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Foreword

Listed corporates are facing increasing scrutiny by stakeholders in what they report in
their financial statements. Integrated reporting is set to increase reporting requirements
in already burgeoning annual reports, especially for insurers, whose regulatory reporting
requirements are some of the most onerous. When adding to this the focus by regulators
globally on board demographics and director pay, the attraction of being listed is perhaps
losing its shine.
In this report, we analyse and compare the financial reporting information for eight listed
insurance companies, of which four are listed in South Africa and the other four are
listed in the UK. We have focused on emerging themes in the industry and financial
reporting in an attempt to help authors of annual reports understand their peers’ reporting,
so as to better focus their own efforts on improving reporting.
To strike a balance in providing financial reports that are focused and useful to stakeholders
while meeting increasing legislation, regulation and reporting requirements is becoming
increasingly difficult. South African companies produce annual reports that are on average
100 pages longer than their UK counterparts, with an average annual report length of
nearly 300 pages.
In a globalised world, attracting investment and creating an environment that is conducive
to entrepreneurship is dependent on how a country ranks against the next. Our simple
comparison between the reporting of insurers in these two countries identified some
interesting contrasts. South African companies identified the raft of upcoming legislation
that will impact their businesses while their UK counterparts identified relatively few pieces
of legislation affecting their businesses. While the Western World in its determination to
overcome the global financial crisis and to remain competitive is focusing on reducing red tape,
South Africa does not appear to be pursuing the same goal despite its published intentions.
Boards are coming under increasing pressure to perform and to defend their pay. In addition
to this, regulators in Europe are turning their focus to board demographics, with increased
focus on gender diversity. Studies have found that companies with boards that are more
gender-diverse outperform their peers – our analysis mirrors these findings. These themes are
playing themselves out in the northern hemisphere and are coming to our shores in the
not-too-distant future.
Despite the need to increase South Africa’s competitiveness in the global marketplace by
improving the ease of doing business, listed South African insurers are likely to face more
regulation in the future. Reporters will have to work hard to strike a balance between what
is relevant for stakeholders and meeting these increasing reporting requirements.
I’m glad to report that it’s not all bad news. South African insurers are very clearly taking
the lead into Africa, with all companies in our population reporting that they have a presence
in Africa and a big focus on expansion. Integrating our South African economy with that
of the rest of Africa is necessary for our continued expansion. Let’s hope this initial head
start by South African insurance companies is lasting and that a pan-African insurance
industry, led by South Africa, can be firmly established.
I wish to thank my colleagues who have contributed to this publication and whose names
and contact details are listed on page 17.
Penny Binnie
Partner: Insurance Industry
Deloitte & Touche
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Executive summary

Our analysis focused on
what we believe are the most
relevant matters affecting
public reporting and the
insurance industry and
included board composition,
key performance indicators
chosen, principal risks,
critical accounting
judgements, disclosures
around legislation and key
industry-affecting changes
and segmental reporting.

From our analysis of the board composition, larger companies reported substantially
more independent director representation, with those with market capitalisation of over
R60 billion having an average of 71% of their boards being independent and those with
less than R32 billion reflecting an average of 53% of their boards being independent.
In addition, the industry appears to lack substantial board diversification. The largest companies
by market capitalisation tended to show even lower levels of female representation.
Our analysis appears to support recent studies that the more diversified boards (in terms
of gender) offer a higher return, with those companies in our population with greater female
representation having grown their market capitalisation, on balance, at higher annual rates.
South African companies have on average nearly 100 more pages to their annual reports.
This may be testament to the more enthusiastic uptake of integrated reporting by South African
companies, as well as the impact of the King Report on Governance for South Africa 2009
(King III). It may also be testament to South Africa being ranked first for its strength of auditing
and reporting standards in the World Economic Forum’s Global Competitive Report for the last
three years. We note that UK regulators published guidance on reducing the amount of
reporting, pushing companies to evaluate more deeply the relevance of information provided.
No UK companies identified non-financial KPIs. Overall, South African companies tended
to identify more KPIs. Surprisingly few companies identified insurance-specific linked measures.
Critical accounting judgements included the valuation, classification and measurement of
aspects of insurance contracts. Other frequently identified judgements included business
combinations judgements associated with deferred consideration.

