a minimum of ¢5 ($1.90) a month
required to qualify for the product.

Extract from The Africa Report, Insurance: Ripe for growth, 22 May 2014
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14. Social changes:
Demographic shifts



Q: What do you think
will be the impact

of the following
demographic changes
on your business?

Twenty-nine companies scored a number of demographic issues on a scale
from 1 to 5, where 5 represents the maximum impact on their business.

The most important demographic factor for both the long-term and short-
term companies was identified as the emerging black middle class. This
was followed by changes in literacy and education, and the expansion

of the working population. Increased levels of education will encourage
greater awareness and consumption of insurance products. Although

the South African economy suffered a decline in GDP in early 2014 due

to labour strikes, it is hoped that as the economy begins to grow again,
employment will rise and this will benefit the insurance sector.

According to BBC data, the unemployment rate is 24% and this rate has

not fallen below 20% in the last 17 years. Only 54% of the South African
working-age population is available to work, compared to an average of

74% across the OECD.

The 2013 IMF Country report stated that structural reforms, including
improved flexibility in the labour market and increasing education
attainment, were critical for job creation.

Source : The jobs challenge facing South Africa, BBC Business News, 9 May
2014.

As a result of these special characteristics, South Africa does not reflect
the same demographics dynamics evident in other emerging market,
countries, including Kenya and Nigeria.

Figure 25:

Growing middle class

Changes in literacy and education levels
Increase in working population

Changes in family structures with urbanisation
Longevity risk — people living longer

Decline in state social security support

Population growth

0 1 2 3 4 5
[l Long term companies Score where 5 equals maximum impact on business
B Short term companies Based on 14 short-term and 15 long-term insurers
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15. Social changes:
Responding to
demographic shifts



Q: Given the above
demographic

In the context of demographic trends, which participants identified as
a growing middle class, increased levels of education and a growing
workforce, interviewees were asked to suggest how these changes will

changes, rank the top impact their business operations.

three changes you
would make to your
products/services
from the following
list.

Two important areas were readily apparent:
* data analytics, to better understand consumer trends, and

¢ direct distribution channels.

Both these trends are already receiving the attention of South African
insurers.

Consumers are embracing direct channels, and improved data analysis is
evident at a number of insurers.

Discovery Insure’s new application on national driving behaviour is a
good example of a provider using data analysis to design products with
added value.

Figure 26:

Data analytics to understand customer
trends and needs

Direct distribution channels
More tailored risk and retirement benefits

Automated underwriting
Proactive loss control / risk
management using telematics
Use of social media networks for
communication with customers

New retirement products for longer living seniors

Use of telematics for pricing mile-based insurance

Other
0 10 20 30 40 50 60
Score

Based on responses from 28 companies
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South Africa’s insurer, Sanlam, targets four
acquisitions in Africa this year
South Africa’s largest insurer Sanlam plans to conclude three or four

acquisitions in other African countries this year as it chases faster-
growing markets, a senior official said.

Y

Sanlam, which already has businesses in 10 English-speaking countries
on the continent, is turning its focus to neighbouring Portuguese- -
speaking nations and further afield to north Africa, its head of business

outside South Africa said. ‘I would hope to have one wrapped up

either in Mozambique or in Angola. I would hope for one or two in

east Africa,” Sanlam’s Margaret Dawes told the Reuters Africa Summit.
; ‘Three or four I would hope.

| Chief Executive Johan van Zyl said last month Sanlam had a $374

million kitty to spend on purchases in Africa and Asia. The company is
moving into other countries to hedge against a maturing South African

home market. Sanlam is separately hoping to conclude a transaction to
buy Malawi-owned Nico’s general insurance operations in four African
countries by next month. The bulk of that deal has been completed,

increase its controlling stake in Kenya’s Pan Africa Insurance. Sanlam’s
key southern African markets are South Africa, Botswana and Namibia.
Dawes said Sanlam’s target was for its African operations outside
southern Africa to contribute 20 per cent of profit in five years’ time,
from 9 per cent in 2013.

e

The uptake of insurance in most African countries has been sluggish,
with less than 1 per cent of the continent’s population having life

products fare better.

" cover. Many people on the continent distrust insurance or see no need
for cover, choosing instead to rely on their families. It is also taboo to
discuss death in many African cultures, which makes funeral policies
a hard sell in countries such as Uganda and Tanzania, where savings
They are, however, popular in countries such as Ghana and South

= - | Africa, where elaborate funerals are a sign of respect. Across the
-  continent, insurance companies are innovating to tap into the growing
e African market with products such as micro-insurance, where people
buy cover in small daily premiums payable on mobile phones.

Source: Reuters, 8 April 2014



Nigeria insurance firms ‘ripe’ for foreign buyers

Nigeria’s insurance sector is growing rapidly and has low levels of
penetration in a young society inhabiting Africa’s largest economy. Add
to this what a recent Fitch Rating report calls an environment ‘ripe for
consolidation’ and it becomes easy to see why foreign insurance groups
are eyeing the market keenly.

The March 2014 Fitch report says ‘foreign investors in the Nigerian
insurance market have shown a preference for acquisition or
partnership above setting up new insurance operations’. This
preference is down to a need for local knowledge, a good distribution
footprint and the ability to achieve scale quickly.

The opportunity is boosted by the fact that foreign investors are
allowed to own a 100 per cent share in Nigerian insurance companies.
Notable acquisitions in 2013 included the acquisition of Oasis
Insurance by FBN Life Assurance (FBN), jointly owned by First Bank of
Nigeria and South African insurer Sanlam. Old Mutual plc, through its
emerging markets business, also completed its acquisition of Oceanic
Insurance Company and Oceanic Life Insurance.

Beyond brics

The industry remains highly fragmented, with 58 companies in

g operation, down from 140 registered insurers in 1994. Much of this
consolidation has come since 2005 when the National Insurance
Commission (Naicom), the regulator, introduced new capital
requirements, whittling down the number of insurers to 49 in 2007
from 97 in 2005.

Extract from Beyond brics, Financial Times, 18 April 2014
r -
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16. Economic changes:
Impact of
urbanisation on
business models




Urbanisation was identified as a positive force in emerging economies
because it fosters conditions for concentrated economic activity. This has
an impact on the adoption of insurance. According to the World Bank,
South Africa’s urban population has increased from 52% in 1990 to 63%
in 2013.

However, according to a March 2014 report entitled ‘Cities of Hope:
Young People and Opportunity in South Africa’s Cities’ produced by the
Centre for Development and Enterprise, urbanisation in Africa has not yet
delivered increased productivity and rising living standards.

The report found that one reason may be that the comparative advantage
of many African economies lies in non-urban activities — agriculture and
natural resources — rather than manufacturing, limiting the possibility of
rapid industrialisation (www.cde.org.za).

