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EXECUTIVE SUMMARY
This Discussion paper –
 Outlines the results of the reinsurance regulatory review carried out by the
Financial Services Board (FSB);
 Sets out the challenges inherent in the current regulatory framework relating
to reinsurance;
 Puts forward a number of proposed reforms aimed at mitigating these
challenges; and
 Invites feedback from industry regarding the above.
The objective of the review is to assess how best to revise and develop the
current prudential regulatory framework to ensure that reinsurance arrangements
within South Africa allow for and support the objective of insurance regulation –
namely, to promote the maintenance of a fair, safe and stable insurance market
for the benefit and protection of policyholders. The Discussion Paper recognises
that for this objective to be achieved, an appropriate and effective prudential
regulatory framework that aims to preserve the safety and soundness of insurers
and contribute to the stability of the financial system as a whole is critical, and
that key to such a framework is appropriate and effective prudential requirements
relating to reinsurance arrangements.
The proposed reforms, once final, will be given effect to in the Insurance Bill,
2015 and the related subordinate legislation.
Key proposed reforms relate to:


Participation in the reinsurance market. Participation of foreign insurers in the
South African market will be broadened by allowing them to operate on a
branch basis, thereby improving reinsurance capacity, competition and the
spread of reinsurance risk. The concept of “approved” and “non-approved”
reinsurance that currently applies to cross-border business conducted with
foreign reinsurers will be replaced by the new framework. Different prudential
requirements will apply to locally-incorporated reinsurers, branches of foreign
reinsurers, and Lloyd’s to reflect their different prudential risks. The treatment
of reinsurance for the purposes of the solvency assessment of a cedant
(re)insurer will also differ depending on whether business is conducted with a
locally-incorporated reinsurer, branch of a foreign reinsurer, Lloyd’s, or with a
foreign insurer on a cross-border basis, to create a level playing field that

reflects the different prudential risks that arise from different modes of
reinsurance.


Conducting reinsurance business. No composite reinsurers will be allowed.
To avoid fronting, there will be a maximum limit that any insurer or reinsurer
may retrocede to another insurer or reinsurer. Linked insurance will not be
allowed to be reinsured.



Governance, Capital adequacy and Reporting. Specific requirements for
governance, capital adequacy and reporting will be applied to branches of
foreign reinsurers and the South African representative office of Lloyd’s.



Treatment of reinsurance for solvency assessment of direct insurers. For the
purposes of the financial soundness calculation, the credit rating of the
reinsurer will be adjusted depending on the form of the reinsurance used, so
as to:



Create a level playing field for locally-incorporated reinsurers by adjusting
for the sovereign cap on their credit ratings; and
Adjust the measure used to assess the risks arising from reinsurance
arrangements entered into with foreign (re)insurers to capture a
supervisory assessment of the prudential risks and externalities,
depending on whether the business is conducted through a branch
operation or on a cross-border basis.



Reinsurance contracts. The allowance in the prevailing legislative framework
for “pay-as-paid” clauses will be removed.



Transparency and accessibility of information. Reporting of the use of
reinsurance will be more granular under the SAM framework



IFRS & Tax. Given the various governance and risk management frameworks
that will be required of branches, it is expected that the tax residency of a
branch will be South Africa and that financial accounts in accordance with
IFRS will need to be filed together with a South African tax return.

Comments on this Discussion Paper, specifically in respect of the proposed
reforms set out in Chapter 3, are invited by no later than 1 June 2015. Comments
should be submitted by e-mail to SAM.ReinsuranceReview@fsb.co.za.
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Reinsurance Regulatory Review – Discussion Paper

CHAPTER 1: INTRODUCTION
1.1 A new context for prudential supervision of reinsurance
This Discussion Paper outlines the results of the reinsurance regulatory review carried
out by the Financial Services Board (FSB) and proposes reforms to the reinsurance
regulatory framework in South Africa.
The review was undertaken against the background of the new risk-based solvency
regime, Solvency Assessment and Management (SAM), for insurers (both direct
insurers1 and reinsurers2) that will establish a forward-looking risk-based approach to
solvency by aligning capital requirements with the underlying risks of an insurer. The
SAM regime is principles-based regulation based on an economic balance sheet, and
utilises a three pillar structure of financial soundness (Pillar 1), governance (Pillar 2),
and reporting (Pillar 3). Its primary objective is the protection of policyholders and
beneficiaries.
The review was informed by –


the comprehensive overhaul of financial sector regulation in South Africa being
undertaken by the National Treasury in consultation with the FSB and the South
African Reserve Bank (SARB). This overhaul will see the establishment of a “Twin
Peaks” approach to financial sector regulation by separating prudential and market
conduct regulation mooted in the National Treasury Policy Document, A safer
financial sector to serve South Africa better, 23 February 2011;



the overarching principles that should be applied in designing the future regulatory
and supervisory approach to financial sector regulation laid out in the Implementing
a twin peaks model of financial sector regulation in South Africa document published
by the joint National Treasury-SARB-FSB Financial Regulatory Reform Steering
Committee on 1 February 2013; and



the objectives of the future prudential regulator (the Prudential Authority) proposed in
the draft Financial Sector Regulation Bill published by the National Treasury for
comment in December 2014.

1.2 Objective of the review
The objective of insurance regulation is to promote the maintenance of a fair, safe and
stable insurance market for the benefit and protection of policyholders. This objective is
1

2

A direct insurer is an insurer that primarily conducts insurance business with natural persons and legal entities
that are not also insurers.
Reinsurers include direct insurers that also conduct reinsurance business with other insurers and insurers that
only conduct reinsurance business.
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achieved, amongst others, by an appropriate and effective prudential regulatory
framework that aims to preserve the safety and soundness of (re)insurers and to
contribute to the stability of the financial system as a whole. An important element of
such a framework is appropriate and effective prudential requirements relating to
reinsurance arrangements.
The reinsurance market in South Africa plays a crucial role in the insurance sector, as
indeed it does in insurance markets across the world. Reinsurance contributes to the
safety and soundness of insurers and the stability of insurance markets. It assists in
improving the risk profile and the financial soundness of insurers by diversifying and
limiting accumulations of risk exposures, and consequently creating underwriting
capacity. It provides insurers with lower or more predictable claims costs. It also
reduces volatility, and thus the uncertainty of insurers’ pricing risks, by pooling
diversified risks. However, to achieve this, the regulatory framework must balance
access to reinsurance with ensuring that reinsurers are able to meet their obligations as
they fall due. In particular, reinsurance arrangements introduce credit, operational and
legal risks, which present a potential threat to the prudential regulatory framework if
inadequately addressed.
The review therefore aimed to assess how best to revise / develop the current
prudential regulatory framework3 to ensure that reinsurance arrangements within South
Africa allow for and support the objectives of insurance regulation.

1.3 Principles that informed the review
The following specific principles informed the review of the reinsurance regulatory
framework:


Comprehensive and consistent: The regulatory and supervisory frameworks must
identify and address inappropriate risks and gaps in the regulatory coverage of
financial services activities. These frameworks must limit opportunity for regulatory
arbitrage between comparable financial services by ensuring consistent principles
and rules for comparable activities. The supervisory framework must also ensure
comprehensive coverage and consistent supervisory intensity based on identified
risks.



Outcomes-based: The regulatory and supervisory frameworks must adopt a blend
of principles- and rules-based regulation to achieve the desired regulatory outcomes.
Where principle-based regulation is used the framework must ensure the principles
are legally binding and enforceable.

3

A high-level summary of the current legislative framework is set out in the Annexure.
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Risk-based and proportional: The regulatory and supervisory frameworks must
enable the regulator to assess the risks associated with different regulated activities,
systems, and entities or groups of entities. The frameworks must be sufficiently
flexible to ensure that regulatory, supervisory and enforcement approaches are
proportionate to the risks.



Alignment with applicable international standards: The regulatory and
supervisory frameworks must adhere to applicable standards set by relevant
international standard setting bodies. In respect of (re)insurers, the international
standard setting body is the International Association of Insurance Supervisors
(IAIS), which has issued Insurance Core Principles (ICPs) with which all jurisdictions
must comply. South Africa has and will continue to play an active role in shaping
such international standards.



Consistent with international trade obligations: The regulatory and supervisory
frameworks must ensure that international trade obligations are met and will
continue to be met. In respect of insurance, the General Agreement on Trade in
Services (GATS) and its financial services annex is the first and only set of
multilateral rules governing international trade in services.



Avoidance of cross-border regulatory arbitrage: The regulatory and supervisory
frameworks must avoid or mitigate opportunities for cross-border regulatory
arbitrage. Regulatory arbitrage is the practice whereby firms take advantage of
loopholes in regulatory systems in order to circumvent unfavorable or stricter
regulation. Arbitrage opportunities may be accomplished by a variety of actions,
including restructuring transactions, financial engineering and geographic relocation.
Regulatory arbitrage is difficult to prevent entirely, but its prevalence can be limited
by closing the most obvious loopholes.



Level playing fields and a competitive reinsurance market: The regulatory and
supervisory frameworks must achieve fairness; i.e. reinsurers allowed to participate
in the South African reinsurance market must be subject to similar requirements for
undertaking similar activities.



Maintenance and enhancement of current reinsurance skills and expertise: A
strong local reinsurance market contributes to the wider economy, and attracts
inward investment and promotes external trade. The regulatory and supervisory
framework must support ongoing development of the local reinsurance industry. A
strong local reinsurance industry can also act as a hub for reinsurance business into
Africa4.

4

This principle is consistent with broader national government policies and objectives.
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1.4 Scope of the review
The review focused primarily on the prudential (safety and soundness) considerations
relating to reinsurance5. Accordingly, the proposals relate directly to regulatory reforms
to the current prudential framework for reinsurance. The proposed reforms, once final,
will be given effect to in the proposed Insurance Bill, 2015, that will entrench SAM in the
regulatory framework.
The reforms therefore focus on the prudential requirements for the conduct of
reinsurance business and the recognition or treatment of reinsurance in assessing the
solvency of insurers. The proposed reforms span across permitted institutional forms,
permitted reinsurance business, acceptable contractual arrangements and the three
pillars of SAM (Pillar I: financial soundness, Pillar II: governance and Pillar III:
Reporting).

1.5 Elements of the review
1.5.1 International scan, market surveys and public policy assessment
An external consultant was appointed to undertake a reinsurance regulatory framework
assessment, in consultation with identified stakeholders, on specific aspects of the
prevailing legislative framework.
The assessment was designed to address the following key questions/issues:


Whether to allow foreign reinsurers6 to operate on a branch7 basis in South Africa in
future, and if so, under what circumstances (including local regulatory capital
requirements);



Whether to allow reinsurers to continue to operate on the basis of a composite
licence8 in the future; and



Whether to continue with the concept of “approved” and “non-approved” reinsurance

5

The paper does not propose market conduct reforms (including in respect of the intermediation or distribution of
reinsurance) in relation to reinsurance activities. This is not to say, however, that these activities are not under
regulatory scrutiny. The regulatory framework for these activities will be reviewed as part of the broader conduct
of business reforms that are underway, which will culminate in the proposed Conduct of Financial Institutions Bill
(see the National Treasury document “Treating customers fairly in the Financial Sector: a draft market conduct
policy framework for South Africa”, December 2014, http://www.treasury.gov.za/public%20comments/FSR2014/).
A foreign reinsurer is an institution that is authorised and supervised by another regulatory authority to perform
business similar to reinsurance business under the laws of a country other than South Africa.
A branch of a foreign reinsurer means an operating entity of a foreign reinsurer that is not a legal entity separate
from the foreign reinsurer, and is part of a foreign reinsurer in terms of its organisation.
A composite licence means that a single legal entity is permitted to be registered to conduct both long- and shortterm insurance business under each of the Insurance Acts.

6

7

8

-4-

Reinsurance Regulatory Review – Discussion Paper

as currently defined in the Long- and Short-term Insurance Acts (“the Insurance
Acts”) or whether an alternative basis should be adopted to protect the financial
position of local insurers from non-performance by reinsurers, specifically reinsurers
operating outside the Republic, taking into account the different standards of
supervision that non-resident reinsurers may be subject to in their home
jurisdictions.
Other secondary issues that were also considered by the external consultant’s research
document included:


The recognition of the impact of non-proportional reinsurance;



Ongoing developments in International Financial Reporting Standards (IFRS) and
their potential impact on the activities of reinsurers; and



Tax implications of reinsurance contracts (reinsurance contracts as a whole and offshore reinsurance in particular).

To address the above questions, the external consultant undertook the following:


International scan: Assessment of other jurisdictions and international best practice
and trends in the structuring of global reinsurance operations;



Market surveys: Interviews with reinsurers operating in South Africa to understand
their strategies and business challenges; interviews with local insurers to understand
their reinsurance needs and key factors influencing their reinsurance decisions;
interviews with local reinsurance brokers to understand the factors driving
reinsurance placements The surveys aimed to gauge the sentiment of the existing
insurance market toward current reinsurance requirements and the key decision
factors driving the demand and supply of reinsurance (including its intermediation) in
South Africa; and



Public policy assessment: Examination of national interest issues with respect to
the local reinsurance industry.