Our key findings
• Larger companies showed substantially more
independent director representation.
• Female representation on boards within the industry
is low; and on balance, those companies with higher
female representation reflected higher annual average
growth in market capitalisation over five years1.
• South African companies have on average 100
more pages to their annual reports appearing to
favour integrated reporting and full and thorough
disclosure2.
• Surprisingly few companies identified insurancerelated KPIs, and no UK companies identified
non-financial KPIs2.
• All but two companies identified insurance contract
accounting as a critical accounting judgement2.
• In South Africa, the industry appears to be laboured
with legislation changes, with companies identifying
a raft of upcoming legislative changes affecting
their businesses. Despite this, changes to
legislation have not been identified by any South
African company as a principal risk3.
• Two South African companies identified skills retention
and attraction4 by demonstrating the skills shortages
the country suffers from. Only one company identified
IT as a risk despite the increasing global cybercrime risk5.
• All South African companies discussed their presence
in the rest of Africa, demonstrating the South African
industry’s focus. With no UK companies discussing
Africa, this could be a head start for South Africa’s
insurance industry in the African continent6.
1, 2, 3, 4, 5 & 6

The legislation and other key industry changes discussed in annual reports showed significant
amounts of legislation affecting South African companies. With the Western World focusing
on reducing red tape, it’s an unfortunate disadvantage for South African companies to be
facing increasing legislation. Directors’ remuneration rules were only identified by one UK
company despite increased public scrutiny and changes to legislation in that area. This may
be indicative of things to come in South Africa, which is also experiencing increased media
focus on director remuneration.
Following from this, our analysis of principal risks showed only two South African companies
identifying legislation or compliance risks despite the raft of legislation affecting the industry
and South African commerce.
No UK companies identified employee-related risks, while two South African companies
identified skills retention and attraction as key risks, which is indicative of South Africa’s
continuing skills shortage. Only one company listed on the Johannesburg Stock Exchange
identified one IT-associated risk, despite increasing instances globally of IT security breaches.
With Africa being a global focus, we investigated the instances of Africa appearing in segmental
reporting and how the focus on Africa has manifested itself in management commentary.
No UK-listed companies identified Africa in their segmental reports, nor did any of them include
Africa discussions in management commentary. All South African companies’ management
commentary mostly included reference to existing African business, with two companies
discussing it in the context of expansion. Only two South African companies reflect separate
geographic segments for “rest of Africa”, but it appears that this disclosure was made to satisfy
IFRS 8’s geographic disclosure requirements. It is evident that Africa remains frontier territory,
with insufficient scale within South African insurance companies to present it separately as a
key segment either in aggregate, by region or by country. However, the contrast of interest in
Africa by South African insurance companies against their UK counterparts indicates a strong
lead by South African insurers, which reduces the chance of South Africa being caught on
the back foot as has arguably been the case in so many other industries.

See page 18 to 20 for how Deloitte can help you with these matters
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Board composition

Only one
South African
company
reported a
chairman that
was not
considered
independent,
compared with
three out of
four UK
companies.

Both the Johannesburg and London stock exchanges require corporate governance rules to be applied. In South
Africa, the rules are governed by King III; and in London the Combined Code. Both King III and the Combined
Code require compliance or an explanation for non-compliance.
A summary of board composition requirements is included below. We highlight only those principles that apply to
our analysis:
King III (South Africa)

Combined Code (London)

Chairman of the board

The chairman of the board is expected
to be an independent non-executive
director that is not the CEO.

The chairman is expected to be
separate from the chief executive.

Composition of the board

A minimum of two executive directors

The board should be of sufficient size
that requirements of the business can
be met and should not be so large as
to be unwieldy.

Non-executive directors

The majority of the board is to be made
up of non-executive directors.

The board should include an appropriate
combination of executive and nonexecutive directors (and in particular
non-executive directors) such that no
individual or small group of individuals can
dominate the board’s decision-making.

Independent
non-executive directors

The majority of non-executive directors
are to be independent

As per “Non-executive directors” above

In our population, we found that only one company listed in South Africa had a chairman who was not independent.
Three out of four companies listed in the UK had a chairman not considered to be independent. Companies listed in
London were shown to have marginally fewer board members (on average 12), compared to South Africa’s average of 13.
UK and South African companies demonstrated similar proportions of non-executive independent boards, being 59% and
58% respectively.
Board composition

Bubble size represents number of board members

90%

Independence proportion

80%
70%
60%
50%
40%
30%
20%
20 000

40 000

60 000

80 000

Market capitalisation
Source: Deloitte analysis
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100 000

120 000

In both the
UK and South
Africa, a
strong
correlation
was shown
between
growth in
market
capitalisation
and the female
representation,
with those
companies
with higher
female
representation
being the
higher-growth
companies.

The racial
demographics
of South
African
insurers’
boards meet
or exceed
management
targets under
the Financial
Services Sector
Charter.