South Africa has a higher level of urbanisation than other countries
mentioned in this report, such as Nigeria and Kenya. Participants
recognised various links between insurance and urbanisation, some
positive and some negative. For example, increased concentration and
development facilitates distribution and should encourage awareness

of the need for insurance. Short-term insurers mentioned the impact of
catastrophic events such as hail and flooding. They also suggested that
rapid urbanisation can lead to social unrest, unemployment and poverty,
causing damage to property and increased claims.

Insurance business models can be affected by urbanisation, but
participants suggested the impact was largely neutral in South Africa and
Africa in general.

Figure 27:

Very significant =

Significant

South Africa
Neutral
Africa

Insignificant

o

5 10 15 20
Number of companies

Based on 28 companies for South Africa and 15 companies for Africa
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17. Economic changes:
Impact of
urbanisation on
distribution
channels
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Of the 25 respondents, 56% stated that they would not change their

: Will urbanisation
Q anisa distribution model as a result of urbanisation. Those who believed

Change your choice changes will take place envisaged an increased role for retailers and

of distribution mobile technology.

channels?
.......................................................................... Others thought distribution could become more cost effective. A short-

term insurer argued it supported more direct distribution.

Finally, several participants noted that urbanisation rates in other parts of
Afrlca lagged behlnd South Afrlca

F“pﬁ Sanlam is not letting its discretionary capital pile of R3bn sit idle, announcing it has taken 22% of ¥~
! UK-based MicroEnsure

..r
! Micro-insurance is becoming a popular way to attract low-income clients as it enables them to
buy insurance products easily and in a cost-effective manner, for example through mobile phones
at premiums of $1.50 per month or lower. MicroEnsure has gained traction as a provider of
these products in mass markets in Africa and Asia since 2002. Sanlam foresees opportunities in
- Malaysia and Southeast Asia.

Just prior to this deal the company bought a 63% stake in Rwanda’s largest insurer, Soras Group,

2 =° for R254m, with both deals being concluded through Sanlam Emerging Markets, the cluster

E responsible for Sanlam’s financial business services in emerging markets outside South Africa.

: ‘We see micro-insurance as a substantial opportunity for growth across all our markets. Micro-
insurance is gaining momentum and appeal in emerging markets worldwide,” said CEO of :
Sanlam Emerging Markets, Heinie Werth. The deal could also provide new potential co-operation

! - opportunities through MicroEnsure’s partnerships, for example with mobile operators, he said.

Stanlib niche financials analyst Ndina Rabali said a challenge for mature companies in South | .
Africa would be to achieve sustainable growth over three to four years, with many companies I
struggling to bed down expansion opportunities. ‘Sanlam seems to be quite good at finding assets = g e

and deploying capital,” he said. ﬁ e
: i L
Mr Rabali said Sanlam had always been clear about plugging the growth gaps it may encounter - g

locally and now seemed comfortable to deploy capital.

Source: Business Day, 6 June 2014

AT

Heinie Werth CEO of Sanlam Emerging Markets at Sanlam, j

__ga = commented, ‘Our partnership with MicroEnsure will complement . . T

" ero=» us well on the high-volume, low-premium micro-insurance side &

C for both life and non-life products where we will be the preferred
insurance underwriter. In addition, MicroEnsure overlaps our
footprint across Africa and India with future opportunities in

<= Malaysia. We regard the company as the ideal partner through

/ which to extend our micro-insurance offering.’

Source: MicroEnsure website, July 2014
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18. Political and
regulatory changes




Q: Do you believe
the separation of
prudential and
market conduct
aspects of regulation
under the ‘Twin
Peaks’ proposals will

result in the following

benefits?

Both long-term and short-term insurance companies in South Africa will
be regulated under the new ‘Twin Peaks’ regulatory model. The Financial
Services Board will regulate market conduct while, the Reserve Bank
will undertake prudential regulation and supervision. It has been argued
that the ‘Twin Peaks’ model is appropriate for South Africa because of
the presence of large financial conglomerates which contain banking,
insurance arms and investment business.

As the implementation date for ‘“Twin Peaks’ approaches, participants
were asked to consider a number of potential benefits of the new
regulatory structure.

The majority of participants agreed with the following benefit statements:
* Better consumer protection (70%);

* Improved financial integrity across the industry (63.3%);

* Promotion of better internal standards (63.3%); and

* Improved financial stability (56.6%).

Participants disagreed with two statements, however. Firstly, 83% of
them do not believe that “Twin Peaks’ will provide increased access to
insurance and financial services. Secondly, they unanimously agreed that

both the costs and complexity of compliance would increase with the new
structure.

Figure 29:

Agree Disagree

Better consumer protection

Improved financial integrity across the industry

Promotion of better internal standards

Improved financial stability in an
increasingly uncertain world

Reduction of systemic risk

Increased access to insurance
and financial services

Reduce cost and complexity of compliance
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Percentage

Based on 30 companies
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Q: Do you agree or disagree with the following
statements about regulation?

Participants were asked to comment on three statements regarding
regulation.

Figure 29:

In the response to the first statement, of the 29 respondents, 90%
indicated their belief that regulation dampens risk appetite and stifles
growth. This is a more affirmative agreement than in 2012, when 75% of
the 21 companies supported this belief.

Disagree Agree

Figure 30

In response to the second statement, which asked if regulation slowed
international expansion, the opinion was more balanced. Sixteen
companies, or 55%, agreed but 13 disagreed. In 2012, 71% or 20
companies had agreed, so participants believe this is less important today.

Disagree Agree

Neither

Figure 31:

The third statement asked participants if regulation had created a fairer

playing field for all institutions to achieve their growth targets. The 2014
response was similar to 2012 with 59% of the 29 companies disagreeing
and only twelve companies agreeing with the statement.

Disagree Agree

66 Insurance Industry Survey 2014 — South Africa



Q: Which of the Part1c.1pants expressed their frustration with the regulatory environment
. in their response to four statements. As the chart below shows, they do
fOHOWlng statements not believe that regulation over the last two years has:

most accurately

describe how * enabled them to pursue new opportunities;
regulation has * enabled them to innovate more effectively;
impacted your

company over the * decreased operating costs; or
past24months9 .................... » made it easier to attract skilled people.

Figure 32

Disagree Agree

We were able to pursue a market opportunity

We were able to innovate more effectively

Our operating cost decreased

It’s easier to attract skilled people

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

Based on 29 companies

The pending ‘Twin Peaks’ approach to regulation may promote the
benefits of prudential supervision and improved access, but the corporate
executives active in the marketplace question many aspects of the
regulatory framework. Criticisms are most pronounced among the
smaller insurance companies who do not have the strength, skills and
scope to match the large financial conglomerates.
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19. Environmental

changes: climate
and catastrophic
events



Catastrophe modelling for underwriting and
pricing

Many South African participants mentioned the weather-related
catastrophes in 2013, which included floods in Limpopo and the Western
Cape and hailstorms in Gauteng, and the increase in their intensity and
frequency.