The report9 on the above assessments is not summarised or repeated in this Discussion
Paper, but the report was taken into account in formulating Chapters 3 and 4 of this
Discussion Paper. The report is published alongside this document and is available on
the FSB website (www.fsb.co.za).

9

Solvency Assessment and Management – Reinsurance Regulatory Framework Review, PwC, June 2013
compiled by PwC.
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1.5.2 Supervisory considerations
The review also assessed how best the future regulatory and supervisory frameworks
could address a number of supervisory considerations relating to reinsurance and how
best to address or mitigate the risks associated with these considerations. These
supervisory considerations include–


Inward reinsurance10 business written by primary insurers and the retrocession11 of
such inwards reinsurance business;



The continued appropriateness of the prevailing South African regulatory framework
relating to Lloyd’s of London (in respect of both primary insurance and reinsurance);



Intra-group and related party reinsurance;



Inwards and outwards reinsurance by cell captive insurers (including the promoter
cell)12;



Reinsurance of linked investment business13;



Fronting arrangements14 and the extent to which reinsurance is used in such
arrangements;



Treatment of non-traditional types of reinsurance and alternative risk transfer15;



The provisions of reinsurance contracts; and



Transparency and accessibility of information on reinsurance arrangements.

1.5.3 International obligations, standards, guidance & EU equivalence
The review also included an assessment of the extent to which the proposed reforms
are consistent with international obligations, standards and guidance, including –


GATS and its financial services annex: The GATS16 is the first and only set of
multilateral rules governing international trade in services. GATS came into force in

10

Reinsurance business accepted or written by an insurer or reinsurer, as opposed to outwards reinsurance which
is ceded to a reinsurer.
Retrocession is a form of reinsurance. It is the practice of one reinsurer insuring its reinsurance business with
another reinsurer.
Taking into account the FSB Discussion Paper titled “Review of Third-Party Cell Captive Insurance and Similar
Arrangements” published on 11 June 2013.
Linked investment business means insurance where the insurance obligations under a policy are determined
solely by reference to the value of particular assets or categories of assets which are specified in the policy and
are actually held by or on behalf of the insurer specifically for the purposes of the policy.
Fronting is the practice whereby a foreign (re)insurer finds a locally registered insurer to underwrite specific risks,
which risks are then in full or in large part reinsured or retroceded to the foreign (re)insurer. The locally registered
insurer which acts as a "fronting (re)insurer" receives a “fronting” fee for this service to cover administration and
the potential default of the foreign (re)insurer, because in the South African legislative framework the fronting
(re)insurer will remain liable to pay claims even if the foreign reinsurer becomes insolvent and fails to reimburse
the claims.
This includes financial reinsurance (also known as finite reinsurance), special purpose vehicles (SPV’s),
insurance-linked securities (ILS’s), contingency policies and the like.

11

12

13

14

15
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January 1995. The GATS has three elements, namely the main text containing
general obligations and disciplines, annexes dealing with rules for specific sectors,
and individual countries’ specific commitments to provide access to their markets.
The financial services annex to the GATS accommodates prudential measures, and
provides –
- that members are not prevented from taking measures for prudential reasons,
including for the protection of investors, depositors, policyholders or persons to
whom a fiduciary duty is owed by a financial service supplier, or to ensure the
integrity and stability of the financial system; and
- for the recognition of the prudential measures of any other country in determining
how a member's measures relating to financial services shall be applied. Such
recognition, which may be achieved through harmonisation or otherwise, may be
based upon an agreement or arrangement with the country concerned or may be
accorded autonomously.


IAIS Issues Paper on Supervision of Cross-Border Operations through
Branches, October 201317: This paper discusses and compares the regulation,
supervision and resolution of foreign branches, as well as possible challenges and
approaches in the supervision of foreign branches in 35 of the IAIS’s member
jurisdictions (including South Africa as one of ten members from G20 jurisdictions).
Despite its primary focus being on direct insurance, it is particularly relevant to and
provides useful benchmarking information as to whether or not to allow foreign
reinsurers to operate on a branch basis in the local reinsurance market and on what
basis.



IAIS ICPs, October 2013: The ICPs provide a globally accepted framework for the
supervision of the insurance sector. There are 26 ICPs that apply to insurance
supervision in all jurisdictions regardless of the level of development or
sophistication of the insurance markets and the type of insurance products or
services being supervised.



IAIS ICP 13 on Reinsurance and Other Forms of Risk Transfer: The ICP requires
a supervisor to set standards for the use of reinsurance and other forms of risk
transfer, ensuring that insurers adequately control and transparently report their risk
transfer programmes. The supervisor must take into account the nature of
reinsurance business when supervising reinsurers based in its jurisdiction. The ICP
does not provide guidance on the direct supervision of reinsurers as the whole body
of the ICPs, standards and guidance are applicable to the direct supervision of
reinsurers.

16

The agreement is available on the website of the World Trade Organization (www.wto.org).
This IAIS paper, as well as the IAIS ICPs and other IAIS documents, are available on the IAIS website
(www.iaisweb.org).

17
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IAIS Discussion and Guidance Papers on the Mutual Recognition of
Reinsurance Supervision, published October 2007 and 2008, respectively: The
discussion paper sets out the structure and nature of the reinsurance industry
internationally, how the industry is currently supervised, benefits of mutual
recognition, possible risks or barriers to mutual recognition, and possible
reinsurance mutual recognition approaches. The guidance paper identifies criteria
that supervisors should consider when making judgments as to whether to recognise
supervision of reinsurers by other jurisdictions and to strengthen trust and
cooperation between cross-border supervisors. It also discusses the main options
for mutual recognition, i.e. unilateral, bilateral and multilateral approaches.



IAIS Policy Paper on Reinsurance and Financial Stability, 19 July 2012: The
paper provides a useful overview of the business model of reinsurers (including
issues such as intra-industry interconnectedness, activities specific to the
reinsurance sector); reinsurance-specific business dynamics; and alternative risk
transfer.



European Committee of European Insurance and Occupational Pensions
Supervisors (CEIOPS)’ Advice for Level 2 Implementing Measures on
Solvency II: Technical criteria for assessing 3rd country equivalence in relation to
art. 172, 227 and 260 of Directive 2009/138/EC18: The documents sets out the
criteria for assessing 3rd country equivalence against Directive 2009/138/EC of the
European Parliament and of the Council on the taking-up and pursuit of the
business of Insurance and Reinsurance (Solvency II). South Africa has strong
economic links with Europe and Solvency II incorporates international regulatory
best practice.

1.6 Structure of this Discussion Paper


Chapter 2 provides an overview of the local reinsurance market.



Chapter 3 highlights the identified challenges inherent in the prevailing legislative
framework emanating from the review and sets out the proposed reforms to address
these challenges and to meet the stated objective of the review.



Chapter 4 outlines the way forward in terms of consultation on the proposed reforms
and indicates how these may be implemented. Some reforms will be facilitated in the
Insurance Bill, 2015, while other changes will be implemented through subordinate
legislation made under the Insurance Bill, 2015.

18

The CEIOPS documents are available on the EIOPA website (www.eiopa.europa.eu).
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CHAPTER 2: OVERVIEW OF THE LOCAL REINSURANCE
MARKET
2.1 Introduction
2.1.1 Number of Insurers conducting (re)insurance business
Figure 2.1.1 Number of insurers conducting re(insurance) business

*For the composite reinsurers, the number includes Life and Non-life licenses as separate counts (Thus,
there are 4 composites with 2 licenses each which give a count of 8 in the above graph)

As at 31 December 2014, there were 14 professional reinsurers, all of which
were a local subsidiary of a foreign reinsurance group.

2.1.2 Trend in total reinsurance premiums
Since 2005, the quantum of reinsurance premiums paid, i.e. outward
reinsurance, as reported in the audited annual statutory returns in the South
African market were:

-9-
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Figure 2.1.2.1 Outwards reinsurance premiums paid: short-term

The average annual growth rate in total outwards short-term reinsurance
premiums since 2005 has been 9.2%, with the trend fairly consistent across
primary insurers and professional reinsurers.

Figure 2.1.2.2 Outwards reinsurance premiums paid: long-term

The annual growth rate in total outwards long-term reinsurance premiums since
2005 has been 12.1%. Retrocession from domestic long-term professional
reinsurers is relatively small.
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2.2 Short-term insurance market
2.2.1 Direct short-term insurance market (excluding Lloyd’s)
Figure 2.2.1.1 Direct short-term insurance premiums

The domestic short-term insurance market has grown steadily at an annual
growth rate of 9.6% since 2005, but has marginally decreased as a percentage of
GDP. The reinsurance premiums paid by direct short-term insurers were ceded
to the following entities:
Figure 2.2.1.2 Direct short-term insurance market: reinsurance premiums

* The Lloyd’s of London figure reflects all reinsurance paid to the Lloyd’s market which was sourced through South African
correspondents and Non-South African correspondents
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The following figure shows the split of outward reinsurance premiums paid by
direct short-term insurers to the various types of reinsurers:
Figure 2.2.1.3 Direct short-term insurance market: proportion of reinsurance premiums

* The Lloyd’s of London figure reflects all reinsurance paid to the Lloyd’s market which was sourced through South African
correspondents and Non-South African correspondents

It can be noted from the above graph that the proportion of reinsurance ceded to
the various types of entities remained fairly constant over the last 9 years. In
2009 there was a large shift from reinsurance ceded to direct insurers to
reinsurance ceded cross-border to foreign reinsurers. The latter increased in
proportion from 41% to 48% whilst the proportion of reinsurance ceded to direct
insurers decreased from 19% to 12%. Since then, an upward trend has been
observed for premiums ceded to direct insurers while the proportion of premiums
ceded to professional reinsurers showed a decreasing trend.
However, it should be noted that a significant proportion of the figure for
reinsurance premiums paid to direct insurers is due to intra-group arrangements.
The exact figure is not known, but it is expected that roughly a third of this figure
is due to intra-group arrangements.
Similarly, there are a number of subsidiaries of foreign reinsurers that have
cross-border intra-group arrangements. It is expected that this accounts for
approximately a third of the figure represented in the graph above.
It is evident from the above that roughly half (on average 47% over the 9 year
period) of the reinsurance premiums paid by local direct insurers goes directly to
foreign reinsurers on a cross-border basis. Even after making adjustments for
- 12 -
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intra-group arrangements, it is expected that this number is about 40% of the
total reinsurance premiums paid by direct insurers. This could be an indication
that the local market lacks capacity for specific risk categories. Although not
unanimous, this view was also put forward by a large number of the responses
received in the survey conducted by PwC.
Cross-border reinsurance arrangements grew by 95.2% between 2005 and 2013,
which is an annual growth rate of 8.7%.
A fair amount of reinsurance premiums are paid to other local direct short-term
insurers through inwards reinsurance arrangements. Based on the period under
review the local short-term insurers’ inwards reinsurance experienced growth of
164% for the period between 2005 and 2013, which is equivalent to an annual
growth rate of 12.9%. The number of local direct insurers providing inwards
reinsurance increased marginally from 28 in 2005 to 31 in 2013.
Further unpacking inwards reinsurance underwritten by local direct insurers, the
following graph shows the split between local business19 and foreign business:20

Figure 2.2.1.4 Direct short-term insurance market: premiums ceded to direct insurers

The local business component increased by 129.2% between 2005 to 2013, at an
annual rate of 10.9%. On the other hand, from a relatively low base, the foreign

19
20

Means reinsurance business ceded by other local direct insurers.
Means reinsurance business in respect of risks insured outside of South Africa.

- 13 -

Reinsurance Regulatory Review – Discussion Paper

business component increased to R1.1bn, largely reflecting the overseas
expansion of domestic insurance groups.

2.2.2 Professional short-term reinsurance market21
In respect of the professional reinsurance market the following was observed:
Figure 2.2.2.1 Professional short-term reinsurance premiums

The domestic short-term professional reinsurance market grew between 2005
and 2009, but has been fairly static since then. Outward retrocession premiums
are paid to foreign reinsurers. In most cases the premiums are retroceded to the
foreign group/parent company of the locally-registered reinsurer. There is no
retrocession from professional reinsurers to direct short-term insurers.
The percentage of reinsurance premiums retained in South Africa by domestic
short-term professional reinsurers has remained fairly constant at roughly one
third.
The origins of the gross premiums written by professional reinsurers are:

21

All the registered professional reinsurers are subsidiaries of foreign reinsurers
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Figure 2.2.2.2 Professional short-term reinsurance premiums split between local and foreign

From the above graph it is clear that the growth in local South African
reinsurance business for professional reinsurers is increasing at a lower rate than
that of direct insurers.