Larger companies tend to have a greater proportion of independent non-executive directors. Those with market
capitalisation of over R60 billion have an average of 71% of their board members being independent, while those
with less than R32 billion reflect an average of 53%.
Board demographics
In South Africa, the composition of the board from a black empowerment perspective is under scrutiny by
stakeholders. In the UK, and gathering pace in South Africa, the focus is on female representation.
London-listed companies reflected slightly lower proportions of female board members, at an average of 19%,
while companies listed only in Johannesburg reflected a mere 20% female board member representation. The
highest annual average growth rate in the UK (at 20.4%) reflected the second-highest proportion of female board
members in the UK (at 18%), following the largest company by market capitalisation in our population, which has
33% female board member representation and the second-highest annual average growth rate (at 12%). The
second-highest female board representation (at 27.8%) was that of a South African company, which grew its
market capitalisation by 20.4% over five years. On balance, the largest companies by market capitalisation
represented the highest female representation. The UK company with the lowest proportion grew its market
capitalisation annually by only 1%, when the annual average in the UK-listed companies was 8%.
In both the UK and South Africa, a strong correlation was shown between growth in market capitalisation and the
female representation, with those companies with higher female representation being the higher-growth
companies. This growth analysis appears to support independent studies on board composition and female
representation and illustrates the impact in the insurance industry.
A study by McKinsey (“Women Matter”) of 89 European publicly traded companies with a market capitalisation
of over 150 million pounds found that the companies with more female representation in senior management
and on the board had, on average, more than 10% higher return on equity than those companies with the lowest
percentage of women in leadership.
For UK companies:
Market capitalisation
growth

Female representation

Growth ranking

Female representation
ranking

20.4%

18.2%

1

2

11.7%

33.3%

2

1

1.3%

7.1%

3

4

(0.3)%

16.7%

4

3

Market capitalisation
growth

Female representation

Growth ranking

Female representation
ranking

20.4%

27.8%

1

1

19.4%

15.4%

2

3

15.1%

16.7%

3

2

12.2%

15.4%

4

3

Source: Deloitte analysis

For South African companies:

Source: Deloitte analysis
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In South African companies, where racial demographics count, on average 39% of the boards of JSE-listed
companies are non-white. The largest company reflected an average of 44%, with the second-largest reflecting a
much lower average of 25%. Black women accounted for around 15% of the boards of South African companies.
This analysis indicates that on average the sector in South Africa at the board level is in line with the targets of the
new Financial Services Charter, which is 33% for black directors including 11% black women directors.
With rising youth unemployment across the globe, increasing competition requiring innovative new ideas, and the
challenges from technology, we might anticipate increased scrutiny in the composition of boards in terms of age.
We have, for interest, age-profiled insurers’ boards and have noted that companies listed in London have an average
board age of 58, while companies listed in Johannesburg have an average age of 54; and those listed on both
exchanges have an average age of 60 (tending more towards the London profile). The lowest average age was 53 in a
Johannesburg insurer. The highest average age was 60. As you would expect, the board profile follows the maturity of
the company and seems closely aligned to market capitalisation, which suggests that experience is more valued in board
composition within this industry. As for growth, there appears to be a concentration of higher growth in companies with
younger boards, although the youngest board reflected growth in the middle of the range.
Age proﬁle

Bubble sizes represent the companies market capitalisation
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Average annual growth in market capitalisation
Source: Deloitte analysis

The Financial Sector Charter (FSC) can
be broken down into five components,
namely: Equity Ownership and Control;
Empowerment Financing; Corporate
Social Investment; Human Resource
Development; and, Procurement.
Equity Ownership: The Financial Sector
Charter aims to transfer a minimum of
25% at holding company level to black
ownership, of which at least 10% must
be direct ownership by black people
and the remaining 15% through indirect
ownership. These ownership targets will
also apply to foreign financial services
groups with South African branches,
but with a wider range of transaction
options to achieve the targets.
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Control: Control centres on the
authority and power to manage assets,
the determination of policies and the
direction of business operations.
The Financial Sector Charter requires
that financial institutions cede control
by targeting 33% for black directors;
this includes 11% black women
directors. In addition to equity control,
the Financial Sector Charter targets,
based on a formula, a minimum of
25% black executive management
and 4% black women executives.
Empowerment Financing: The
Financial Sector Charter makes provision
for BEE empowerment financing
which promotes the productive and
sustainable participation of black

companies and black people with
targeted investment components. In
addition, the financial sector aims to
provide BEE transactional financing for
acquisition, by black people, of direct
ownership in an existing or new entity,
other than SMEs, in any sector of the
economy; and joint ventures with,
debt financing of, other form of credit
extension to, or equity investments in
BEE companies.
Corporate Social Investment: The
Charter requires each financial
institution to direct 0.5% per annum of
post-tax operating profits to corporate
social investment projects aimed
primarily at black groups, communities
and individuals.