New technology means that a range of different innovations is available
to help address these issues. Catastrophe models can be used to estimate
the location intensity and magnitude of simulated events. These models
help underwriters in the risk-pricing process. Catastrophe models

can also assist in portfolio structuring and the assessment of capital
requirements.

Participants’ responses suggest that they are not yet fully embracing the
new catastrophe models. Indeed, 88% of the total of 16 respondents said
that they had only ‘begun to use them to an extent’.

Sophisticates risk transfer mechanisms

A similar ‘early stages’ response was provided for sophisticated risk
transfer mechanisms. Based on 16 responses, two companies said that
they had not used this innovation, three companies said they were
‘considering’ it, and eleven companies said ‘to an extent’. These findings
suggest that the costs and benefits of risk transfer versus risk retention
and the application of new technologies is also at a nascent stage in many
South African insurance companies. However, given the innovative and
entrepreneurial culture in the insurance sector, it seems likely that new
technologies and innovative products will evolve. These will not only
assist the South African market, but will be deployed by South African
companies in the rest of Africa as well.

Early warning sensors also appeared to be at the early stage of the
adoption curve. Seven companies said they had not yet considered

this technology, while another seven companies said they were under
consideration, and just two companies indicated that they deployed them
‘to an extent’.

Sensor technologies could have application across a wide spectrum

of insurance. For example, individual health monitors track body
performance, on-board vehicle sensors can report on driver behaviour
and weather trackers can provide early-warning alerts. Crop insurance,
health insurance, motor insurance, marine insurance, home insurance
etc. can all benefit from these increasingly sophisticated predictive and
sensor technologies.
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Figure 33: Early warning sensor technologies

To an extent

Not at all

Considering

Figure 34 Catastrophe modelling for underwriting and pricing

Exit risk prone markets

Not at all

To an extent

Figure 35: Sophisticated risk transfer mechanisms to protect
against losses

Not at all

Considering

To an extent

Based on 16 companies



African risk capacity

In May 2014, the African Union announced the formation of the
African risk capacity (ARC) pool. The new fund will provide early
rainfall warnings (from satellite data) and will make payouts to
drought-affected areas. The first members of the catastrophe insurance
pool are Kenya, Mauritania, Senegal, Mozambique and Niger. A
further eight countries are expected to join and within five years ARC
anticipates 20 member countries. ARC calculates that a catastrophic
drought in sub-Saharan Africa would cost over $3 billion and cripple
individual countries’ economies. For example, drought cost Kenya $12
billion between 2008 and 2011.

Source: Reuters, 15 May 2014.
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20. Technology and the
new digital economy



Q: Rank the top
three technological
advances that will
transform the
insurance industry
over the next five

Q: To what degree
is your organisation
planning to initiate
changes to take
advantage of these
technological
advances?

The two most important technological advances in the insurance sector
over the next three years were identified as big data and analytics, and
mobile devices. The short-term companies ranked big data analytics
ahead of mobile devices, while the long-term companies assigned a
higher score to mobile devices. In third place were social media networks.

Figure 36:

Big data and analytics

Mobile devices, tablets and smartphones
Social media networks

Digital economy

Sensor technologies

Cloud computing

0 5 10 15 20 25 30 35

[ Short term companies Scores based on ranking 1 to 3

B Long term companies Based on 15 short-term and 15 long-term insurers

Following the identification of the most important technological advances
affecting the insurance industry, participants were asked to outline how
well prepared they were to deal with each of these changes.

Mobiles, tablets and smartphones

In South Africa, 79% of the twenty nine respondents either already have
plans in place or are developing a strategy to change. The remaining six
respondents recognise the need for change although their plans are not
yet in place.

Figure 37: Mobiles, tablets and smartphones

Recognise
need for change
Plans in

place

Developing strategy
to change
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Social media networks

In South Africa, 72% of the twenty nine respondents have plans in
place or are developing a strategy. Only one participant, or 3% of those
interviewed, indicated that it was not planning to adapt to the social
media environment.

Figure 38: Social media networks

No need for change

Recognise
need for change

Plans in
place
Developing strategy
to change
Sensor technologies

The majority of respondents in South Africa are yet to engage the use

of this technology. Six companies believe they do not need to make any
changes.

Figure 39: Sensor technologies
Plans in No need for change
place

Recognise

Developing strategy need for change

to change

Big data analytics

This appears to be the area most addressed by the 29 companies
interviewed in South Africa. The majority of respondents (15 companies)
already have plans in place, and 12 companies or 41% commented that
they are developing their big data strategy.



Figure 40: Big data analytics

Recognise need for change

Plans in
place

Developing strategy
to change

Cloud computing

In South Africa, twelve companies recorded that they recognised the need
for change; nine companies say they are developing a strategy and eight
companies say they have plans in place.

Figure 41: Cloud computing

Plans in
place

Recognise need
for change

Developing strategy
to change

Digital economy

The transition to take advantage of the digital economy is a rather
general question which is open to different degrees of interpretation. The
responses in South Africa show that three quarters of the participants are
either developing a strategy or have plans in place.

Figure 42: Digital economy

No need for change

Plans in
place

Recognise need
for change

Developing strategy
to change
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Q: What do you

see as the major
opportunities in the
digital space for your
business over the
next three years?
Please rank the top
three.

Participants were asked to rank seven different opportunities emerging
from the digitalisation of insurance.

The most important opportunity for both the long-term and short-term
companies was identified as the ability to use real-time data analytics
tools to mine big data sets. For short-term companies this was followed by
cost-effective data mining and better claims prediction and loss control.
For long-term companies it was cost-effective data mining and the use of
social media.

Long-term and short-term insurers are therefore placing great emphasis
on being able to run more efficient and effective insurance operations as
a result of more sophisticated data analytics. This plays to the advantage
of direct insurers who have a business model that can leverage data
collection and analysis effectively. It works against large, legacy-burdened
companies unless they initiate expensive reconfiguration of their data
pipelines. It is also burdensome for insurers with a traditional agency or
brokerage distribution channel where there is rivalry over who ‘owns the
customer’.

Over the next three years insurers will need to focus on cost-effective
ways to maximise the benefits of insightful data analysis. Companies that
are able to reach this stage ahead of their competitors will win an enviable
competitive advantage.

Being able to leverage meaningful insights will improve customer
relationships and lead to better performance.

Figure 43:

Real time data analytical tools to
mine massive big data sets

Cost effective, advanced data mining tools

Claims predictions and loss control

Social media to improve modelling and
communication with customers
Sensor-led technology to improve
underwriting and pricing models
Geospatial data

Pay as you use insurance premiums
based on telematics

Other
0 5 10 15 20
[ Short term companies Scores based on ranking 1 to 3
[l Long term companies Based on 14 short-term and 15 long-term insurers



Q: To what extent is
your organisation
taking advantage

of advances in the
use of big data and
data analytics in the
following areas.