2.2.3 Lloyd’s of London (Lloyd’s)
Lloyd’s of London is currently allowed to write insurance business in South Africa
as if it were deemed to be licensed as a South African insurer. The unique
structure of Lloyd’s operates in a different way to any other insurer operating in
South Africa.
Insurance or reinsurance business is placed with Lloyd’s syndicates, either
through South African correspondents, or directly to the Lloyd’s syndicates. The
business placed through the South African correspondents is overseen by the
representative office of Lloyd’s in South Africa. The representative office of South
Africa also reports information on all Lloyd’s business written in South Africa,
whether through South African correspondents or not.
Each Lloyd’s syndicate is separately capitalised for its own risk. If a syndicate is
unable to meet claims that are due, the Lloyd’s central fund will be liable to meet
claims to policyholders.
In addition to the chain of security above, there is a trust fund held in South Africa
which holds assets based on the regulatory valuation of the liabilities of all
Lloyd’s business, whether placed through South African correspondents or not.
- 15 -

Reinsurance Regulatory Review – Discussion Paper

The graph below shows the gross premium and net premium position of Lloyd’s
South African operations. The gross premium in the graph below includes both
direct insurance as well as reinsurance business.
Figure 2.2.3.1 Lloyd’s: premiums

* The Outwards Reinsurance Premium is based on applying the proportion of reinsurance used by Lloyd’s globally,
applied to the gross premiums of Lloyd’s South African operations

The South African business of Lloyd’s has remained at fairly constant levels over
the past 5 years.
The graph below provides a detailed split of Lloyd’s sources of business in South
Africa:
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Figure 2.2.3.2 Lloyd’s: sources of business

The above graph clearly highlights that the majority of the Lloyd’s business is
sourced from local correspondents, but that a material part (nearly 30%) of
business is placed directly with Lloyd’s (offshore operations). This percentage
has also steadily grown over time.
The graph below indicates the nature of the Lloyd’s insurance contracts.
Figure 2.2.3.3 Lloyd’s: nature of insurance contracts
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In 2013, 37.7% of the total gross premium income for Lloyd’s South Africa,
amounting to R933 million, relates to reinsurance contracts conducted with
locally registered insurers. This percentage has been steadily growing over time.
The breakdown, by class of insurance business, of the business placed through
South African correspondents is as follows:
Figure 2.2.3.4: Lloyd’s: business through SA correspondents

The breakdown, by class of insurance business, of the Lloyd’s business not
placed through South African correspondents is as follows:
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Figure 2.2.3.5 Lloyd’s: business not through SA correspondents

The composition of business placed directly with Lloyd’s of London has been
quite variable, reflecting the fact that some large risks are placed with this
market.
Lloyd’s total Gross Written Premium for the 2014 year amounted to
approximately R2.2 billion of which 2.65% relates to personal lines and the
balance to commercial business.

2.3 Long-term insurance market
2.3.1 Direct long-term insurance market
In respect of the direct long-term insurance market, the following was observed:
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Figure 2.3.1.1 Direct long-term insurance premiums

The domestic long-term insurance market is some six times larger than the shortterm insurance market in terms of Gross Written Premiums, and has grown
steadily at an average annual rate of 11% since 2005. The market has remained
fairly constant as a percentage of GDP.
A far lower percentage of Gross Written Premiums is reinsured by long-term
insurers compared to the short-term insurance market. As a result, the long-term
and short-term reinsurance markets are roughly equal in size.
The reinsurance premiums paid by direct long-term insurers were ceded between
direct insurers and professional reinsurers as set out in the figure below. For the
purposes of the figure below, intra-group investment-related reinsurance has
been excluded as a few large arrangements skew the results.
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Figure 2.3.1.2 Direct long-term insurance market: reinsurance premiums

Due to the unreliability of data, it is not possible to determine accurate numbers
for the use of cross-border reinsurance arrangements by long-term insurers, and
these figures have also been excluded from the figure above. However, it is
known that the use of cross-border reinsurance in the long-term insurance
industry is much lower than is experienced in the short-term insurance industry.
The following figure shows the split of premiums paid by the direct long-term
insurers to direct insurers and local professional reinsurers:
Figure 2.3.1.3 Direct long-term insurance market: proportion of reinsurance premiums
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It is evident from the figures above that reinsurance premiums paid to other direct
insurers have varied from year to year, with some downward trend. Although the
figures for direct insurers have been adjusted to exclude the investment-related
intra-group reinsurance, the figures may still include some risk-related intra-group
reinsurance.
Premiums paid to local professional reinsurers have shown a clear upward trend,
increasing from R3.4bn in 2006 to R8.1bn in 2013, equivalent to an annual
increase of 13.2%.

2.3.2 Professional long-term reinsurance market22
In respect of the professional long-term reinsurance market, the following was
observed:
Figure 2.3.2 Professional long-term reinsurance premiums

The domestic long-term professional reinsurance market has been growing
steadily since 2005, both in absolute terms and as a percentage of GDP.
The reinsurance provided by professional long-term reinsurers mainly relates to
risk business. Outward retrocession premiums are generally paid to the foreign
parent of the professional reinsurer. A much larger percentage of reinsurance
premiums are retained in South Africa compared to the domestic short-term
professional reinsurance market.
22

All the registered professional reinsurers are subsidiaries of foreign reinsurers.
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CHAPTER 3: CHALLENGES AND PROPOSED REFORMS
3.1

Participation in the reinsurance market

3.1.1 Foreign reinsurers
Internationally, most jurisdictions permit cross-border reinsurance business and allow
foreign reinsurers to operate on a branch basis, subject to prudential requirements.
Most jurisdictions also allow Lloyd’s to operate as if it was an authorised insurer, subject
to prudential requirements.
As covered in greater detail in Annexure 1, the cross-border supply of reinsurance is
permitted in South Africa subject to certain limitations and conditions. As highlighted in
the previous section, foreign reinsurers play a significant role in the South African
reinsurance landscape, particularly in the short-term insurance market where roughly
50% of reinsurance is placed with foreign insurers on a cross-border basis, and roughly
two thirds of reinsurance placed with local professional reinsurers is retroceded to the
foreign parent company. Foreign reinsurers are currently not allowed to operate through
branches.
Lloyd’s of London is currently deemed to be a registered short-term insurer to conduct
all types of insurance (insurance and reinsurance, for both commercial and personal
lines) within South Africa. Lloyd’s tends to write specialised business in the form of
commercial business or non-proportional reinsurance.
The review has considered the benefits and risks of broadening participation by foreign
insurers in the South African reinsurance market through further opening up some of the
potential avenues for the provision of reinsurance.
The main benefit of broadening participation is that it helps address the shortage of
reinsurance capacity in the South African market, thereby contributing to improved
competition and a greater spread of reinsurance risk.
At the same time, however, broadening participation by foreign insurers is not without
certain risks. Foreign reinsurers are rarely subject to exactly the same prudential
requirements as local subsidiaries of foreign reinsurers or other reinsurers participating
in the South African reinsurance market. Even in cases where foreign reinsurers
operate in jurisdictions where there is equivalent insurance regulation and supervision,
there are still residual risks, largely relating to the difficulties of cross-border resolution
in the event of the failure of an internationally-active insurance group. The host
supervisor (South Africa) also does not have direct access to the foreign insurer for the
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purposes of monitoring and supervision, which further complicates effective oversight,
especially in a crisis situation. To varying degrees, the participation by foreign reinsurers
can present the following potential risks, depending on the status of home supervision:







Regulatory arbitrage can arise if there are different regulatory frameworks which
apply to the foreign reinsurers compared to the local subsidiaries;
Prudential risks to direct insurers, which are difficult to measure and hard to mitigate,
can arise where the local prudential regulator has no or limited control over the
prudential regulation of foreign reinsurers operating in the local market. This may
ultimately pose a risk to policyholders;
Different regulatory requirements and treatment of foreign reinsurers compared to
local insurers can impact negatively on the creation of a level playing field and a
competitive reinsurance market in South Africa; and
If the playing field is skewed to the extent that it is substantially more advantageous
for foreign reinsurers to operate in South Africa compared to local subsidiaries, then
this is likely to restrict the development and retention of reinsurance skills in South
Africa.

When considering different alternatives for reinsurance, it is important to enhance level
playing fields to ensure that no specific form of reinsurance is dis-incentivised. At the
same time, it is also important to recognise that different structures of reinsurance
introduce different risks and that these risks should be addressed in the framework. This
section sets out the different forms of reinsurance that would be accepted and outlines
the conditions under which these forms of reinsurance may operate.

3.1.2 Direct insurers conducting reinsurance business
There are currently no restrictions on the ability of direct insurers to underwrite inwards
reinsurance business from outside South Africa or from other local direct insurers in
respect of the types of policies which they are authorised to underwrite. Over the last
few years, inward reinsurance by direct insurers has increased substantially.
This is of some concern to the Registrar as –





The necessary skills, expertise and financial resources required to conduct
reinsurance business is not present in all direct insurers;
This practice increases the degree of interconnectedness in the market and may
pose a risk to financial stability;
This practice may cause market spirals due to successive rounds of reinsurance and
retrocession, which poses prudential and financial stability risk; and
In respect of cell captive insurers specifically, the following practices create
unacceptable risk to the financial soundness of the cell captive insurer –
- the cell captive insurer reinsures the insurance business of its various cells;
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- the cell captive insurer reinsures the insurance business of another cell captive
insurer’s cell or cells.
In respect of microinsurers (that will be accommodated in the new regulatory
framework), the Registrar is concerned that the simple nature of microinsurance and the
correspondingly limited prudential requirements that will apply will
mean that
microinsurers are unlikely to possess the necessary skills, expertise and financial
resources required to conduct reinsurance business.

PROPOSED REFORMS
The following reinsurance providers will be permitted to conduct reinsurance business
with direct insurers in South Africa, subject to the limitations, conditions and
requirements set out in this paper:
REINSURANCE
PROVIDERS

LIMITATIONS & CONDITIONS

Locally registered
professional reinsurers

 Will be subject to the same legislative requirements as
local direct insurers, but will be licensed to conduct
reinsurance business only (no direct insurance business
will be licensed).

Local direct insurers

 Authorisation as part of the SAM licensing requirements
will be required to conduct reinsurance business. No
blanket approval will be granted to direct insurers to
conduct reinsurance business, unless so authorised.
 Inwards retrocession from other local direct insurers or
foreign insurers that are part of the same insurance
group as the local insurer will be subject to approval,
which approval will be regularly reviewed by the
regulator.
 Cell captive insurers will not be authorised to conduct
any reinsurance business.
 Microinsurers will not be authorised to conduct any
reinsurance business.

Branches of foreign
reinsurers

 Foreign reinsurers will be allowed to conduct
reinsurance business only (no direct insurance will be
licensed) through a branch established in South Africa.
 The branch will be required to be licensed.
 The same licensing process as for local professional
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reinsurers will apply. On application, the foreign
reinsurer will be required to demonstrate that the laws of
the country under which the foreign reinsurer is
authorised and supervised establishes a regulatory
framework equivalent to that established by the South
African legislative framework.
 Different governance, financial soundness and reporting
requirements than those that apply to local professional
reinsurers will apply. See paragraph 3.3 below.
 Reinsurance placed with branches by local direct
insurers or local professional reinsurers will be treated
differently for purposes of solvency assessment to
reinsurance placed with a local professional reinsurer or
a local direct insurer. See paragraph 3.4 below.
Lloyd’s of London

23

 Lloyd’s underwriters through Lloyd’s will be deemed to
be licensed to conduct insurance and reinsurance
business in South Africa in respect of all non-life classes
of insurance and reinsurance business, other than direct
and proportional reinsurance of personal lines23. For
direct and proportional reinsurance of personal lines
business, Lloyd’s may apply to the regulator on a case
by case basis to underwrite specialist personal lines
coverage in niche and complex risks.
 Different governance, financial soundness and reporting
requirements than those that apply to local professional
reinsurers will apply. See paragraph 3.3 below.
 Reinsurance placed with Lloyd’s underwriters by local
direct insurers or local professional reinsurers through
Lloyd’s South African correspondents will be treated in a
broadly similar way, for purposes of solvency
assessment, as reinsurance placed with a local
professional reinsurer of a local direct insurer. See
paragraph 3.4 below.
 Reinsurance placed directly with Lloyd’s underwriters in
the London market by local direct insurers or local
professional reinsurers will be treated differently for
purposes of solvency assessment to reinsurance placed
with a local professional reinsurer or a local direct
insurer, in a way that is consistent with other forms of
cross-border supply of reinsurance. See paragraph 3.4

“Personal lines” refers to non-life insurance business where the policyholder is a natural person.
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below.
Cross-border supply of
reinsurance

 Local direct insurers and local professional reinsurers
will be allowed to place reinsurance directly with a
foreign reinsurer; however, foreign reinsurers will
continue to be prohibited from soliciting business in
South Africa on a cross-border basis.
 Reinsurance placed directly by local direct insurers or
local professional reinsurers with a foreign reinsurer will
be treated differently for purposes of solvency
assessment to reinsurance placed with a local
professional reinsurer, a branch of a foreign reinsurer or
a local direct insurer. See paragraph 3.4 below.
 In addition, reinsurance placed directly with a foreign
reinsurer that is authorised and supervised under the
laws of a country that establishes a regulatory
framework equivalent to that established by the South
African legislative framework will be treated differently
for purposes of solvency assessment to reinsurance
placed with a foreign reinsurer that is not authorised and
supervised under the laws of a country that establishes
a regulatory framework equivalent to that established by
the South African legislative framework. See paragraph
3.4 below.
 In respect of the preceding bullet, local direct insurers
or local professional reinsurers that place reinsurance
directly with a foreign reinsurer will have to demonstrate
that the laws of the country under which the foreign
reinsurer is authorised and supervised establishes a
regulatory framework equivalent to that established by
the South African legislative framework.