Human Resource Development:
Financial institutions have devoted 1.5%
of their payroll per annum to train black
employees.
Procurement: Financial institutions
will implement a targeted procurement
strategy to reach 70% by 2014 of
total procurement from BEE accredited
companies. In addition, the financial
sector will assist black SMEs through:
early payment for services provided
by SMEs, preferred areas for back
SMEs only and assisting existing
suppliers to address BEE and become
BEE accredited.

Annual reports

South African
companies
have nearly
100 pages
more in their
annual reports.
Could they
benefit from
cutting the
clutter and
providing
reduced
disclosures
mirroring the
current UK
reporting
environment?

Our population has an average annual report length of 240 pages. For South African entities, the average number
of pages amounts to 292, while the length of UK companies’ annual reports is around 197 pages. Legislation
plays a part, together with the size and diversification of the business. The largest UK company by market
capitalisation in our population showed an annual report length of 266 pages, compared to the largest South
African company’s 312 pages.
Market
capitalisation
ZARm

Total pages

Administrative
and other
information

Front half

Back half

Embedded
value report

Largest South
African
company

94 017

312

11

218

75

8

Largest UK
company

116 530

266

9

88

137

32

Source: Deloitte analysis

The UK’s financial reporting regulator issued a publication calling for financial reporters to re-evaluate the
relevance and necessity of financial information in annual reports – “Cutting Clutter: Combating clutter in annual
reports”. The report highlights in particular immaterial disclosures and unchanged explanatory information. We
also note that the UK government’s focus on simplifying narrative reporting as part of its “Red Tape Challenge”.
This backdrop to UK public reporting could in part explain the differential in the volume of disclosures. However, a
balance needs to be struck between the desire to provide full and complete financial disclosure and providing
information that is relevant and useful to users of financial reports.
Legislation and other rules also play a significant part; and with countries and markets competing more fiercely to
retain and attract investment, factors including red tape are being re-evaluated. The profile of the South African
companies’ volume of information is perhaps indicative of a slow reaction when compared to many other
countries’ primary target of reducing red tape to simplify business.
Average
total

EV report

Front half

Back half

Proportion back
half to total

Listed in Johannesburg only

292

7

147

105

37%

Listed in London only

197

20

84

91

46%

Pages

Source: Deloitte analysis

We noted the length of the Embedded Value (EV) reports included in the financial statements varied between the
different life insurers. Although the inclusion of the EV report in the financial statements is not a requirement,
guidance is provided by “Practice Guide Note (PGN) 107 Embedded Value Reporting” published by the Actuarial
Society of South Africa (ASA). No consistent reason for the differing lengths was evident, based on the review
performed. PGN 107 issued by ASA has been replaced by APN 107 effective 1 January 2013.
South African companies have on average 15 more pages than UK companies for their financial statements IFRS
reporting. South African companies may do well in taking a leaf from their UK counterparts and the UK financial
reporting regulator’s advice to re-evaluate the relevance of information in their annual reports.
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Integrated reporting
Following the incorporation of King III into the Johannesburg Stock Exchange Listing Requirements, listed
companies are required to issue an integrated report for financial years starting on or after 1 March 2010,
or explain why they are not doing so.
The International Integrated Reporting Council (IIRC) has developed a framework for an integrated report.
The framework makes it clear that a principle-based approach should be followed in the preparation of the
integrated report. Rather than to provide a list of detailed disclosures, the framework sets the scene and
provides the underlying principles and considerations that should guide the approach to integrated reporting
and the publication of the integrated report.
In essence, the framework proposes that the company should explain to its stakeholders how it creates
and sustains value in the short, medium and long term. The explanation should adhere to the fundamental
concepts and guiding principles in describing the business model used to create value. In doing so, the
company should discuss and link all content elements. This should all be underpinned by the strategic
objectives of the business.
In addition, the framework explains:
• The concept of the six capitals (inputs or resources utilised by a company to create and store value)
• The need to describe the company’s business model and the manner in which this should be done
• The meaning of value created or destroyed by the company
The IIRCC framework makes it clear that any communication purporting to be an integrated report should
comply with the minimum reporting standards identified in the framework.
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Key performance indicators

No UK
companies
identified
non-financial
KPIs, while
South African
companies
identified an
average of
four.

Surprisingly
few companies
identified KPIs
associated with
embedded
value.

Best practice dictates that companies explicitly indicate
what key performance indicators (KPIs) the directors use
to assess progress against stated objectives. Two out of
the eight companies, one from each jurisdiction, were
not explicit in this respect.
Outside of these companies, the highest number of
KPIs identified by a South African company was 15.
On average, SA companies identified 10 (including dual
listings), while UK companies identified eight (excluding
dual listings).
Non-financial KPIs are recommended. Certain metrics
such as carbon emissions are soon to be regulated in
the UK and are under discussion for regulation in South
Africa. On balance, South African companies identified
more non-financial KPIs, the average (including dual
listings) being four. No UK companies identified nonfinancial KPIs.