Figure 44: Big data and data analytics
Real time gathering information on Analytics and modelling of data to spot
customer, product, financial and trends, predict outcomes for
other risk profiles to create valuable insights underwriting and pricing decisions

O

To understand changing customer Creating a customer centric

needs and behaviours

Developing formal leadership insights
to drive growth and innovation
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culture in the business

O

M Extensive

B Moderate

1 slight

Based on 15 long-term insurers

Given the recognition of big

data by the insurance sector,
participants were asked to
describe their different levels of
engagement in five different areas.

In the area of the real-time
collection of data to provide
insights on customers and
products and create risk profiles,
the majority of long-term
participants suggested their
involvement was slight. Two
companies indicated that their
involvement was extensive,
however.

Given that the four remaining
questions are based on the initial
data gathered, this response
impacts the interpretation of the
remaining charts.

The second graph examines the
use of data analytics and modeling
to assist underwriting and pricing.
In response, 10 companies
indicated that their use of big data
in this regard is moderate.

Nine long-term companies

said their use in attempting to
understand changing customer
needs and behaviours was
moderate. Interestingly, almost
half of the long-term companies
claim to make extensive use of
big data to help foster a customer-
centric business culture. They
clearly believe that data analysis
is helping them gain a better
understanding of their customers’
needs.

Finally, over half the long-

term companies are making
moderate use of big data to
assist in leadership insights and
innovation.



Looking at the same five areas, Figure 45: Big data and data analytics
short-term companies appear to be

slightly ahead of their long-term Real time gathering information on Analytics and modelling of data to

. customer, product, financial and other spot trends, predict outcomes for
CounterPartS' Half the group claim risk profiles to create valuable insights underwriting and pricing decisions
to be using real-time data to create

insights, but only one company
suggested its use was extensive.
Ten companies said they are
making moderate use of analytics
for underwriting and pricing.
None of the short-term companies
is using big data ‘extensively’ to
understand changing customer

needs and behaviours, although
four companies said they are using , , ,

. . To understand changing customer Creating a customer centric
it extensively to create a customer- needs and behaviours culture in the business
centric culture.

Finally, a third of the short-term
companies are using big data to
drive growth and innovation.

From this review, two important
observations can be made. Firstly,
participants are probably likely to
exaggerate their involvement with
this emerging technology. There
may be a tendency to overstate , o

. . Developing formal leadership insights
involvement, which means to drive growth and innovation
responses should be interpreted
with caution. If the real-time

O

gathering of information is only M Extensive
slight, it seems reasonable that the
analysis and insight will also be B Moderate
limited.

1 Slight

Secondly, there appears to be a
noticeable divergence between a
group of participants who record
‘slight’ involvement and others
who confidently assert ‘extensive’
involvement. As expected, direct
insurers are more advanced in the
use of big data. However, there

is no evidence to suggest that

the larger companies are more
developed than the smaller ones.

Based on 14 short-term insurers
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Discovery Insure wants you to drive like a boss with
this new Discovery Insure app

It’s well known that South Africa’s roads aren’t the safest in the
world. Local insurance company Discovery Insure agrees, and has
recently released an app that tracks and measures your driving
behaviour. By combining mobile technology and behavioural
economics, the app hopes to create better drivers and improve road
safety across the country.

Available for free on Android and iOS, the app uses your
smartphone’s accelerometer and GPS to measure your driving
behaviour.

The app claims to track harsh braking, cornering, distracted driving
and speeding and also gives you personalised driving tips. To add
some competitive flare, it has a leaderboard function that will finally
help you prove that you’re a better driver than your friends.

The fact that Discovery Insure’s driver app creates real-time profiles
of its users means it will have access to a wealth of information
\ which could be used for risk-assessment on a macro scale as well as
\ personally.
l LLE 3738 PM i} w4
) Rory Byrne, Special Engineering Adviser to Discovery Insure and F1
< Trip summary Legend, says that apps like this are crucial for making driving more
efficient. ‘In Formula 1 racing, immediate telematics data is crucial to
SOILDATES, 7 24 P both driver and team to enable real-time driving improvement as the

11.5 km
1B roing car moves around the track,” he says.

== Map icons . ‘Research shows that the main cause of car accidents and motor
e R et Bl vehicle fatalities is driver behaviour with over 90% of accidents being
Going ovar speed limit-p caused by the driver,” Discovery Insure CEO Anton Ossip explains.

Sagmont colour
Mot speading

s Phone molion

B} ke speeding-Bl To help turn the tide of over 13 000 road accident deaths in South
_— Africa each year, Discovery Insure is also launching a Driver
, e Challenge that will run from 1 June 2014 until 31 August. There are

As1 :,, weekly draws for a share of R1 million in BP petrol vouchers and a

Ll o o o o .
il once-in-a-lifetime trip for four to the Monaco Grand Prix.

u“ﬂp«-n Rel

Source: Memeburn, 30 May 2014
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21. Managing risks in
the new environment



Q: How well prepared
is your organisation
for the migration to
risk-based regulatory
supervision?

Participants appear to have made
good progress in their preparation
for the move to risk-based
supervision under SAM.

The majority of companies have
already completed preparations in
the following five areas:

* implementation team set-up;

* project approval by the board;

* gap analysis;

* detailed plans; and

* high-level plans.

The two areas which are not yet
complete are data quality and
clean-ups, and system and other
implementation changes.

It is understandable that insurers
have not yet completed their
systems and other implementation
changes, given that SAM is still
in development phase, and that
the balance between costs and
benefits need to be considered.
As the SAM requirements are
expected to become more stable
over the next year, in the run-up
to the effective date of 1 January
2016, insurers will have to assess
whether manual workarounds as
a transitional solution would be
sustainable in the longer-term.

The lack of progress on the
completeness of data, and data
quality clean-ups are concerning,
as insurers have little more than
a year to start complying with the
SAM requirements. Generally,
significant time, resources

and extensive interaction with
third party suppliers will be
necessary to change data and
information requirements. It is
therefore crucial for insurers to
ensure that their readiness with
the SAM data requirements is
prioritised and tested during the
SAM Comprehensive Parallel
Run scheduled for the year
commencing from 1 January 2015.

Figure 46:

Project approval

Implementation
by the boards

team set up

. High-level
implementation plans

. System and other
implementation changes

Detailed
implementation plans

Gap analysis

O

Data quality
and clean up

O

I Completed

B Siginificant progress

[l Some progress

Based on 29 companies
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Q: How difficult will
it be to implement
the proposed changes
in the following
areas?

To identify areas where SAM
poses challenges to companies,
participants were asked to rate
the level of difficulty for eight
different topics.

The charts below suggest that

the three most difficult areas of
implementation are Own Risk and
Solvency Assessment (ORSA), data
and governance requirements.

However, the combination of
the charts below suggests that
most companies find challenges
with all of these different areas.