In considering whether the laws of a country under which a foreign reinsurer is
authorised and supervised establishes a regulatory framework equivalent to that
established by the South African legislative framework, it is important to establish if the
laws provide equivalent policyholder protection and are capable of ensuring stability and
fairness in the market. In this regard the following will be taken into account:



The other jurisdiction’s adherence to the IAIS ICPs;
The other jurisdiction’s international assessment/s (e.g. the International Monetary
Fund (IMF) and World Bank Financial Sector Assessment Programme) where such
documents are available;
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The terms of any existing Memorandum of Understanding or Multilateral
Memorandum of Understanding with that jurisdiction;
The legal framework in that other jurisdiction, including whether ceding insurers
receive equal and fair treatment under insolvency laws;
The technical competence, capabilities and efficiency of the supervisory authority of
that other jurisdiction, including, but not limited to, such items as legal protections
and financial resources, operational independence, accountability, maintenance of
and access to sufficient human resources;
The appropriate treatment of confidential information by the other jurisdiction’s
supervisory authority; and
The transparency of regulatory systems and decision making processes in that
other jurisdiction.

The Registrar will publish a list of jurisdictions that are deemed to be equivalent, which
list will be updated from time to time.

3.2 Conducting reinsurance business
3.2.1 Composite licences
Under the current regime, composite reinsurance licences are allowed. Arguably,
composite reinsurers benefit from additional diversification between life and non-life
underwriting risks and additional diversification of market risk. However, the pooling of
risks from life and non-life insurers is not always prudent from a regulatory perspective.
This is especially the case for investment products sold by life insurers. If composite
licences were allowed, investments built-up to back investment policies may be eroded
by adverse non-life underwriting experience.
In addition to the risks described above, the skills required to manage life and non-life
business vary due to the different nature of the respective business. These major
differences include:
KEY ATTRIBUTES

LIFE

NON-LIFE

Period of coverage

Long, extended duration

Short, fixed duration

Probability of insured event
occurring

Generally certain; policyholder
will either die or the policy will
lapse

Unknown, none or many claims

Amount of loss if insured
event occurs

Fixed and determinable; face
value of policy

Unknown, limited by deductible
and policy limit
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Timing of loss payments

More predictable; supported by
mortality, morbidity and lapse
studies

Often unpredictable

Loss settlement period

Typically short

Typically long

Data

More empirical data

Less available predictable data

Uncertainty of estimated
ultimate claim payments

Low

Generally very high

Interest income impact on
policy

Essential

Unrelated to underwriting
results / incremental

Although some of the risks highlighted above may be less pronounced for reinsurers,
these risks still exist.
Potential steps that could be taken to reduce the risks for composite reinsurers are as
follows:






Composite reinsurers could be prohibited from conducting any investment business,
so as to minimise the contagion risk to assets backing investments arising from
adverse underwriting experience.
Composite reinsurers could be required to manage the assets and liabilities of the
life and non-life business separately to ensure that the interests of both life and nonlife policyholders are managed appropriately. This would also require separate
calculation and reporting of the financial soundness position of the life and non-life
components.
The calculation of the SCR could be calculated without any diversification between
the life and the non-life components to reflect the separate management of risks that
would be required by the reinsurer.

From a supervisory perspective, while the above measures can help mitigate the risks
arising from composite reinsurers, the simplest and most transparent way of ensuring
adequate protection of both life and non-life policyholders is to require the respective
businesses to be conducted in separate licences.

PROPOSED REFORM
Composite reinsurers will not be allowed under the Insurance Bill to ensure an
appropriate separation and management of insurance risks.
Existing composite reinsurers will be required, within a period of two years after the
effective date of the Insurance Bill, to apply for a licence in accordance with the
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Insurance Bill and, within a period determined by regulator, to make arrangements for
discharging its obligations under or the orderly resolution of the insurance business that
it will no longer be permitted to conduct.

3.2.2 Use of reinsurance for purposes other than risk management
Currently there is no explicit policy on, or regulatory requirements relating to, the use of
financial reinsurance, although insurers are required to submit information on alternative
risk transfers (ART) in their annual statutory returns. Non-traditional reinsurance
contracts manifest as self-insurance policies or contingency insurance policies, which
are policies that provide for profit sharing and provide for no risk transfer or the transfer
of minimal risk.
Financial reinsurance24 arrangements are quite often used by smaller life insurers as a
way for a reinsurer to provide financing to the insurer, much like a loan except that the
reinsurer accepts some minimal risk on the business reinsured under the contract.
These arrangements focus more on capital management than on risk transfer.
Repayment of the “loan” is conditional on the future profitable performance of the
business reinsured and is not recognised by the insurer as a liability for financial
soundness purposes. Financial reinsurance differs from conventional reinsurance
because most of the premium is returned whether there is a loss or not, i.e. little risktransfer takes place.
The risk inherent in these arrangements is that the financial soundness of the insurer is
manipulated and not reflective of the true financial health of the insurer. This impedes
the regulator’s ability to appropriately supervise and address financial soundness
concerns as they arise.
From the PwC report, it is clear that there are a number of different approaches taken to
financial reinsurance in various jurisdictions:
Country
Singapore

Treatment of financial reinsurance
Contracts that do not transfer risk need to be treated as deposit
accounting
Reinsurers first need approval from APRA.

24

Australia

Guidelines for life and non-life reinsurers are provided (GPS 230 and
LPS 230)

Canada

There are no special guidelines on financial reinsurance

In the non-life insurance market this type of arrangement is often referred to as finite reinsurance.
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Country
Japan
Switzerland

UK

Treatment of financial reinsurance
Uncertain
There are no special guidelines on financial reinsurance
FSA conducted a consultation on proposed changes to the treatment of
financial reinsurance contracts in CP05/14. Feedback on this
consultation was summarised in CP 06/16 in Q4 2006, draft
amendments to the FSA handbook were included to improve the
treatment of financial reinsurance arrangements under the rules.

Bermuda

There are no special guidelines on financial reinsurance

Germany

Yes, guidelines are available. More detail can be found in section 121e
of the Insurance Supervision Law.

United
States

All reinsurance contracts must transfer risk to obtain reinsurance
accounting. Contracts that do not transfer risk are accounted for as
deposit/investment contracts under both US GAAP and statutory
accounting.

Ireland

Yes, detailed guidelines are available.

Source: Solvency Assessment and Management – Reinsurance Regulatory Framework Review, PwC

Under SAM, as in Solvency II, the treatment of financial reinsurance should take an
economic view of the reality of the reinsurance arrangements within the financial
soundness calculation of the parties entering into such an arrangement.
In particular, this principle of the economic valuation should be reflected in both the:




Valuation of assets and liabilities for financial soundness purposes. If the contract
creates a contingent liability which will require the payment of premiums only after
profits are made, this contingent liability should be included within the liabilities
recognised for financial soundness purposes. This is different to the current
framework where these liabilities are not recognised for financial soundness
purposes.
The recognition of risk transfer within the calculation of the Solvency Capital
Requirement (SCR) should only be allowed where there is actual risk transfer that
takes place.

PROPOSED REFORM
The treatment of financial reinsurance within the SAM financial soundness calculation
should reflect the economic reality of the reinsurance arrangement.
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In particular:


The valuation of any contingent liabilities raised as a result of entering into the
arrangement should be recognised. This contingent liability should then be valued
as the expected present value of future cash flows required to settle the contingent
liability over the lifetime of that contingent liability, using the basic risk-free interest
rate term structure. This is consistent to the approach set out in the Solvency II
delegated acts by the European Commission.



There should be no recognition of the financial reinsurance arrangement within the
calculation of the SCR. This is consistent with the final position paper 7525,
produced by the SAM Governance Structure.

Given that the SAM framework reflects an economic view of financial reinsurance
arrangements, no further proposed reforms are required beyond the planned SAM
reforms.

3.2.3 Intra-group and related party reinsurance
Currently there are no explicit regulatory requirements relating to the use of intra-group
and related party reinsurance, although insurers are required to submit information on
this type of reinsurance.
There may be some advantages to intra-group reinsurance, specifically to manage the
risk profiles and capital management for entities within a group as well as for the group
as a whole.
However, intra-group reinsurance arrangements may cause contagion risk and lead to
prudential and financial stability risk to the insurance sector as a whole if not managed
properly.
Under the current regime there are limited controls in place to measure, monitor and
mitigate these risks.
However, under the SAM framework, there are a number of ways in which the risks
identified above are addressed:

25

Position Paper 75 (v5): Treatment of risk-mitigation techniques in the SCR is available on the FSB
website: https://www.fsb.co.za/Departments/insurance/Pages/assesManage1.aspx
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In the capital calculation for insurers using reinsurance, there is a concentration risk
charge. This creates a higher charge for an insurer who has reinsured to one single
reinsurer compared to placing reinsurance with a large number of insurers.



The capital calculation also recognises the counterparty risk which would be
associated with the use of reinsurance. This credit charge would also be subject to
the adjustments as set out in the proposal in section 3.4.



Within the group financial soundness calculation, any intra-group reinsurance that
falls within the scope of the group which is subject to group supervision under SAM
would be ignored.



Reporting at the solo level requires reporting of reinsurance exposures that would
include intra-group reinsurance arrangements.



For reporting purposes at the group level, all intra-group reinsurance must be
reported, along with further reinsurance arrangements within the wider group.

Section 3.2.4 below limits the extent to which insurers may reinsure within the group.

PROPOSED REFORM
Given the features of the SAM Framework above, there are no specific further
measures that need to be taken into account with regard to intra-group reinsurance.

3.2.4 Fronting arrangements
Foreign insurers and reinsurers wishing to offer insurance or reinsurance in South Africa
without being registered as an insurer under the current Insurance Acts may have made
use of “fronting”26 arrangements as a way to circumvent local regulatory requirements.
Typically reinsurance or retrocession agreements where large amounts of the risks
underwritten are passed on to a reinsurer through quota share agreements could be
used to give effect to a fronting arrangement.
Similarly, the current framework also allows South African registered professional
reinsurers to offer direct insurance business through similar fronting arrangements.
The use of large-scale reinsurance may make sense for the following reasons:

26

See footnote 14 for a description of what constitutes fronting.
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The insurer may be small or newly established, and therefore not have the critical
amount of business required to operate without substantial reinsurance in place.
The insurer may write specialised risks, and may make use of reinsurance to obtain
specialist assistance to manage the business.
The insurer may write very volatile risks, and may make use of reinsurance to make
the cash flows more predictable.

Furthermore, from an intra-group perspective, large-scale intra-group arrangements
may be used for the following reasons:



To manage the risk profile or capital within the group.
To manage insurance programmes written to international clients operating in South
Africa.

Nevertheless, where insurers have been granted insurance licences, it is generally
expected that insurers should make use of the licence to underwrite insurance, rather
than fronting for other insurers or reinsurers (whether registered in South Africa or not)
that are not licensed to conduct such business in South Africa.
This concern can be addressed by limiting the extent to which insurers may reinsure,
directly or indirectly, to any one foreign reinsurer not licensed in South Africa, branch of
a foreign reinsurer or South African licensed reinsurer. Given the potential additional
reasons for intra-group reinsurance, the corresponding limit for intra-group reinsurance
may need to be set at a higher level.
It is difficult to provide an accurate indication of the extent to which locally-registered
insurers engage in fronting arrangements with foreign (re)insurers at present. However,
the review has identified fronting as a potential prudential risk that must be addressed.
In addition, the IMF and World Bank Financial Sector Assessment Programme, May
2014, commented that the significant usage of reinsurance exposes the insurance
sector to potential credit risk arising from default of reinsurers.

PROPOSED REFORM
To address the risk of fronting:


A licensed direct insurer conducting only direct business will not be allowed to
directly or indirectly reinsure more than 75% of the premiums it has underwritten to
either a foreign (re)insurer on a cross-border basis, a branch of a foreign reinsurer,
a professional reinsurer, or another direct insurer in South Africa.
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A licensed direct insurer conducting reinsurance business or a professional
reinsurer will not be allowed to directly or indirectly retrocede more than 75% of the
premiums it has underwritten to either a foreign (re)insurer on a cross-border basis,
a branch of a foreign reinsurer, or another professional reinsurer or direct insurer in
South Africa.

In the case of both a licensed direct insurer and professional reinsurer, the limit on the
amount that may be reinsured or retroceded is increased to 85% where the
counterparty is an entity within the same group.