Embedded value was only identified by two companies. Two companies identified insurance new business.
Given the profile of our population, we would have expected greater focus in this area.

4

Other financial

Embedded value
Distributions to shareholders
Insurance new business
Cash related

Source: Deloitte analysis

All six companies that disclosed KPIs explicitly identified profit measures, and each of those identified either
two or three profit measures. Assets or funds under management were also identified by most of our population,
consistent with our expectations from the sector’s profile. Four companies identified one equity or solvencyrelated KPI, reflecting high levels of focus by directors in this area. Given the increased legislation and government
scrutiny in this area, following the global financial crisis (GFC), it is surprising that not all companies identified KPIs
in this area. Cash-flow-related KPIs were only identified by one company. Again, given increased scrutiny and risk
following the GFC, we would have expected cash-flow-related KPIs to be identified more frequently.

Non-ﬁnancial KPI frequency

Financial KPI frequency

Tax related

KPI proﬁle

6

1
2

Employee

1

2

4
22

1

Profit related

1

5

Source: Deloitte analysis

Equity/solvency
related

3

Customer

2

Assets under
management

Environmental

Social

Source: Deloitte analysis

Of the non-financial KPIs identified, three companies identified customer-related KPIs, including customer
numbers, number of partners, death and disability claims, lapses and surrenders. The next most frequent
non-financial KPI was social investment related, which only two companies identified.
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Critical accounting judgements

Insurance
contract
accounting
judgements
were not
surprisingly
the most
frequently
identified,
giving support
to the
necessity of
some clear
guidance from
the IASB in
the form of
IFRS 4.

IAS 1 requires the disclosure of judgements that management has made in the process of applying the company’s
accounting policies and that have had the most significant effect on the amounts recognised in the financial
statements. The profile of the company will have a significant impact on what those judgements are, and we
would expect insurers to be similar.
The highest number of judgements identified was eight in the largest company in our population by market
capitalisation which is listed in London. One UK company failed to explicitly identify these judgements.
The table below analyses the frequency of critical accounting judgements identified in our population:
Judgement

Count total

Insurance contract valuation and classification

6

Business combinations

5

Intangible asset (incl. goodwill) impairment

5

Financial instrument valuation and classification

5

Tax related

4

Property valuations

3

Retirement benefits

2

Source: Deloitte analysis

Not surprisingly, the most frequent judgement was associated with insurance contract valuation and classification
which is indicative of the lack of specific guidance in IFRS in this area and supports the IASB’s initiative to develop
a standard. The IASB’s last issued exposure draft was in June 2013 and proposes a measurement model that provides
information about how the insurance contracts contribute to the entitys’ financial position and performance.
Insurance contract valuation and classification judgements identified by our population included the following
descriptions:
•
•
•
•
•

Policy liability valuation which in one instance was split between short and long-term insurance contracts
Classification of insurance, reinsurance and investment contracts
Participating contracts, non-participating insurance contracts and reinsurance contracts
Classification of contracts as insurance and investment
Life assurance contract provisions

Business combination-related judgements featured highly and included in the main judgements associated with
deferred acquisition-related costs.
IFRS 4 exposure draft
The revised ED confirms the key features of the model exposed in 2010 – requiring a single accounting model for all insurance contracts
to be applied at a portfolio level using a current fulfilment value approach that requires an explicit current measurement of expected cash
flows and a liability for risk and uncertainty (“building blocks”). This model prohibits the recognition of profit at initial recognition of an
insurance contract.
The IASB has modified this model in five ways, under the revised model:
• The component of the liability that represents the unearned profit is adjusted for prospective changes in assumptions (“unlocking”).
• Interest expense is presented separately between profit or loss and other comprehensive income (“the OCI solution”).
• Insurance contracts where cash flows are contractually linked to underlying items will use the carrying amounts of these items to account
for those cash flows (“the mirroring approach”).
• A new definition of insurance revenue and expenses is applied for presentation purposes.
• A modified full restatement approach is introduced for the first time adoption of the new IFRS.
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Legislation and key changes for
insurers on the horizon
Best practice dictates that companies disclose the impact of any significant legislative changes on their companies.
All companies in this population identified the new requirements of Solvency II/SAM as a significant legislative change.
We expected the impact of IFRS 4 to be identified and discussed within this population, but only four companies
identified this. In South Africa, recent changes to JSE rules and King III were both identified by all Johannesburglisted companies.
Other legislative changes identified included:
South Africa
Broad-Based Black Economic Empowerment Act of 2003 Equity Act.