Approximately a quarter of
participants suggest that each
component is not difficult. The
question was answered by 29
companies. However, in the case of
the internal model question, only
13 companies responded.

Some participants have opted
for an internal capital model.
Three companies that have
selected an internal model
considered the preparation to be
‘not difficult’. They are all large
financial institutions, and have
benefitted from the Internal Model
Application Process (IMAP) to
implement the changes required
by SAM.

It is not surprising that the ORSA
requirements feature in the top
three of the most difficult areas to
implement. ORSA is a new concept
that is formally being introduced
through SAM. Although many
insurers have historically
established their own economic
capital models, the challenge with
the ORSA is to align insurers risk
management processes with their
own solvency needs and business
strategy. In addition, insurers that
are more advanced in their ORSA
preparations have found that the
process to produce ORSA reports is
very iterative, due to uncertainties
on how to apply some of the ORSA
principles. Processes to make

this practical and useful are still
developing and evolving for the
majority of insurers.

Figure 47:

Internal model development,
validation and approval

Producing sufficient
information

Reporting

Compliance with
standard models

Own Risk Self-Assessment
(ORSA)

Culture and
change management

Data requirements

o

Governance
requirements

O

M Very difficult

B Somewnhat difficult

[ Not difficult

Based on 29 companies



Q: List the top three
areas where you
require assurance
over your SAM
implementation
process?

Ability to convert from IFRS to SAM measurements

Integrity of internal and externally sourced data

Ability to produce the required reporting outputs

Participants were asked to identify the top three areas where they require
assurance in implementing SAM. Two areas were identified to require
assurance.

Firstly, applying expert judgement to key areas such as risk margins and
secondly, assurance regarding internally and externally sourced data.

Figure 48:

Ability to apply expert judgements in
key areas such as “risk margins”

Project plans, timelines,
resources and completeness

Suitability of key technology choices

Calculation of the standard formula
capital requirements

0 5 10 15 20 25 30 35 40
Score

Based on responses 27 companies

Six companies ranked expert judgement in key areas in first place and
nine companies placed sourced data in first place.

There is a positive correlation between the areas where insurers have
made the least progress in the migration to SAM and those where they
require assurance. The Comprehensive Parallel RUN (CPR) can be
used as critical “tool” to get the assurance process underway, and more
importantly, to address any “gaps” in time for insurers to get ready for the
SAM effective date. One of the key challenges in the assurance process
will be for management to motivate and justify the appropriateness of
judgements and any simplifications applied, given the nature, size and
complexity of their businesses. This will be an important consideration
for assurance providers as, well as being top on the minds of boards of
directors and those charged with governance.
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22. Talent shortages



Q: In which areas To provide insight into the talent shortages, participants scored different
: job functions on a scale of 1 to 5 where 5 represents a pronounced

are you currently shortage.
experiencing the
greatest shortage of The highest average score was assigned to non-executive directors,

ahead of underwriting skills and information technology. Many other
insurance skills followed closely behind, including actuarial, risk and
capital management, as well as the lack of executive directors and audit
committee members.

skills?

In 2012 the top three shortages were identified as underwriting, actuarial
and non-executive directors. Non-executive directors were a concern for
the mid-sized companies.

Many potential candidates are involved in other parts of the financial
sector and may therefore be deemed to have ‘conflicts of interest’.
Onerous responsibilities placed on by directors, as a result of new, more
stringent regulations, mean that suitable candidates are not always
willing to participate.

Interestingly, one CEO stated that under the current rules, he would not
be willing to take on a non-executive director position.

Figure 49:

Non-executive directors o EEEE————— 5012

Underwriting
Information technology (IT)
Actuarial

Risk management .

Executive direCtors | —
Audit committee
Capital management
Financial reporting
Compliance
Internal audit

Administration :

0 1 2 3 4 5

Maximum score is 5

Based on responses from 29 companies in 2014 and 2012
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Q: Can you name the Ranking of peer companies by participants

top three insurance 31 participants provided peer assessments of companies in the industry.

companies 1in A simple scoring method awarded three points to first place, two points
terms of success to second and one point to third place. This allowed the insurance

(p erformance, companies to be ranked according to a cumulative total score.
presence and Insurance companies were asked not to record an opinion unless
momentum) across they were active in that segment, and were comfortable in providing

a variety of different 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. In some instances, respondents only nominated
companies for first and second place.

markets?

Table 14: Products

Alternative risks transfer

Ranking First Second Third Score  Change
Guardrisk 14 4 1 51 ->
Centrig 5 7 1 30 >
Hollard 2 1 5 |
RMB

Structured 1 E 4 3
Clientéle Life 1 3 7
Mutual &

Federal g s ?

*Based on responses from 20 companies

Assistance business

Ranking First Second Third Score Change

¥

¥

*Based on responses from 15 companies
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Table 15:

Credit life
Ranking First Second  Third Score Change
‘Hollad 4 3 1 19 A
‘ABSALfe 4 2 1 17 .
‘Standard 2 3 2 14 A
OdMutual 1 T2 7 A
‘Regent 2 & =
FNBLE 3 & 2
‘Lion of Africa T 2
Capitec R
e R
Libertylife . 1.
*Based on responses from 14 companies
Customer relationships
JRanking e Second e ... Score RSN
Outsurance NN 3. ... - 2 . A
Discovery 6 2 22 Y]
Saem 08 8. BT
Hollard 3 3 1 16 A
‘santam 1 s 1 12 s
MM|3 ..................... 1 .......................................... 11 ................. -) ...........
OdMual 28 S
Liberty Life L 2. ! ... A
Jelesure ... L -
Fedew .
LLLCA o 1. -
SlenteleLife  NENNG—_—_—-_C .. - . - -
Standard 1 1 >
Insurance

*Based on responses from 24 companies



Table 16:

Group business - Investment

Ranking | First Second  Third  Score Change
Old Mutual 5 2 19 ->

v 2 T 1no P
T - R T
LbertylLife 2 28 Do
Sentam ] L ) ]
S 1 s

T
o 1 > 2

T e - T e s

*Based on responses from 10 companies

Group business - risk

Ranking First Second  Third Score Change

pearce 1 s a

Outsurance T I
w1 S -
Teleswre T 2 a2

*Based on responses from 13 companies

Table 17:

Health insurance (not medical scheme business)

Ranking First Second Third Score Change

*Based on responses from 15 companies
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Table 18:

Innovation

Ranking First Second  Third Score Change
Discovery 6 5 58 >
‘Outsurance 4 121 7 >
‘Hollard N > 5 15 >
Telesure N e s 0 o8
LibertyLife N 2 8 A

e T

*Based on responses from 28 companies

Investment products

Ranking First Second  Third Score Change
......................................................................................................................................... ”
......................................................................................................................................... _)

Vi

A
r
.
7
A
Investment
Solutions 1 1 =
*Based on responses from 12 companies
Table 19:
Life risks products
Ranking First Second  Third Score Change

*Based on responses from 14 companies



Table 20:

Marketing strategies

Ranking First Second  Third Score Change
Outsurance "o 1 2 37 r
‘Discovery 7 A 1T 0 8
‘Hollad 1 5 4 17 r
‘santam 1 3 2 "o >
MM|228 ................ 7' ..........
‘salam 3 2 8 r
‘King Price 2 1 . 7 r
Liberty Life 3 7 . 7 r
Telesure T 1 1 6 r

1 s s
leay .......................................................... R & ..........
odMutua T2 8

*Based on responses from 25 companies

Table 21:

Motor insurance

Ranking . I Second = NIHTEINN Score B e |
_______ v
_______ =
>

........................................................................................................................................... ”

........................................................................................................................................... §|

........................................................................................................................................... z

WY e B

el s s s

AlG .................................................................. 1 2 ................ z ..........