3.2.5 Reinsuring linked investment business
Reinsurance of linked investment business is currently conducted mainly to gain access
to asset management and administration services. These are services that should be
secured through outsourcing agreements. Not doing so leads to circumvention of
Directive 159.A.i: Compliance with sections 9(3)(b)(i) read with sections 12(1)(c) of the
Long-term Insurance Act and Short-term Insurance Act, respectively: Outsourcing, 12
April 2012.
As there is no underwriting risk, and all investment risk is transferred by the insurer to
policyholders in terms of the policy, the insurer retains only operational risk. It is normal
practice for linked insurers to make use of insurance to mitigate operational risk
exposures.

PROPOSED REFORM
Reinsurers will not be authorised to reinsure linked investment business.
This will not prohibit linked insurers from making use of insurance to manage their
operational risk exposures.

3.3 Governance, Financial Soundness and Reporting
As indicated under paragraph 3.1.2, different governance, financial soundness and
reporting requirements will apply in respect of licensed branches of foreign reinsurers
and Lloyd’s of London. While this reform is looking to create level playing fields between
the different providers of reinsurance, it is recognised that the different forms do operate
under different structures.
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From a financial soundness point of view, it is not appropriate to require licensed
branches or Lloyd’s to hold the capital requirements as prescribed under SAM, as the
capital requirements will be held at the level of the parent foreign reinsurer or at Lloyd’s
of London, respectively. Nevertheless, there will be certain requirements relating to
trusts that will need to be met, as an additional level of protection, recognising that
challenges often exist with cross-border resolution of insurers.
From a governance and risk management perspective, there will also need to be
differences compared to a licensed reinsurer, to reflect the fact that there is no locallyincorporated legal entity taking on the insurance risk. Most notably, the branch or
Lloyd’s will not have a requirement to establish a board of directors or the various board
committees. However, much of the functions carried out by the board may be passed on
to the management of the branch or Lloyd’s. With respect to the risk management and
control functions, the majority of these will continue to apply so as to adequately
identify, measure and manage risks taken on by the South African business,
recognising however that these functions may well be outsourced.
From a reporting point of view, it is important to maintain similar reporting as far as
possible, as this will help both the micro and macro prudential supervisory processes.
From a micro prudential point of view, consistent reporting will facilitate comparison
between the business conducted, and the risks taken on, by branches and Lloyd’s,
relative to licensed South African reinsurers. From a macro prudential point of view,
consistent reporting will allow aggregation of exposures to monitor the aggregate risk to
which the reinsurance market is exposed.
The following requirements will apply in respect of branches of foreign reinsurers and
Lloyd’s of London:

PROPOSED REFORMS
Governance

 Requirements relating to the composition and governance of the
board of directors, roles and responsibilities of the board of
directors, duties of directors and structure of the board of directors
will not apply.
 Requirements relating to audit committees as well as other board
committees (i.e. risk and remuneration committees) will not apply.
 A representative office must be established that has appropriate risk
management and internal control systems.
 Duties of representatives will be prescribed.
 Representatives must comply with prescribed fit and proper
requirements and other requirements relating to the appointment
and termination of key persons (including executive management
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and heads of control functions) within the representative office.
 The representative office will have to undertake an own risk and
solvency assessment (ORSA).
 An external auditor must be appointed.
The table below provides more detail on the proposed risk
management and internal control requirements that will apply, with
reference to Board Notice 15827:
Requirement

Application

PART 4: RISK
MANAGEMENT SYSTEM
(10)(1) – requirement to
establish a risk management
system

The requirements imposed on local entities
allow for the proportionate application of the
risk management system. The same will apply
to branches and to Lloyd’s.

PART 4: RISK
MANAGEMENT SYSTEM
(10)(2) – risk management
principles

The principle behind the requirements should
be adhered to (i.e. risks addressed both in
isolation as well as in aggregate, and risk
management embedded in the operations of
the branch or Lloyd’s). While risk management
supports the board of the parent company, the
requirements here should be interpreted so as
to adequately support the representative of the
branch or Lloyd’s in meeting his or her
responsibilities.

PART 4: RISK
MANAGEMENT SYSTEM
(10)(3) – elements of the risk
management system

All elements are required. These should be
applied in a proportionate manner.

PART 4: RISK
MANAGEMENT SYSTEM
(10)(4) – review of the risk
management system

Ongoing review will be required.

PART 4: RISK
MANAGEMENT SYSTEM
(11) to (21) – risk
management policies

Branches and Lloyd’s should ensure that,
where they apply parent policies, the policies
meet the prescribed requirements. Where the
parent policies differ substantially and/or do not
cover all risks referred to, the branch or Lloyd’s
should establish separate policies at the level
of the branch or Lloyd’s that meet the
requirements.

PART 5: INTERNAL
CONTROL SYSTEM (22)(1)

The requirements imposed on local entities
allow for the proportionate application of the

27

Board Notice 158 of 2014, Governance and Risk Management Framework for Insurers, 19 December
2014. Many of the requirements of Board Notice 158 will be incorporated into prudential standards
(subordinate legislation) under the Insurance Act.
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– requirement to establish an
internal control system

internal control system. The same will apply to
branches and to Lloyd’s.

PART 5: INTERNAL
CONTROL SYSTEM (22)(2)
– elements of the internal
control system

All elements are required. In (22)(2)(d),
reference is made to a delegation of authority
approved by the board. This should be
approved by the board of the parent, and
should specify the authority granted to the
representatives of the branch or Lloyd’s.

PART 5: INTERNAL
CONTROL SYSTEM:
General requirements for
control functions (23)

The requirements should be fully applied (with
the exception of (5)(c) which is not applicable),
but with the following amendments and
interpretations:
 (3)(a): Control functions to have access to
the parent board and relevant committees of
the parent.
 (5)(c): The head of the branch/Lloyd’s
should regularly review the performance of
each control function.
 (8)(a): Conflicts of interest, where they
cannot be avoided, should be reported to the
representative of the branch/Lloyd’s and,
where relevant, the appropriate committees
and management of the parent.

PART 5: INTERNAL
CONTROL SYSTEM: Risk
management function (24)

The requirements should be fully applied, but
with the following amendments and
interpretations:
 (1)(h): Regular reporting should be to the
representative of the branch/Lloyd’s, heads
of control functions, and the relevant
structures of the parent.
 (2): The risk management function must have
access to and report to the relevant
structures of the parent.
 (3): The circumstances referred to should be
reported to the relevant structures of the
parent.

PART 5: INTERNAL
CONTROL SYSTEM:
Compliance function (25)

The requirements should be fully applied, but
with the following amendments and
interpretations:
 (2): The compliance function must have
access to and report to the relevant
structures of the parent.

PART 5: INTERNAL
CONTROL SYSTEM:
Internal audit function (26)

The requirements should be fully applied, but
with the following amendments and
interpretations:
 (2): The internal audit function must have
access to and report to the relevant
structures of the parent.
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Financial
soundness

PART 5: INTERNAL
CONTROL SYSTEM:
Actuarial function (27)

The requirements should be fully applied.

PART 5: INTERNAL
CONTROL SYSTEM: Heads
of control functions (28)

The requirements should be fully applied, but
with the following amendments and
interpretations:
 (1)(b) and (c): Not applicable. These
activities should be conducted by the
relevant management and/or structures.
 (4): Reporting and communication should be
with the relevant individuals and structures of
the parent .
 (5)(a): Reporting in writing should be to the
head of the branch/Lloyd’s and relevant
individuals and structures of the parent.

 Security must be provided in South Africa by a branch of a foreign
reinsurer and Lloyd’s on behalf of each Lloyd’s underwriter in
respect of the insurance business conducted in South Africa. The
security must be held in trust in South Africa.
 The trust deed must comply with any prescribed requirements and
be approved by the regulator.
 Requirements relating to the roles, responsibilities and functions of
the trustees, and roles, responsibilities and functions of the
representative of a branch of a foreign reinsurer or Lloyd’s in
respect of the trust may be prescribed.
 If any trustee of a trust fails to comply with any requirements of the
Act or any provision of the trust deed, the regulator may exercise
the powers of the trustees under the trust deed.
 The security must be invested in accordance with prescribed
requirements.
 The security may not be accessed by a foreign reinsurer or Lloyd’s
without the approval of the regulator.
 A branch of a foreign reinsurer must at all times maintain its
business in a financially sound condition, by providing security (in
the form of assets valued in accordance with requirements to be
prescribed) to a trust that is at least equal to the technical provisions
for the insurance business conducted by that branch in South Africa,
which technical provisions must be calculated in the prescribed
manner.
 Lloyd’s must at all times maintain its business in a financially sound
condition, by providing security (in the form of assets valued in
accordance with requirements to be prescribed) to the trust that is at
least equal to the aggregate of the technical provisions for each
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Lloyd’s underwriter in respect of the insurance business conducted
by that underwriter in South Africa, which technical provisions must
be calculated in the prescribed manner.
 A capital add-on may be imposed if the governance framework of
the branch or Lloyd’s representative office deviates significantly
from the prescribed requirements.
Reporting

 Reporting will be the same as for locally-incorporated licensed
insurers; including statutory returns and audited financial statements
in respect of business conducted in South Africa.
 Branches and Lloyd’s must notify the regulator of any changes to a
law of the country in which the head office of the foreign reinsurer or
Lloyd’s is located relating to the governance or supervision of that
foreign reinsurer, Lloyd’s or Lloyd’s underwriters, and any actions
taken by a regulatory authority in the country in which the head
office of a foreign reinsurer or Lloyd’s is located relating to the noncompliance of that foreign reinsurer, Lloyd’s or a Lloyd’s underwriter
with the laws that that regulatory authority administers.

3.4 Treatment of reinsurance for solvency assessment of direct
insurers
3.4.1 Approved versus non-approved reinsurance
As stated above, although reinsurance provides an important mechanism for cedants28
to manage and reduce underwriting risk by transferring it, reinsurance also introduces
credit, operational and legal risk. Such risks present a potential threat to the prudential
regulatory framework if left unaddressed. As a result, the concept of “approved
reinsurance” was implemented under the current regulatory framework29. However, the
review has shown that this concept is potentially ambiguous and complicated to
supervise effectively and may not be appropriate to the SAM framework. It is also
recognised that the current approach to the implementation of this concept has led to
confusion and incorrect application.
Also, this concept does not address the following challenges:
 Prudential concerns relating to the lack of direct control over these reinsurers’ home
supervision; and

28

29

A cedant is a direct insurer that reinsures its insurance business and a reinsurer that retrocedes its reinsurance
business.
See the Annexure.
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 Sovereign caps placed on credit ratings of local direct insurers and professional
reinsurers that negatively impact on level playing fields and a competitive reinsurance
market in South Africa.

PROPOSED REFORM
The concept of “approved” and “non-approved” reinsurance will not be carried through
to the SAM framework.

3.4.2 Impact of reinsurance credit ratings in the solvency calculations for
direct insurers
Under SAM, the SCR that insurers are required to hold depends on the level of risks
faced by insurers. The risks measured in this calculation include counterparty default
risk. In order to measure this risk, the solvency calculation makes use of credit ratings,
as issued by credit rating agencies.
Although the SAM Pillar 1 calculation makes use of credit ratings, the wider SAM
framework includes controls to ensure that there is not an over-reliance on credit
ratings. Specifically, the Own Risk and Solvency Assessment (ORSA) included in Pillar
2 requires insurers to consider their own assessment of counterparty risk, which may
not necessarily be based on the ratings assigned by credit rating agencies.
Typically, there are different rating scales applied to the reinsurers based in South
Africa:



National Scale ratings: This rating is based on the strength of the reinsurer, when
compared to other South African credit risks.
International Scale ratings: This rating is based on the strength of the reinsurer,
when compared to other international credit risks.

The credit ratings scale applied for calculations within the SAM framework is the
International Scale rating. This is based on the fact that:




International Scale ratings are based on higher volumes of data, making it more
appropriate for calibration purposes than the local scale approach;
The South African Reserve Bank uses the International Scale rating for purposes of
prudential supervision of banks; and
There are mapping tables that can map National Scale ratings to International Scale
ratings.
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The use of credit ratings to measure counterparty default risk in the calculation of the
SCR is a blunt proxy for a more all-encompassing assessment of the risks of conducting
reinsurance business with different types of reinsurers. More specifically, the review has
found that there are two main challenges that need to be addressed in a new regulatory
framework for reinsurance business in South Africa:




The International Scale ratings include a sovereign rating cap that negatively
skews the counterparty default risk measure for locally incorporated reinsurers;
and
The credit rating assessment does not adequately capture a supervisory
perspective on the prudential risks arising from reinsurance business conducted
with foreign reinsurers, particularly the residual risk that arises from cross-border
resolution of internationally-active insurance groups, as highlighted in section 3.1.

Addressing shortcomings of using International Scale ratings
One shortcoming of using the International Scale rating is that it introduces an
inconsistency within the SAM framework, which assumes that the South African
sovereign is risk free, whereas, for example, S&P currently has a credit rating for South
Africa of BBB+. This means that a South African reinsurer’s credit rating may be limited
by the sovereign rating, depending on the implicit or explicit support provided by the
parent.
All local professional reinsurers currently registered in South Africa are subsidiaries of
large international reinsurance groups. Typically, the South African subsidiaries will
have a lower credit rating than the international parent due to the effect of this sovereign
cap on credit ratings, as illustrated in the table below:
Table 3.4.2.1 Ratings of South African reinsurers and their parents

South African Reinsurer
Munich Reinsurance Co. of Africa Ltd.