✓

Employment Equity Act

✓

Microinsurance legislation

✓

Long-term Insurance Act

✓

Solvency Assessment Management (SAM)

✓

Consumer Protection Act

✓

Protection of Personal Information Bill

✓

Short-Term Insurance Act

✓

Financial Services Laws General Amendment Bill 2012

✓

UK

BIS regulations

✓

Directors’ remuneration

✓

Source: Deloitte analysis

The raft of legislative changes in progress in South Africa is evidenced by this analysis. It is clear that South African
insurance companies are burdened by upcoming legislation. We note that the World Economic Forum’s Global
Competitiveness Report 2012/13 reported “Inefficient government bureaucracy” as the third-highest response in
South Africa to problematic factors for doing business.
South African insurance companies will shortly be required to start implementing additional personal information
protection requirements stipulated by the Protection of Personal Information Act. UK insurance companies have
reached a degree of maturity in this regard already, because UK privacy legislation has been in play since the year
2000. As with the UK, South African insurance companies can potentially benefit from compliance with this
legislation when it comes to information-sharing across borders.
The inclusion of directors’ remuneration legislation in the UK is testament to the recent challenges by shareholders
at annual general meetings on board remuneration. Board remuneration remains under high levels of public scrutiny
in the UK and is under increasing scrutiny in South Africa. Legislation in the UK seeks to increase the power of
shareholders in being able to reject board remuneration; but with many shareholders being institutional, critics raise
concerns that institutions would not be inclined to reject remuneration, which is similar to that of the boards of the
companies they represent. In South Africa, although under media scrutiny, there has been little fierce objection to
date, notwithstanding the fact that South African director earnings are similar to their European counterparts.
Remuneration remains a hot topic, and changes to legislation affecting this remain in play.
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Some of the legislation affecting the insurance industry in
South Africa
Solvency Assessment Management (SAM)
The Financial Services Board (FSB) is in the process of developing a new
risk-based solvency regime for South African short-term and long-term
insurers and reinsurers, known as the Solvency Assessment and
Management regime (SAM), to align the South African insurance industry
with the international standards being implemented for European
insurers and reinsurers, Solvency II. SAM will share the same broad
features as Solvency II, being a principles-based regulation based on an
economic balance sheet, and utilising the same three-pillar structure of
capital adequacy (Pillar 1), systems of governance (Pillar 2), and reporting
requirements (Pillar 3). The primary purpose of the regime is the
protection of policyholders and beneficiaries. The expected full
implementation date is 1 January 2016, with quantitative impact
studies, qualitative assessments, interim measures and parallel runs
taking place before then.
Insurance Laws Amendment Bill (ILAB)
A bill of proposed amendments to the current Long-Term and ShortTerm Insurance Acts aimed at addressing interim measures relating to
the governance, risk management and internal controls of insurers, as
well as insurance group supervision pending the finalisation of the
broader review of the Insurance Laws and the Solvency Assessment
and Management Project (SAM). ILAB is expected to take effect from
1 January 2014.
Microinsurance legislation
As one of National Treasury’s financial inclusion initiatives for the lowincome population of South Africa, a microinsurance framework has
been proposed which will address the stated agenda of policy reform
for financial stability, consumer protection, better access to financial
services, improved regulatory coordination and comprehensiveness.
This legislation will permit the licensing of a new category of insurers
that can provide only microinsurance products, enabling informal
insurance providers to operate, and be regulated, without the more
onerous requirements under current and proposed insurance legislation.
This legislation is expected to be implemented at the same time as SAM.
Treating Customers Fairly (TCF)
The Financial Services Board is implementing a programme for regulating
the market conduct of financial services firms, entitled Treating Customers
Fairly (TCF). The TCF approach seeks to ensure that fair treatment of
customers is embedded within the culture of financial firms. TCF will use
a combination of market conduct principles and explicit rules to drive the
delivery of clear and measurable fairness outcomes; and it will enforce
the delivery of these outcomes through imposing a range of visible and
credible deterrents to unfair treatment. TCF is expected to take effect
from 1 January 2014.
National Social Security Reform
A proposal by the government to implement a National Social Security
Fund to make retirement savings compulsory and to provide improved
unemployment insurance benefits, disability benefits, death benefits and
retirement benefits. This could potentially direct premium income away
from long-term insurers into this fund.
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Protection of Personal Information Act (POPI)
The purpose of POPI is to align South African law with international
standards of protecting personal information. POPI restricts the manner
in which government and business deal with personal information of
individuals. Non-compliance with the Act could expose the responsible
party to fines and/or imprisonment of up to 10 years. Broadly, there are
eight conditions to comply with to make the processing of personal
information lawful:
1. Accountability: The responsible party must ensure that all of the
Act’s conditions are complied with.
2. Processing limitation: Processing of information must be done
lawfully and in a manner that does not infringe the privacy of the
individual. Personal information can only be processed if the
processing is adequate, relevant and not excessive, given the purpose
for which it is to be used. Personal information may only be processed
if the individual consents to the processing, and personal information
must be collected directly from the individual.
3. Purpose specification: Personal information must only be collected
for a specific, explicitly defined and lawful purpose, and the
individual must be made aware of the purpose of the collection.
4. Further processing limitation: Further processing of personal
information must be compatible with the purpose for which it
was collected.
5. Information quality: A responsible party must take reasonable
steps to ensure that the personal information is complete, accurate,
not misleading and updated when necessary.
6. Openness: Reasonable practicable steps must be taken to ensure
that the individual is aware of the type of personal information
being collected and the purpose for which it is being collected.
7. Security safeguards: The responsible party must secure the
personal information in their possession or under their control by
taking appropriate technical measures to prevent the loss of,
damage to or unauthorised destruction of personal information,
and to prevent unlawful access to or processing of personal
information.
8. Individual participation: An individual can enquire of a responsible
party, free of charge, whether or not they hold personal
information about the individual. Individuals may also request
the correction or deletion of information that is inaccurate,
irrelevant, excessive, out of date, incomplete, misleading or
obtained unlawfully.
Review of so-called “four-funds” tax regime7
The Minister of Finance in his National Budget Speech earlier this year
proposed that the so-called “risk” business of long-term insurers be
separated from its policyholder funds and be included with the results
of the corporate fund, with the effect that such risk businesses will be
taxed on a similar basis as that of short-term insurers. This specific
proposal has not been given effect to as yet. For some time, National
Treasury has been reviewing the four-funds system as well as the
reserving requirements for tax purposes. National Treasury has
announced that any reforms to the taxation of long-term insurers in this
regard will be addressed as part of the 2014 proposed amendment process.