*Based on responses from 24 companies
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Property (excluding motor)

Ranking First

Mutual &

Federal 2 5 o =
AlG ................................................................ 4 ............................................ 8 ................. ” ...........
Alianz T 14 r
Telesure T 1 3 8
AON .............................................................. 12 ................. z ...........
ACE ..................................................................................... - - s ...........
Discovey T 1 r
‘Standard T 1 r

*Based on responses from 23 companies
Table 22:

Technically competent staff

Ranking First Second Third Score Change

"4

]

]

*Based on responses from 25 companies
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24. Appendices
Methodology and participants




Methodology and participants

Methodology

Previous experience in the financial services sector, has shown that personal interviews
with senior executives using a standard questionnaire offers the best research approach to
reveal strategic insights.

The questionnaire was administered during interviews of approximately one hour.
Interviews were conducted in June 2014 in Johannesburg and Cape Town, July in Nairobi
and August in Lagos.

Responses have not been attributed to individual insurance companies, but rather
collectively to all participants, which included three reinsurers and two cell insurers, and
in a more narrow focus of just those categorised as either short-term insurance companies
or long-term insurance companies.

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

The report attempts to provide guidance on the direction the short- and long-term
insurance industries will follow over the next three years.

South African participants

Table 23:
Name Position Insurance company
Anton de Souza Chief Executive Officer 1Lifedirect
Andries van Staden Managing Executive Absa Insurance
Jannie Venter Managing Director Absa Life
Daryl Devos Managing Director Africa Re
Gari Dombo Managing Director Alexander Forbes Insurance
Rudi Schmidt Group Chief Executive Officer ASSUPOL
Frik Rademan Chief Executive Officer AVBOB
Gareth Beaver Chief Executive Officer Centriq Insurance
Wayne Abraham Managing Director AIG
Basil Reekie Managing Director Clientéle Life
Herschel Mayers Managing Director Discovery Life
Herman Schoeman Managing Director Guardrisk
Achim Klennert Managing Director Hannover Re
Meetash Patel Group Strategy Hollard

Chief Executive Officer of

Steve Braudo Retail SA Liberty Group

Adam Samie Managing Director Lion of Africa

Nicolaas Kruger Chief Executive Officer MMI

Junior John Ngulube Managing Director Munich Re

Raimund Snyders Chief Executive Officer Mutual & Federal

Ralph Mupita Chief Executive Officer Old Mutual Emerging Markets
Willem Roos Joint Managing Director Outsurance

Mike Jackson Chief Executive Professional Provident

Society
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Name

Position

Insurance company

Corrie de Bruyn

Chief Executive Officer

PSG Online

Jurie Strydom

Chief Executive Officer

Regent Life/Regent Insurance

Johan van Zyl Chief Executive Officer Sanlam

lan Kirk Chief Executive Officer Santam

Cedric Masondo Chief Executive Officer SASRIA

Denise Shaw Managing Director Stan;lard Bank Insurance
Services

Tetiwe Jawuna

Managing Director

Standard Bank Insurance
Brokers

Johan van Greuning

Managing Director

Standard Bank Insurance

Leon Vermaak

Chief Executive Officer

Telesure

Andrew Culbert

Managing Executive

Vodacom Insurance

Edwyn O’Neill

Chief Executive Officer

Zurich Insurance




Insurance groups

The information provided is considered proprietary and remains
confidential. Results are therefore presented in an aggregated and
anonymous group format, certified as either short- or long-term
insurance companies. The members of the different groups are as follows:

Short-term insurance

companies:

Absa Insurance

Alexander Forbes Insurance

AIG

Hollard Insurance
Lion of Africa
Mutual & Federal
Outsurance

Regent Insurance
Santam

SASRIA

Standard Insurance
Telesure

Zurich Insurance
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Long-term insurance
companies:

 1Lifedirect

e AbsaLife

* ASSUPOL

* AVBOB

* AIG
 Clientele Life
* Discovery Life
* Hollard Life
* Liberty Life

e MMI

* Old Mutual

* Professional Provident Society
e PSG Online

* Regent Life

e Sanlam
Reinsurance companies:
* AfricaRe

° Hannover Re
* Munich Re
Cell insurers:

e Centriq

e Guardrisk



25. Background data




Short-term insurance

Short name Total gross premiums written (a) Share of total primary market (a) %
R’000
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Short name Total gross premiums written (a) Share of total primary market (a) %
R’000




Short name Total gross premiums written (a) Share of total primary market (a) %
R’000

Source: Financial Services Board, 2012 Annual Report - Fifteenth Annual Report by the Registrar of Short-term
Insurance, 2012

(a) Insurers who have not written any gross premium, or where the amount of gross premium written is

negligible, have been omitted, and the figures for First Central have not been included due to the process of
curatorship.

Short-term reinsurers

Short name Total gross premiums written (a) R’000
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Long-term insurance

Short name Gross premiums Share of total primary market %




Short name Gross premiums Share of total primary market %

Source: Financial Services Board
2012 Annual Report - Fifteenth Annual Report by the Registrar of Long-term Insurance 2012
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Long-term reinsurers

Short name Total gross premiums written (a) R’000

1805 182

(a) The figures for New Era Life and Resolution Life are not included due to the process of curatorship.