30

Rating

Parent rating

BBB+

AA-

AA+

AA+

Hannover Life Reassurance Africa Ltd.

BBB+

AA-

Swiss Re Life & Health Africa Ltd.

NR

AA-

Hannover Reinsurance Africa Ltd.

BBB+

AA-

Africa Re South Africa Ltd.

NR

A-

General Reinsurance Africa Ltd.

31

30

Source: S&P Global Reinsurance Highlights 2014.
https://media.ratings.standardandpoors.com/documents/GRH_2014_Final.pdf
31
General Reinsurance Africa Ltd have an explicit guarantee from their parent, resulting in a credit rating based on
their parent credit rating.
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Due to the disparity in ratings between the South African reinsurer and its parent, there
may be an incentive for international reinsurers to close their South African subsidiaries
and either to operate as a branch in South Africa (thereby benefiting from the parent’s
credit rating), or to accept South African reinsurance business on a cross-border basis,
so as to benefit from a higher credit rating.
It should be noted that the difference in the credit rating between the South African
insurer and its parent will not solely be due to the sovereign cap. Further differences
may also exist, for example due to differences in the financial strength, governance and
risk management practices between the South African reinsurer and the parent.
The regulatory framework needs to address this disparity in credit ratings in order to
create a level playing field between the different forms of reinsurance.
Internalising supervisory assessment of prudential risks
From a supervisory perspective, prudential risks can arise from reinsurance business
conducted with foreign reinsurers, particularly:




The residual risk that domestic policyholders may not be fully protected from
losses in the event of a complex cross-border resolution of internationally-active
insurance groups; and
The lack of direct “host” supervisory oversight over the financial soundness and
market conduct risks in the foreign reinsurance group.

In addition, the individual reinsurance decisions of individual insurers, when based only
on credit ratings, will tend not to take into account the collective impact of a scenario
where the majority of reinsurance is placed with foreign reinsurers. The closure of South
African subsidiaries may lead to a loss of reinsurance skills in South Africa, and reduced
access to the risk management advice that reinsurers often provide to direct insurers,
particularly smaller insurers – thereby adding to prudential risks and financial stability
concerns.
The regulatory framework needs to address the fact that credit rating assessments on
their own do not adequately capture a supervisory assessment of prudential risks and
the externalities that can arise from individual reinsurance decisions.

3.4.3 Different options to address inherent limitations in the use of credit
ratings
This section explores different ways in which the regulatory framework applied to the
solvency assessment of the use of different forms of reinsurance can take into account
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the concerns raised above. An estimate of the impact of these approaches is
considered in Annexure 2 of this report.
The regulatory framework will need to:




Create a level playing field for locally-incorporated professional reinsurers and
direct insurers conducting reinsurance by adjusting for the sovereign cap on their
credit ratings; and
Adjust the measure used to assess the risks arising from reinsurance
arrangements entered into with foreign (re)insurers to capture a supervisory
assessment of the prudential risks and externalities, depending on whether the
business is conducted through a branch operation or on a cross-border basis.

Increasing the international credit rating of the South African reinsurer to ignore
the sovereign risk limit
Option 1: Increasing the credit rating explicitly for the adjustment for sovereign risk
The rating methodology used by credit rating agencies typically includes the following
components:
 A standalone rating
 An adjustment for the sovereign risk (usually a negative component)
 An adjustment to allow for implicit group support from the parent company (usually a
positive component)
Given that the SAM framework assumes that there is no sovereign credit risk to South
African exposures (i.e. ZA bonds provide the risk-free rate and there is no credit risk
charge on holding ZA bonds), the negative adjustment for sovereign risk could be
removed, resulting in an increase in the rating of the reinsurer (locally-incorporated
professional reinsurer or local direct insurer conducting reinsurance business) for the
purposes of SCR calculations for the direct insurer. The extent of the increase may vary
from reinsurer to reinsurer.
However, different rating agencies may have different approaches to cap credit ratings
for sovereign risk, and it may not always be clear for the direct insurers how to adjust
the credit ratings that must be used within the solvency calculations.
Option 2: Increasing the credit rating to that of the parent
An alternative approach is to simply use the credit rating of the South African reinsurer’s
parent.
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While simple, this approach may understate the credit risk that direct insurers are
exposed to as:




There is an implicit assumption that the South African subsidiary has the same
credit risk as the parent company, or that the parent company is obliged to
support the South African subsidiary, even in the absence of any formal
guarantee; and
The approach does not incentivise risk sensitive behaviour, as there is no
incentive for the insurer to consider the actual risk from the South African
subsidiary.

The disadvantages above would be exacerbated where the South African subsidiary is
not strategically important to the international parent.
This approach would also not assist direct insurers writing reinsurance business, where
the parent company would be situated in South Africa and also subject to the sovereign
risk cap.
Using the parent’s credit rating may be more appropriate for cases where the risk is
guaranteed or shared by the South African reinsurer’s parent. This may be the case
where



There is a parental guarantee in place; or
There is a contractual agreement in place between the direct insurer, the South
African reinsurer and the South African reinsurer’s parent, such as a novation
agreement.

It should be noted that where there is a parental guarantee in place, the credit rating of
the South African reinsurer may already reflect the parent’s credit rating.
Option 3: Flat increase in the credit rating
Another approach would be to simply apply a flat increase to the South African
reinsurer’s credit rating.
Whereas this approach may not be as technically grounded as Option 1, the approach
is transparent and easy to apply. This approach could equally be applied to a South
African reinsurer which is a subsidiary of a foreign reinsurer, and a direct insurer writing
reinsurance business.
Adjusting the measure used to assess the risks arising from reinsurance
arrangements entered into with foreign (re)insurers on a branch or cross-border
basis
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Option 1: Decreasing the credit rating applied to a foreign branch or cross-border
business
Downward adjustments can be made to the credit rating applied to a foreign branch or a
foreign reinsurer conducting cross-border business, for purposes of SCR calculations of
the cedant to reflect the different prudential risks associated with the different forms of
reinsurance, namely:




Foreign branch;
Cross-border business under an equivalent regulatory framework; or
Cross-border business not under an equivalent regulatory framework.

A graduated approach can be applied, recognising that a branch allows for greater
comfort in resolution, direct supervisory oversight of the South African business, and
some retention of reinsurance skills in the local market. On the other end of the scale,
cross-border reinsurance business conducted with reinsurers who are not subject to an
equivalent regulatory framework presents particularly stark prudential risks with respect
to regulatory arbitrage and the risk of policyholder protection issues in the event of a
cross-border resolution.
Intragroup retrocession through cross-border arrangements may be argued to have less
risk than other reinsurance written through a cross-border arrangement, due to the
potential reputational damage if the intra-group obligations are not met.
Option 2: Applying a haircut to the reinsurance recoverable asset attributable to foreign
branches or cross-border reinsurance
Under the SAM framework, the reinsurance recoverable is recognised as an asset on
the SAM balance sheet. Instead of applying adjustments to credit ratings, an adjustment
could be made to the reinsurance recoverable recognised.
While this approach would be easy to apply by direct insurers, the calculation would
have a tenuous link to an analysis of actual credit risk faced by the direct insurer.
Option 3: Applying a haircut to the risk mitigation attributable to foreign branches or
cross-border reinsurance
Under the SAM framework, outward reinsurance by a local direct insurer is a risk
mitigation technique that reduces the underwriting risk component of the SCR. Instead
of applying adjustments to the credit ratings, an adjustment could be made to the risk
mitigation that is recognised.
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Similarly, while this approach would be easy to apply by direct insurers, the calculation
would have a tenuous link to an analysis of actual credit risk faced by the direct insurer.
An analysis of the above approaches and the estimated impacts is set out in Annexure
2. The review has found that the following approach should be applied:












The adjustments should be allowed for through adjustments to the credit ratings
used for purposes of SCR calculations of the cedant, rather than adjustments in
the reinsurance recoverables or the amount of risk mitigation recognised in the
SCR.
The credit rating of locally-incorporated re(insurers) should be increased to
compensate for the cap resulting from sovereign bonds which are treated as riskfree in the SAM framework.
Where the risk is guaranteed by a reinsurer within the same group with a higher
credit risk rating, this should be recognised in the credit rating used in the
calculation. This could either be through a parental guarantee, or subject to
approval by the regulator, through a novation agreement.
The credit rating of a foreign branch should be adjusted downwards for purposes
of SCR calculations of the cedant to recognise additional prudential risk from not
being directly regulated or incorporated in South Africa.
The credit rating of a foreign reinsurer conducting cross-border business should
be adjusted downwards for purposes of SCR calculations of the cedant to
recognise further additional prudential risk when compared to a foreign branch.
Where intra-group retrocession takes place, this should be treated differently to
other cross-border reinsurance business, to recognise the lower likelihood of
certain prudential risks.

PROPOSED REFORMS
Adjustments will be made to the credit rating of reinsurance providers within the
solvency calculation of the user of the reinsurance, as set out below:
REINSURANCE
PROVIDERS
Locally registered
professional reinsurers

ADJUSTMENT TO CREDIT RATING WITHIN THE
SOLVENCY CALCULATION OF THE USER OF
REINSURANCE
 Locally registered professional reinsurers will be
assumed to have a 3-notch upgrade in their credit
rating. This upgrade will be subject to review by the
regulator, and may be changed where the sovereign
rating is changed.
 If a parental guarantee is in place and this is legally
enforceable in the parent’s jurisdiction, the parent’s
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rating may be used, instead of applying the 3-notch
upgrade.
 If a novation agreement is in place with the parent, the
parent’s rating may be used, subject to approval by the
regulator, instead of applying the 3-notch upgrade.
 Where the parent’s rating is used (either due to a
parental guarantee or a novation agreement), the 3notch upgrade will not be applicable.
Local direct insurers

 Local direct insurers conducting reinsurance will be
assumed to have a 3-notch upgrade in their credit
rating. This upgrade will be subject to review by the
regulator, and may be changed where the sovereign
rating is changed.

Branches of foreign
reinsurers

 Branches of foreign reinsurers located in jurisdictions
with regulatory frameworks equivalent to that of South
Africa will be assumed to have a 2-notch downgrade in
their credit rating.
 Branches of foreign reinsurers located in jurisdictions
with regulatory frameworks not equivalent to that of
South Africa will not be allowed.

Cross-border supply of
reinsurance

 Cross-border supply by foreign reinsurers located in
jurisdictions with regulatory frameworks equivalent to
that of South Africa will be assumed to have a 3-notch
downgrade in the credit rating of the foreign reinsurer.
 Cross-border supply by foreign reinsurers located in
jurisdictions with regulatory frameworks not equivalent
to that of South Africa will not be taken into account in
the financial soundness calculation.
 Where a local insurer or reinsurer uses intra-group
reinsurance to retrocede risk to a foreign parent based
in a jurisdiction with a regulatory framework equivalent
to that of South Africa, the credit rating of the parent
may be used with a 2-notch downgrade.

Lloyd’s of London

 Reinsurance business placed with Lloyd’s through the
representative office will assume to have a 1-notch
downgrade to the Lloyd’s international rating to result in
a treatment that is equivalent to that of a locallyincorporated subsidiary.
 Reinsurance business placed directly with Lloyd’s will
be assumed to have a 3-notch downgrade.
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3.5 Reinsurance contracts
The administrative arrangements surrounding reinsurance programmes can give rise to
operational risk, for instance through inadequate contractual arrangements, inadequate
administration and IT system capabilities, ineffective tracking of aggregate claims which
may give rise to a recovery under the reinsurance programmes, failure to collect
receivables as they fall due, and untimely reporting to reinsurers.
Reinsurance contracts may also pose legal risk as they can be relatively complex and
may not always respond in the way in which the cedants expect that they will. Legal risk
is the possibility that lawsuits, adverse judgments or contracts that are disputed or turn
out to be unenforceable disrupt or adversely affect the operations or condition of a
cedant. In practice, this risk may be mitigated by a number of factors.

PROPOSED REFORM
Supervisory framework: Going forward, reinsurance programmes will be subject to
more intrusive supervision, specifically in respect of the legal certainty, effectiveness
and enforceability of such contracts, to ensure that operational and legal risks are
appropriately managed.
Regulatory framework: The allowance in the prevailing legislative framework for “payas-paid” clauses will be removed.

3.6 Transparency and accessibility of information
The current regulatory classes of business and annual reporting templates do not fully
enable the FSB to gain a clear understanding of the types and volumes of reinsurance
business written by various market participants, and cedants’ outward reinsurance
placements. This impedes the FSB supervisory ability, specifically the application of a
risk-based approach to supervision.
A number of insurers rely on external models and data used by intermediaries to inform
their reinsurance arrangements and capital modeling decisions without verifying the
veracity of such models or data.
Local reinsurers often suffer from significant information asymmetries that result from
the lack of granular data provided to them by cedants. This presents a challenge to their
ability to comply with the governance, financial soundness and reporting requirements
under the SAM framework.
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PROPOSED REFORM
Given the unique nature and importance of reinsurance to cedants’ risk profile, and the
financial stability of the industry as a whole, the regulator will enhance transparency in
respect of both inwards and outwards reinsurance by reinsurers and insurers,
respectively, through more granular reporting requirements.
A positive obligation will be placed on insurers and reinsurers to:
 Verify the veracity of external models and data sourced from 3rd parties; and
 Make sufficient information available to reinsurers in respect of risks reinsured.