Principal risks

Only three
companies
identified
insurancerelated risks

Best practice requires that the board disclose within the business review the principal risks and uncertainties that
the company is facing. All companies in our population identified these.
We stratified the risks identified into 10 categories. Our population reflected the following frequencies of risks:
Risk frequency

Source: Deloitte analysis

Surprisingly, insurance-specific risks were only identified by three companies. South African companies did not
identify any actuarial risks, but these appeared in two UK-listed companies. Only one South African company
identified IT as a risk, despite the increased occurrence globally of IT security breaches. Market risk (including
interest rate, currency and market) was identified by all but one company.

South African
companies
were alone in
their
identification
of skillsrelated risks,
reﬂecting the
South African
skills
shortages.

In 2012, the World Economic Forum ranked cybercrime as one of the top five risks faced by organisations. Only
one company in our population identified this as a principal risk.

Capital and liquidity risks were frequently identified, which we would have expected, given the fallout from the GFC.
Despite the raft of legislation coming to South Africa (see page 10), only two South African companies identified
compliance and legislation as a risk.
No UK companies identified employee-related risks, two South African companies identified skills retention and
attraction as key risks, which is testament to South Africa’s continuing skills shortages. The World Economic
Forums Global Competitiveness Report 2012/13 identified “Inadequately educated workforce” as the most
frequent response in their survey for problematic factors for doing business in South Africa.
No company identified risks such as natural disasters or political risk. Although these might be considered remote,
they appear to be increasing, given recent major political instability within certain regions and increased public
agitation in many other regions, including the first world following the GFC, not to mention the apparent increase
in major climate-related events – all of which could significantly affect the continuation of these businesses.

Dissecting disclosures: Benchmarking listed insurers
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Segmental reporting

No UK companies discussed
Africa either as a segment or
in their commentary, whereas
all South African companies
included commentary –
could this be a head start in
Africa for South African
insurers?

Most companies’ segment reports were based on business segments, with three
exceptions. A UK company’s reports were based on geography, while two other
companies (one from the UK and one from South Africa) reported based on a hybrid
of geography and business segments.
IFRS 8 requires that companies disclose a chosen profit measure per segment.
Two companies disclosed an adjusted profit measure, three companies chose operating
profit, while two companies disclosed net profit and one company chose profit
before tax.
Embedded value by segment was also reported by three companies, which
coincidentally were the three largest companies by market capitalisation in our
population.
Regardless of the segment choice, IFRS 8 requires geographic revenue and
non-current asset information to be reported for the country of domicile and all
foreign countries from which it derives its revenue, split for each foreign country
where it is material. Not all companies complied, with only three companies that
chose business segments or a hybrid complying, and two UK companies including
a statement that their revenues were predominantly derived from the UK.
With an increased global focus on the potential for growth from Africa, we
investigated what level of Africa-associated disclosure was included in segmental
reporting and also how this was discussed in management commentary.
Two South African companies disclosed “Rest of Africa” as a segment reflecting the
increased focus in South Africa on expansion into Africa. Reading the CEO’s section
of the annual reports, all South African companies mentioned Africa, while no UK
companies mentioned it. Two of the four South African company CEO reports mentioned
Africa in the context of expansionary plans, and all four companies mentioned it in
the context of existing business. Only one chairman’s report mentioned Africa, which
was disappointing, given the focus by CEOs and the strategic importance Africa plays
for South Africa’s own economic expansion.
Last year, the governor of the South African Reserve Bank, Gill Marcus noted that
South Africa’s growth – forecast at 2.7% for 2013 was “pedestrian” but still positive
relative to the advanced economies. She argued that growth could strengthen if
South Africa became more closely entwined with Africa’s growth trajectory and that
of emerging economies.