PwC i 105



@9juBIENL)
ayesodion

[elausn)
=TEN )

[eqo|o
zuel|ly

" seqio4
Japuexaly

- 80% €01 : : : : esqy

aweN poys

(e)uoissiwwio) | (p)paunour i (d)uonuslay i  (ssoj)Ayoud usapum i (ssoj)ayoud UBMM
: swie|9 : i Bunumaepun i swniwald i Bunumispun i swniwaid

m:___._.;?hm—..v:D YoN | mr___.;?-OUCD
T sebeyusoled

SSauUISN( JJe.J9A0 JO MIIAJY :2oueInsul uLlal-1.I10Yys

Insurance Industry Survey 2014 — South Africa




Jaysubury

a9juelent) o
1paID BNy g

‘pesijejoads
Aunbapu

ssjuelEND
ueoT SWOH

" JeuoneN
uelpJens)

podx3

Syl cel- : :G00 621- : : : Aanoosiq

(sso)) : (9)sesuadx3y (8)uoissiwwon (P)paainoul : (d)uonusrey (ssoj)/yo0ad UsSIM (ssol)/youd : uSIM mEmztocw
/ajoad swie|) : i Bunumaepun i swniwald i Bunumispun i swniwaid H

Bunmiapun 1oN



12€G6ES  : 10S 0ge £ 900 509 ehjey
ovE069 L 6LE/8 ¥0/€28  ¥829Eh G529k 9 i Jueboy
vl b6 1G/G 109~ 1669256 ‘soueINSSY

. . [eninj\| puey
mo_L,.mcc_n_...
c>>ot:mn_...
961 0€6 | souBINSINO

YHEeH |
[eninp PIO

JeapeO
/€S TLL gzzSLL  :659€  :8929. g i 1SINUNED
LIS io0.vS  iegc0e  i60SZ  iverss i1 ySiy BAON
W6 Lie ery 8l vl 696 LLL e i SN
eehlog 600668 ‘osoest gk [euoneN
MBN
192 822 £28 298 dnoiBpaN

lesopa
pue [eninjy

€91 cl99 : 668G 1 1168¢lG¢€

painonng
WINJUSWOIN

10.2 112

anleUIBYY
WINJUSWO|A

296 GOt (€18 650 |

aweN Hoys

(ssol)ayoud uapum i (ssoj)ayoud uapum | (g)ewodu
i Bunumaepun i swniwald i Buumispun i swniwald i JUsWISaAuU|

.................................................................................... punLmispun |

Insurance Industry Survey 2014 — South Africa



Z10¢ dURINSUJ ULI3)-1LIOYS JO 1e1IsISoY 9y} Aq 110day [enuuy [yIuaalid - 110day [enuuy gL0g pIeod SIIIAIIS [RIDURUI] :92IN0S

[N
Bt ettt stttlttttstetttsetsttsttstistsstsiisestsitsitsstssrserssisessssess m
Lv¢ 0c6 S 1 €698 ¥y ¢9 : 6.€ G8¢ O} 1905666 98 :¥c686V S :c€c €099y [elol
: : : : : : o
" Buioueul4 &
3siy younz
O younz

" jeuoneN
uJeIsop

[eJousn)
pue yonJ|

auLe
puelepuNg

686 85t z81 852 .eezel  oprss e i 5 \_cmw

(sso)) i (e)sesuadx3 | (d)uoissiwwog : (p)pasinou 1 (ssol)ayoud uspum i (ssoj)/ayoud : uspum i (q)ewoour i (e)sempiqel) ;i (yw) i sweN poys

/oud : 1 i swniwaid i Buumiopun i SWNIWRI | JUSWISAAU| i SSO| S}OSSY | Pud
: " : I IR R © Jeap




‘diysiojeind

Jo ssad01d 93 01 9aNp papn[dUl JOU d1e (UOIU[) YINOS A[snoiaaid) soueinsuray snitowry 10j saindiy oy, (3)
‘uonepmbi] 01 snp apnpur jou 1. 23ueIQ I0J

sa1n31y oy ‘uonippe uj ‘dIysioleind Jo ssa201d a3 01 SNp pPaPN[OUI JOU DIk [RIIUSY) ISII 10§ 21Ny oyl (§)

‘usnIm suniwaid 19u Jo a8ejuadiad e se UMOYS I8 SWAI 3saY L, ()

‘paures swniwald 19U Jo 93ejusdiad & SB UMOUS SI pa.Imoul swire) (p)

‘swnruwald 19U se paurelal ‘usnim swnrurald sso1d jo adejusdrad a3 syussaidar uonuslay (9)
"STUSUIISIAUL JO UOTIBSI[BAI UO SISSO] 10 s11joid pasijearun papnoxa saIndid (q)

“JuswaImMbaz 19sse [RUONIPPE 9Y1 SPN[IXS SAIN3T (B)

igeee8l9 i 61€€20 L} 896 V6V 16 i VEL 8/8S €T6GSL6Y | { lejoL pueto g

. g

&

g

=

(@]

n

|

: Xt

19'8 802 199 ¥8 e6L€86 L9z 6Lk {819 1vge i29L¥ElL |18 1G9 ey 9

: : : : : : JaAOUUBH 5
T Y A S S A S A e crvu,
............ (sso) ; (e)sesuadx3 | (s)uoissiwwo) | (p)paunoul : (dJuonualey : (ssoj)ayosd i uepum: (ssoayosd i uenuM i (q)ewoour i (e)semigel i (Uiw) i SWweN Hous 3
/noad : swiel) : i Bunumispun i swniwald : BuMIapun i Sswniwald : JUSW]SAAU| i SS9| S}OSSY i  pud : RS
................................................................................................................. : S
Z

RS

sabejuaolaed : .........



- - L2 9GO0 | IS €€0 €1 €68 .. - ¥.c88¢0¢ ¥/8GS9G€c 1.8 9GS €C SUONIN|OS JUBWISSAU|
- 166 ¢.€ - LS V81 vl . A4 K 8¢ 0G¢ G00 G} GO0 G} a3l

- - ¢6c 9 189 2199 280 8G} - €86 0/¢ 1€ 080871 €€ 080 8¥I} €€ 091SaAU|

00v G99 /GG 18 €Ly cE /2 8E6 6l LLC €0G ey G9¢ 9EE ¥ 196 6¢¢ ¥ 0ey GOV ¥ 8jI esqy

- - 9/8 0¥¢ 1Z4%] ¢S¢ G614 - 7¥8 9¢€ 8l¥ €c¢ v.¢ lce 1oalig e |
sJaJansul EmE_Ln_...
pired ain)yipuadxa awooul awooul sasuadxa S1S09 swnjwaud swnjwaud
sHjauaq 19N aweu Joys
spuapialg 19410 19410 jJuswiIsanu| Bunesado uolisinboy 19N ssoJn



¥8¥ 08. 6

0S¢

¢l 160 ¢L
961

8¢8 8.v

768 ¥80 €9
10C 18

€88

G/l¢

698 61

09¢ |

000 v25

lelviL L
626 9¢€

6eSELV €
7S 096 ¢

709 029

clocer |

000 002

awoaul
jusWISaAU|

soasuadxa
Bunesado

0.6 90¢ ajdoad |eay
€66 16¢ | yleamainingd HSd
I8¢ 9lE ¢ oljojuod [eiuspnid
6cy 799 | 8417 sI0saId
9€¢ v0€ ¢ Sdd
€L €01 8} 9ouUBINSINO
1G6 895G ssiy [EMNA PIO
/85 SES 6§ [N PIO
L0€ 18 jusosal) m_mmo...
- oy m:moymz...
€25 0v¢ ay Hmwz...
62SELY € 8y painjonisg Qsem_umz...
881 ¢¢l € ssy aji Qsemvmz...
G96 9¢€¢
8.1 060 9¢
6v9 28V |
- [eUOBUIBIU|
a4 ueyjodoilo|
¢6 8¢€ O}