3.7 IFRS & Tax
3.7.1 Tax treatment of reinsurance arrangements and reinsurers
The issue of taxation is closely related to the question of which market participants
should be allowed to operate in the local market and on what basis. Cross-border
reinsurance business (which has become increasingly prevalent) is not taxed in South
Africa and is therefore a matter of public interest. The same can be said of other
reinsurance arrangements aimed at tax arbitrage. Clearly, the regulatory framework,
subject to GATS commitments, should not be designed in a way that negatively impacts
local tax revenue.
The proposals in this paper that will allow foreign reinsurers to open a branch in South
Africa will necessitate an assessment of the tax treatment of the branch business. The
branch’s tax residency is likely to be determined by a combination of statutory tests
based on the place of incorporation, and the place of effective management. In view of
the various governance and risk management frameworks that will be required of
branches, it is expected that the tax residency of the branch will be South Africa.

3.7.2 IFRS accounting
The tax residency of a branch operation may trigger the need to prepare local branch
financial accounts in accordance with IFRS to be filed together with a South African tax
return.

PROPOSED REFORM
Given the various governance and risk management frameworks that will be required of
branches, it is expected that the tax residency of the branch will be South Africa and
that financial accounts in accordance with IFRS will need to be filed together with a
South African tax return.
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CHAPTER 4: IMPLICATIONS
FRAMEWORK

FOR

THE

REGULATORY

The intention is to give effect to the proposed reforms set out in Chapter 3 through the
Insurance Bill, 2015, standards to be made under the Insurance Bill, and other
measures available under the Bill. The table below sets out the legislative instrument
likely to be used to implement each of the reforms:
PROPOSED REFORM
Participation and extent of
participation in the
reinsurance market

Conducting reinsurance
business

THE BILL
Local professional reinsurers



Direct insurers



Branches of foreign reinsurers



Lloyd’s of London



Cross-border supply of
reinsurance



Composite licences



STANDARD





Use of reinsurance for
purposes other than risk
management



Intra-group and related party
reinsurance



Fronting arrangements



Reinsuring linked investment
business
Governance, Financial
Soundness and Reporting







Treatment of reinsurance
for solvency of direct
insurers



Reinsurance contracts



Transparency and
accessibility of information



IFRS & Tax

OTHER



Tax treatment



IFRS accounting
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CHAPTER 5: PROVIDING FEEDBACK ON THIS DISCUSSION
PAPER
Comment on this Discussion Paper, specifically in respect of the proposed reforms set
out in Chapter 3, using the comment template provided, must be submitted to the
Financial Services Board by no later than 1 June 2015.
Comments should be submitted by e-mail to SAM.ReinsuranceReview@fsb.co.za.
The FSB also intends to set up stakeholder feedback meetings on the paper before the
comment period closes.
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ANNEXURE 1: Current legislative framework
Reinsurance is regulated under the Short-term Insurance Act No. 53 of 1998 and the
Long-term Insurance Act No. 52 of 1998, respectively (“the Insurance Acts”).
Institutional form of reinsurers
The Insurance Acts require a person that wishes to conduct reinsurance in South Africa
to be incorporated as a public company under the Companies Act No. 71 of 2008.
The establishment of wholly-owned subsidiaries of foreign reinsurers is allowed.
Branches of foreign reinsurers are not allowed.
The requirements for registration as a reinsurer do not distinguish between domestic
and foreign applicants and the same requirements apply as for direct insurers.
Conducting reinsurance business
Direct insurers: Registered insurers may not conduct both long- and short-term
insurance business, but may conduct inward reinsurance business in respect of the
types of policies that they are registered to underwrite without specifically having to be
authorised to conduct reinsurance business. Explicit reporting on such business is
currently limited.
Professional reinsurers: Registered professional reinsurers (i.e. insurers that are
registered to provide reinsurance only) may conduct either long- or short-term
reinsurance businesses or both long- and short-term reinsurance business in one legal
entity as a composite reinsurer if registered under both the abovementioned Acts.
These composite reinsurers have to comply with both the Insurance Acts.
Treatment of reinsurance for solvency purposes (approved and non-approved
reinsurance) & the cross-border supply of reinsurance
Currently the allowance for reinsurance in the solvency calculation is informed by the
definition of an “approved reinsurance policy” in Schedule 3 to the Long-term Insurance
Act and section 1 of the Short-term Insurance Act, respectively. Insurers may obtain
relief for reinsurance ceded when calculating assets, technical provisions and capital
adequacy requirements, but only if the reinsurance ceded falls within the definition of
“approved reinsurance”.
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Cross-border supply of reinsurance is permitted. Registered insurers may enter into
reinsurance arrangements with foreign reinsurers. However, foreign insurers are not
permitted to solicit business in South Africa.
Approval for cross-border long-term reinsurance arrangements must be obtained for
each contract. If such an application is approved, it is usually approved subject to
security or collateral being held by the local insurer.
Cross-border short-term reinsurance arrangements are automatically approved if the
foreign reinsurer provides adequate security. This can take the form of a monetary
deposit, an irrevocable guarantee or a letter of credit issued by a South African bank.
Lloyd’s of London and Lloyd’s underwriters
Lloyd’s underwriters are authorised under the Short-term Insurance Act to carry on
short-term insurance (direct) and reinsurance business in South Africa. Lloyd’s of
London is required to appoint a Lloyd’s representative and deputy representative in
South Africa and to provide security that must be furnished by or on behalf of Lloyd’s
underwriters by means of the Lloyd’s Trusts.
Only certain regulatory requirements that apply to insurers and reinsurers apply to
Lloyd’s because of the nature of Lloyd’s.
Effectively, Lloyd’s underwriters supply cross-border insurance and reinsurance in
South Africa, but without the limitations referred to above applying to such underwriters.
Lloyd’s is required to submit regulatory returns to the Registrar.
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ANNEXURE 2: Estimated impact of various options for
treatment of reinsurance for purposes of solvency
assessment of direct insurers
The figures calculated in this section are based on SA QIS3 data. In some instances,
not all data was available, and certain assumptions have been made to approximate
potential impacts of applying different options.
Increasing the international credit rating of the South African reinsurer to ignore
the sovereign risk limit
The table below sets out the estimated impact on the industry of applying an upgrade to
both professional reinsurers as well as direct insurers providing reinsurance, for
purposes of solvency assessments of direct insurers, based on SA QIS3 information:
Life
SCR
(R’bn)
QIS3
Impact of applying a 1 notch upgrade
Impact of applying a 2 notch upgrade
Impact of applying a 3 notch upgrade

127.68
-0.02
-0.04
-0.07

Non-life
Impact

-0.016%
-0.031%
-0.057%

SCR
(R’bn)
36.63
-0.06
-0.12
-0.39

Impact

-0.168%
-0.325%
-1.058%

Assumptions made in calculations above include:




No adjustments were made for reinsurers with no credit rating;
No adjustments were made for reinsurers with parental guarantees, where the
parent’s credit rating is already reflected in the reinsurer’s credit rating; and
The impact on the SCR for direct insurers as a result of the change in credit ratings
was calculated for the direct insurers with the largest counterparty default risk. The
results from these calculations were then used to extrapolate the results to the
overall industry.

Decreasing the credit rating applied to a foreign branch, Lloyd’s or cross-border
business
The table below sets out the estimated impact on the industry of a downgrade to foreign
branch and Lloyd’s credit ratings, for purposes of solvency assessments of direct
insurers, based on SA QIS3 information:
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Life
SCR
(R’bn)
QIS3
Impact of applying a 1 notch downgrade
Impact of applying a 2 notch downgrade
Impact of applying a 3 notch downgrade

127.68
0.03
0.05
0.07

Non-life
Impact

SCR
(R’bn)

0.022%
0.039%
0.053%

36.63
0.19
0.41
0.82

Impact

0.519%
1.114%
2.250%

Assumptions made in the calculations above include:




50% of local subsidiaries of foreign reinsurers shift to conducting business on a
branch basis;
25% of current cross-border reinsurance business shifts to being conducted on a
branch basis; and
The impact on the SCR for direct insurers as a result of the change in credit ratings
was calculated for the direct insurers with the largest counterparty default risk. The
results from these calculations were then used to extrapolate the results to the
overall industry.

The table below sets out the estimated impact on the industry of a downgrade to credit
ratings for cross-border arrangements, for purposes of solvency assessments of direct
insurers, where the home jurisdiction has an equivalent regulatory framework, based on
SA QIS3 information. Given the infrequent use of cross-border arrangements for the life
industry, the impact is only shown for the non-life industry:
Non-life
SCR (R’bn)
QIS3
Impact of applying a 3 notch downgrade
Impact of applying a 4 notch downgrade
Impact of applying a 5 notch downgrade

Impact
36.63
0.58
0.99
1.62

1.590%
2.703%
4.427%

Assumptions made in calculations above include:
 90% of cross-border reinsurance business is to a jurisdiction that has an equivalent
regulatory framework;
 25% of current cross-border business shifts to being conducted on a branch basis;
and
 The impact on the SCR for direct insurers as a result of the change in credit ratings
was calculated for the direct insurers with the largest counterparty default risk. The
results from these calculations were then used to extrapolate the results to the
overall industry.
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The table below sets out the estimated impact on the industry of a downgrade to credit
ratings for cross-border arrangements, for purposes of solvency assessments of direct
insurers, where the home jurisdiction does not have an equivalent regulatory
framework, based on SA QIS3 information. Given the infrequent use of cross-border
arrangements for the life industry, the impact is only shown for the non-life industry:
Non-life
SCR (R’bn)
QIS3
Impact of applying a 3 notch downgrade
Impact of applying a 4 notch downgrade
Impact of applying a 5 notch downgrade

Impact
36.63
0.06
0.11
0.18

0.177%
0.300%
0.492%

Assumptions made in calculations above include:
 10% of cross-border reinsurance business is to a jurisdiction that does not have an
equivalent regulatory framework;
 25% of current cross-border business shifts to being conducted on a branch basis;
and
 The impact on the SCR for direct insurers as a result of the change in credit ratings
was calculated for the direct insurers with the largest counterparty default risk. The
results from these calculations were then used to extrapolate the results to the
overall industry.
Applying a haircut to the reinsurance recoverable asset attributable to foreign
branches, Lloyd’s or cross-border reinsurance
In this section, the total reinsurance recoverable was allocated to branches (as per the
assumptions under each section) based on the reinsurance premium paid to branches.
The table below sets out the estimated impact on the industry of a haircut to the
reinsurance recoverable asset attributable to foreign branches and Lloyd’s, for purposes
of solvency assessments of direct insurers, based on SA QIS3 information:
Life

QIS3
Impact of applying a 5% haircut
Impact of applying a 10% haircut
Impact of applying a 15% haircut

Reinsurance
Recoverable
Asset (R’bn)
110.75
-1.17
-2.33
-3.50
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Impact

-1.054%
-2.108%
-3.162%

Reinsurance
Recoverable
Asset (R’bn)
14.56
-0.21
-0.41
-0.62

Impact

-1.411%
-2.821%
-4.232%
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Assumptions made in the calculations above include:
 50% of local subsidiaries of foreign reinsurers shift to conducting business on a
branch basis; and
 25% of current cross-border reinsurance business shifts to being conducted on a
branch basis.
The table below sets out the estimated impact on the industry of a haircut to the
reinsurance recoverable asset attributable to cross-border arrangements under
equivalent regulatory frameworks, for purposes of solvency assessments of direct
insurers, based on SA QIS3 information. Given the infrequent use of cross-border
arrangements for the life industry, the impact is only shown for the non-life industry:
Non-life

QIS3
Impact of applying a 10% haircut
Impact of applying a 25% haircut
Impact of applying a 50% haircut

Reinsurance
Recoverable Asset
(R’bn)
14.56
-0.19
-0.49
-0.97

Impact

-1.333%
-3.333%
-6.667%

Assumptions made in calculations above include:
 90% of cross-border reinsurance business is to a jurisdiction that has an equivalent
regulatory framework; and
 25% of current cross-border business shifts to being conducted on a branch basis.
The table below sets out the estimated impact on the industry of a haircut to the
reinsurance recoverable asset attributable to cross-border arrangements not under
equivalent regulatory frameworks, for purposes of solvency assessments of direct
insurers, based on SA QIS3 information. Given the infrequent use of cross-border
arrangements for the life industry, the impact is only shown for the non-life industry:
Non-life