Insurance Industry Survey 2014 — South Africa



“d1ysoeind Jo ssoo01d oY1 01 SNP PIPN[OUL JOU SIB JI'T UOHIN[OSIY 10J s2In3y 3y L, (q)
*d1yys101eIND JO $S9201d I 01 NP PIPNIIUT I0U I. I BIF MIN I0J s21n31J o], (B)

°
ZI0Z™oueansuy U
............................................................................................................................... w19)-3u07 Jo JensI3ay 2y Aq proday renuuy yiusayr] - 3rodsy renuuy ¢yQg PIEOF SIIAIRS [RIDURUL] :991M0g M
€¢S e G¢ 69L €V9 L 090 ¥81L 91 1Ol 856 6€¢C 010 €0. 62 LIy 09L 91 Y99 €SV 6.¢ G¢¢ vev LEE 980 ¢l 19€ [ejol puey
000€9E  e6vose  iwkey 06168 l60sy g8 vy svsessy  L9,.089  se6006L feloL
o00Sez @8k 6e ge8sse 62061l sreer €6CE90L  L100SEL  S8LOBEL  oHjeIsSMS
- T - g9z oL olgeL glLos . NV g8, BOLY HOOS
e sy yeo glo1 nss we 9866 evsoL gotoL  eyunyes
- o6y sca6r riees e 98l e8gcc  sgoo  osewiOL voH
0oy vver - sevioL  leyes olovsL 09666l L  Sveci L  leeeet oH Youn
R e6v 1Ol AT o60rL erves e9scel GLLge6  eleos L skeeel oH oy JenouueH
o026 - - coLo6l 8svs 8890 6vz6yyL  l9LOBLL  c8Lsogl  eHW®D
s s s A i s A
£25188v2  0/2/86L  6I6VELOL IELOZL6EC  L602SC6C  08SS6COL  6LLvOvpiC 8Srolovee oeoegeese el
0066 v A wy poLL s 2882 60l 080t  arjyounz
- - st 08 weeL - - osvz. 662901 es£90L oy SIsIoM
oovoL e,  LL sigey olees - s8%0L  6e9cie  ee9eke oy uown
- gooesl vkl 865892 - seLy yseseLE  SLLlwlv  S.Lbwiv  ejeubls

- 9Lv G5 £5€ £95 v62 €1 - 6vb 128 £6 /€ £6 /G€ xajpedng
SlE €9 £96 961 56582 GS6.0L € - - - - 960 L9€ 2 ..
0000LL+ - - 196 /€ 560 002 - £0Z £08 /€25982  2SL00V € [eJoUSD) PIepUBIS

629 vel g8 1 009 - 5202 €0V ¥ 069 8¢ oy vews

/87102 €650 - - - 06v8i8 L  06880.Z 068802 oSS

- ¥S6 €¢ €0} 6 006 615 | 015 009 180 089 9¢98.L ¢ G2l GS€E S 0GG 08€ S Buidojensq wejueg
pasiwoisny Wejues

pired ainjipuadxa awooul awooul sasuadxa S1S092 swnjwaud swnjwaud
SHjauaq 19N aweu Joys
spuapialg 19410 9410 JUSWISaAU| BunesadQ uonisinboy 1°N ssoJD




Africa insurance premium market shares

Country ! Life : Non-Life : Total
i Premiums i Premiums i Premiums

i 2012 i 2012

South Africa 47.0%

Algeria

Angola

Namibia

Tunisia

Mauritius

Latin America

North America

Oceania

Total World . 1000% :  100.0% :  100.0% 100.0% 100.0% 100.0%

Source: Swiss Re Sigma Report
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Africa insurance premium volumes

Africa

Morocco

Nigeria

Algeria

Angola

Namibia

961056 898 413 372242 380 366 1333298 1278 780
881005 946 727 659 679 684 972 1540684 1631 699
72 567 80 363 96 690 103 437 169 257 183 800
""""""""""""""""""" 621266 . 585193 . 776094 . 799407 . 1397360 . 1384599
America : : : : :
Qceania_ : 45461 ¢ 47485 ;i 41418 42182 : 86879 : 89638
Total 2 630 274 2 608 091 1968 677 2 032 850 4 598 951 4 640 941
R T W T T
Source: Swiss Re Sigma Report
Africa macro-economic data
Country GDP Real GDP Population Inflation rate Exchange
% rate
2013 ($bn) 2014 (‘m) 2013 (‘m) 2012 (%) 2013 (%) 2013
(Change in
%.»)
Nigeria 509 5,4 7,0 171.2 12.2 8.5 1.93
(rebased)
South Africa 351 1,9 1,4 52.8 5.7 5.8 17.57
Morocco 105 4,4 3,5 32.9 1.2 1.9 -2.55
Egypt 272 2,1 2,2 82.1 8.7 6.9 7.54
Kenya 53 4,6 53 44.0 9.4 5.7 1.88

Source: Swiss Re Sigma Report
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Africa premium density and penetration rates
2013 Premium Density (per capita) 2013 Premium Penetration rate (%)

: : : Non-Life

Morocco

Nigeria

Algeria

Angola

Namibia

Source: Swiss Re Sigma Report
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26. About PwC




At PwC we apply our industry knowledge and professional
expertise to identify, report, protect, realise and create value
for our clients and their stakeholders. The strength of this
value proposition is based on the breadth and depth of the
firm’s client relationships. Networks are built around clients
to provide them with our collective knowledge and resources.
Our international network, experience, industry knowledge
and business understanding are used to build trust and
create value for clients. We are committed to making PwC
distinctive through consistent behaviours that enable the
success of our clients and people. We call this the PwC
Experience and it shapes the way in which we interact with
clients, with one another and with the communities in which
we operate. This, along with our core values of Teamwork,
Leadership and Excellence — and our strong Code of Conduct
— guides us in all that we do.

Contact details:

Financial Services Leader: Africa

Tom Winterboer
+27 11 797 5407

Long-term Insurance Leader: Africa

Victor Muguto
+27 11797 5372

Short-term Insurance, Investment management and
Medical Schemes Leader: Africa

Ilse French

+27 11 797 4094

Advisory Financial Services Leader: Africa
Pieter Crafford

+27 21529 2324

Actuarial Services Leader: Africa

Mark Claassen

+21 21 529 2522

Banking and Capital Markets Leader: Africa
Johannes Grosskopf

+27 11 797 4346

Retirement Funds Leader: Africa

Gert Kapp
+27 12 429 0059
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South Africa

Private Bag X36
Sunninghill
2157

Tel +27 11 797 4000
Fax +27 11 797 5819

Contact: Tom Winterboer

Southern Africa

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

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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