QIS3
Impact of applying a 50% haircut
Impact of applying a 100% haircut

Reinsurance
Recoverable Asset
(R’bn)
14.56
-0.11
-0.22
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Assumptions made in calculations above include:
 10% of cross-border reinsurance business is to a jurisdiction that does not have an
equivalent regulatory framework; and
 25% of current cross-border business shifts to being conducted on a branch basis.
Applying a haircut to the risk mitigation attributable to foreign branches, Lloyd’s
or cross-border reinsurance
In this section, the total risk mitigation was allocated to branches (as per the
assumptions under each section) based on the reinsurance premium paid to branches.
The table below sets out the estimated impact on the industry of a haircut to the risk
mitigation attributable to foreign branches and Lloyd’s, for purposes of solvency
assessments of direct insurers, based on SA QIS3 information:
Life

QIS3
Impact of applying a 10% haircut
Impact of applying a 25% haircut
Impact of applying a 50% haircut

Risk
Mitigation
(R’bn)
11.45
-0.24
-0.60
-1.21

Non-life

Impact

-2.108%
-5.269%
-10.539%

Risk
Mitigation
(R’bn)
28.49
-0.80
-2.01
-4.02

Impact

-2.821%
-7.053%
-14.105%

Assumptions made in calculations above include:
 50% of local subsidiaries of foreign reinsurers shift to conducting business on a
branch basis; and
 25% of current cross-border reinsurance business shifts to being conducted on a
branch basis
The table below sets out the estimated impact on the industry of a haircut to the risk
mitigation attributable to cross-border arrangements under equivalent regulatory
frameworks, for purposes of solvency assessments of direct insurers, based on SA
QIS3 information. Given the infrequent use of cross-border arrangements for the life
industry, the impact is only shown for the non-life industry:
Non-life
Risk Mitigation (R’bn)
QIS3
Impact of applying a 25% haircut
Impact of applying a 50% haircut
Impact of applying a 75% haircut

28.49
-0.95
-1.90
-2.85

- 59 -

Impact
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-10.000%
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Assumptions made in calculations above include:
 90% of cross-border reinsurance business is to a jurisdiction that has an equivalent
regulatory framework; and
 25% of current cross-border business shifts to being conducted on a branch basis.
The table below sets out the estimated impact on the industry of a haircut to the risk
mitigation attributable to cross-border arrangements not under equivalent regulatory
frameworks, for purposes of solvency assessments of direct insurers, based on SA
QIS3 information. Given the infrequent use of cross-border arrangements for the life
industry, the impact is only shown for the non-life industry:
Non-life
Risk Mitigation (R’bn)
QIS3
Impact of applying a 50% haircut
Impact of applying a 100% haircut

28.49
-0.21
-0.42

Impact

-0.741%
-1.482%

Assumptions made in calculations above include:
 10% of cross-border reinsurance business is to a jurisdiction that does not have an
equivalent regulatory framework; and
 25% of current cross-border business shifts to being conducted on a branch basis.
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ANNEXURE 3: Tables
Table 2.1.1 Number of insurers conducting (re)insurance business

TOTAL AS AT 31 DECEMBER 2014

179*
165

Direct insurers
Long-term

73

Short-term (including Lloyd’s)

92

Professional reinsurers

14

Long-term

3

Short-term

3

Composite

4*

* The four composite reinsurers are registered under both the Long-term Insurance Act and the Short-term Insurance Act,
and are counted as 8 registered insurers

Table 2.1.2.1 Outwards reinsurance premiums paid: short-term

Year

Short-term
Insurance:
Primary insurers
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006
2005

27.1
24.5
20.9
19.2
18.5
16.3
15.7
13.6
13.2

Short-term
Insurance:
Professional
reinsurers
(R’bn)
5.2
5.0
4.5
4.5
5.0
4.4
3.3
1.9
2.8

Table 2.1.2.2 Outwards reinsurance premiums paid: long-term

Year

Long-term
Insurance:
Primary insurers
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006
2005

29.6
28.6
25.9
20.5
14.7
19.8
17.0
14.6
11.8

Long-term
Insurance:
Professional
reinsurers
(R’bn)
1.4
1.1
1.0
0.8
0.8
0.7
0.9
0.7
0.6
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Table 2.2.1.1 Direct short-term insurance premiums

Year
2013
2012
2011
2010
2009
2008
2007
2006
2005

Gross Premiums
Written
(R’bn)
94.4
86.9
79.4
72.5
69.0
63.5
58.1
51.4
45.6

Reinsurance
Premiums
(R’bn)
27.1
24.5
20.9
19.2
18.5
16.3
15.7
13.6
13.2

Net Retention
Level
71.3%
71.8%
73.7%
73.5%
73.2%
74.3%
73.0%
73.6%
71.1%

Market
Penetration
32
rate
2.67
2.67
2.63
2.64
2.75
2.69
2.75
2.79
2.78

Table 2.2.1.2 Direct short-term insurance market: reinsurance premiums

Year

Direct
insurers
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006
2005

Local
professional
reinsurer
(R’bn)

6.6
4.1
3.7
3.1
2.3
3.1
3.1
2.9
2.5

Lloyd’s of
London*
(R’bn)

7.3
7.1
6.4
5.9
6.5
5.8
4.8
3.7
3.8

0.93
0.86
0.99
0.85
0.85
0.67
0.56
0.55
0.57

Foreign
reinsurers /
Crossborder
reinsurers
(R’bn)
12.3
12.4
9.8
9.4
8.9
6.7
7.2
6.5
6.3

Total
(R’bn)

27.1
24.5
20.9
19.2
18.5
16.3
15.7
13.6
13.2

* The Lloyd’s of London figure reflects all reinsurance paid to the Lloyd’s market which was sourced through South African
correspondents and Non-South African correspondents

Table 2.2.1.3 Direct short-term insurance market: proportion of reinsurance premiums

32

Year

Direct
insurers

Local
professional
reinsurer

2013
2012
2011
2010
2009
2008
2007
2006
2005

24.4%
16.7%
17.7%
16.1%
12.4%
19.0%
19.7%
21.3%
18.9%

26.9%
29.0%
30.6%
30.7%
35.1%
35.6%
30.6%
27.2%
28.8%

Lloyd’s of
London*

Foreign
reinsurers /
Crossborder
reinsurers

3.4%
3.5%
4.7%
4.4%
4.6%
4.1%
3.6%
4.0%
4.3%

45.4%
50.6%
46.9%
49.0%
48.1%
41.1%
45.9%
47.8%
47.7%

Total
(R’bn)

27.1
24.5
20.9
19.2
18.5
16.3
15.7
13.6
13.2

The insurance penetration ratio is the gross value of insurance premiums as a percentage of the Nominal GDP.
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Table 2.2.1.4 Direct short-term insurance market: premiums ceded to direct insurers

Year

Local business
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006
2005

Foreign business
(R’bn)
5.5
3.4
3.2
2.8
2.1
3.0
3.0
2.8
2.4

Total
(R’bn)
1.1
0.7
0.5
0.2
0.1
0.1
0.1
0.1
0.1

6.6
4.1
3.7
3.0
2.2
3.1
3.1
2.9
2.5

Table 2.2.2.1 Professional short-term reinsurance premiums

Year
2013
2012
2011
2010
2009
2008
2007
2006
2005

Gross Premium
Written
(R’bn)
7.8
7.5
6.8
6.7
7.4
6.8
5.3
3.3
4.4

Retrocession
Premium Paid
(R’bn)
5.2
5.1
4.5
4.5
5.0
4.4
3.3
1.9
2.8

Net retention

Penetration rate
33

33.3%
32.0%
33.3%
33.0%
32.4%
35.3%
37.7%
42.4%
36.4%

0.22
0.23
0.23
0.24
0.29
0.29
0.25
0.22
0.27

Table 2.2.2.2 Professional short-term reinsurance premiums split between local and foreign

Year
2013
2012
2011
2010
2009
2008
2007
2006
2005

33

Local business
(R’bn)

Foreign business
(R’bn)
7.3
7.1
6.4
5.9
6.5
5.8
4.8
3.7
3.8

Total
(R’bn)
0.5
0.4
0.4
0.9
0.8
1.0
0.5
0.4
0.6

Same as footnote 33
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Table 2.2.3.1 Lloyd’s premiums

Year

Gross
Premium
34
(R’bn)

Reinsurance
premium paid
35
(R’bn)

Net
retention

Penetration
36
rate

% of total SA
primary
insurers

2013
2012
2011
2010
2009
2008
2007
2006
2005

2.47
2.34
2.59
2.48
2.59
2.23
2.01
1.92
1.79

0.61
0.49
0.56
0.69
0.69
0.53
0.50
0.51
0.48

75%
79%
78%
72%
73%
76%
75%
73%
73%

0.07%
0.07%
0.08%
0.09%
0.10%
0.09%
0.09%
0.10%
0.11%

2.62%
2.69%
3.26%
3.42%
3.75%
3.51%
3.45%
3.73%
3.93%

Table 2.2.3.2 Lloyd’s: sources of business

Year

South African
correspondent

Non-South African
Correspondent

2013
2012
2011
2010
2009
2008
2007
2006
2005

70.98%
70.97%
72.5%
74.4%
75.7%
74.6%
78.3%
79.4%
78.3%

29.02%
29.03%
27.5%
25.6%
24.3%
25.4%
21.7%
20.6%
21.7%

Total gross
premium
R’billion
2.47
2.34
2.59
2.48
2.59
2.23
2.01
1.92
1.79

Table 2.2.3.3 Lloyd’s: nature of insurance contracts

Year
2013
2012
2011
2010
2009
2008
2007
2006
2005

Direct business
62.3%
63.3%
61.7%
65.7%
66.9%
69.7%
71.8%
71.1%
68.0%

Reinsurance business
37.7%
36.7%
38.3%
34.3%
33.1%
30.3%
28.2%
28.9%
32.0%

(Lloyd’s of London – Crystal database)

34

This gross premium reflects business originating out of South Africa and is sourced through Lloyd’s South African
correspondents and Non-South African correspondents
35
The Outwards Reinsurance Premium is based on applying the proportion of reinsurance used by Lloyd’s globally,
applied to the gross premiums of Lloyd’s South African operations
36
Same as footnote 33
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Table 2.2.3.4 Lloyd’s: business through SA correspondents

Kind of Policies
Property
Transportation
Motor
Accident and Health
Guarantee
Liability
Engineering
Miscellaneous
Total (R’bn)

2013
18.0%
25.9%
4.0%
6.5%
3.8%
28.0%
0.1%
13.1%
1.76

2012
18.5%
22.6%
4.66%
5.2%
5.5%
28.5%
0.2%
14.8%
1.66

2011
24.0%
25.5%
5.2%
4.3%
1.0%
26.0%
0.1%
13.6%
1.88

Table 2.2.3.5 Lloyd’s: business not through SA correspondents

Kind of Policies
Property
Transportation
Motor
Accident and Health
Guarantee
Liability
Engineering
Miscellaneous
Total (R’bn)

2013
19%
23.6%
9.0%
3.7%
0.3%
41%
0.0%
3.1%
0.72

2012
34.3%
23.2%
1.1%
13.6%
0.0%
23.4%
0.0%
4.3%
0.68

2011
21.7%
27.7%
0.36%
22.1%
0.0%
25.7%
0.0%
2.2%
0.72

Net Retention
Level

Market
Penetration rate

92.7%
91.9%
91.6%
92.7%
95.3%
93.1%
93.0%
93.7%
93.3%

11.41%
10.83%
10.23%
10.29%
12.34%
12.00%
11.50%
12.57%
10.70%

Table 2.3.1.1 Direct long-term insurance premiums

Year
2013
2012
2011
2010
2009
2008
2007
2006
2005

Gross premiums
Written
(R’bn)
403.3
353.2
309.3
282.9
309.6
284.1
242.6
231.2
175.5

Reinsurance
premium
(R’bn)
29.6
28.6
25.9
20.5
14.7
19.8
17.0
14.5
11.8
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Table 2.3.1.2 Direct long-term insurance market: reinsurance premiums

Year

Direct
insurers
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006

2.4
3.7
3.9
0.4
2.2
2.9
3.5
2.2

Local
professional
reinsurer
(R’bn)
8.1
7.4
6.6
5.7
5.0
4.7
3.8
3.4

Table 2.3.1.3 Direct long-term insurance market: proportion of reinsurance premiums

Year

Direct
insurers

Local
professional
reinsurer

2013
2012
2011
2010
2009
2008
2007
2006

22.9%
33.3%
37.1%
6.6%
30.6%
38.2%
47.9%
39.3%

77.1%
66.7%
62.9%
93.4%
69.4%
61.8%
52.1%
60.7%

Table 2.3.2 Professional long-term reinsurance premiums

Year

Gross premiums
Written
(R’bn)

2013
2012
2011
2010
2009
2008
2007
2006
2005

8.7
7.9
6.9
6.0
5.4
5.0
4.2
3.7
3.3

Reinsurance
premium
(R’bn)
1.4
1.1
1.0
0.8
0.8
0.7
0.9
0.7
0.6
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Net Retention
Level

Market
Penetration rate

83.91%
86.07%
85.51%
86.67%
85.19%
86.0%
78.57%
81.08%
81.82%

0.25%
0.24%
0.22%
0.22%
0.21%
0.21%
0.20%
0.20%
0.20%