Two companies showed a higher level of focus on Africa by a simple word count, far
exceeding any other. Within the financial statement commentary, Namibia and Botswana
were identified by two companies. Other countries identified were Ghana, Kenya,
Malawi, Zambia and Zimbabwe, each identified by one of the same two companies.
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Other disclosures

With the introduction of the new South African Companies Act,
the requirement to disclose audit fees was excluded. This remains
a requirement in the UK.
With the introduction of the new South African Companies Act, the requirement to
disclose audit fees was excluded. This remains a requirement in the UK. Despite this,
all South African companies bar one disclosed fees paid to auditors.
With this change in legislation in South Africa, the absence of this disclosure potentially
limits the ability of shareholders to challenge the independence of auditors if fees
appear significant – could this be the subject of future legislative or governance
changes in South Africa?
In addition to this, the requirement to provide a Statutory Actuary’s report for
long-term insurers is also excluded from the new South African Companies Act,
making the reporting guidelines issued by ASSA, APN103: The Report by the
Statutory Actuary in the Annual Financial Statements of South African Long-term
Insurers, advisory only.

Dissecting disclosures: Benchmarking listed insurers
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Basis of preparation

We have selected eight listed companies operating in the long-term insurance
industry. Three of these companies are listed in Johannesburg, four listed in London
and one on both exchanges. We have included the dual-listed company within the
Johannesburg listing population, except where explicitly mentioned otherwise.
These companies included:
1. Liberty Holdings
2. Sanlam
3. Santam
4. Old Mutual
5. Standard Life
6. RSA Insurance
7. Phoeonix
8. St James Place
Financial statements from the last financial year-end reported have been used.
These were all 31 December 2012 year-ends.
Where market capitalisation is mentioned, we sourced this from Bloomberg published
information for the last trading day in May 2013 and compared this to the last trading
day in May 2008 for the five-year growth information. For Phoenix, given its recent
establishment in its current form, this was May 2009.

All information is derived from Deloitte research of the audited and published annual
financial statements and integrated reports and other publicly available information.
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Key contacts

Penny Binnie
Partner
Insurance
Mobile: +27 83 270 7642
Email: pbinnie@deloitte.co.za

Yuresh Maharaj
Partner
Insurance Audit Leader
Mobile: +27 82 487 8898
Email: ymaharaj@deloitte.co.za

John Kruger
Senior Manager
Audit
Mobile: +27 71 361 7278
Email: jokruger@deloitte.co.za
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How Deloitte can help you

Finding

Deloitte can help

1. Female representation on boards within
the industry is low; and on balance,
those companies with higher female
representation reflected higher annual
average growth in market capitalisation
over five years.

Deloitte can assist in developing
programmes to attract, develop and retain
women within your organisation. Through
this process, we can assist in making your
organisation more amenable to women,
succeeding and enable them to act more
boldly on behalf of their career
advancement, resulting in gender equality in
your c-suite and boardroom. Key
interventions we support include
establishment of Women in Leadership
governance, creating effective engagement
and mentoring programmes,
communication and networking initiatives
and work–life integration/flexible work
arrangements policies and practices.

Contact
Gillian Hofmeyr
Director Deloitte
Consulting (Pty) Ltd
Tel: +27 11 806 5457
Mobile: +27 82 374 9968

Carla Clamp
Associate Director Risk
Advisory
Tel: +27 11 806 5421
Mobile: +27 82 5700379

In addition, Deloitte provides verification
services and a tailored training programme
specifically designed for female directors
and senior executives sitting on boards, and
those aspiring to be future board members.
2. South African companies were shown
to have on average 100 more pages
to their annual reports, appearing to
favour integrated reporting and full and
thorough disclosure.
Surprisingly few companies identified
insurance-related KPIs; and no UK
companies identified non-financial KPIs.

Deloitte provides a range of services related
to the preparation of the Integrated report
– this includes the analysis of existing
reports based on the IIRC Framework,
guidance to ensure effective alignment with
the Framework, the development of
stakeholder engagement policies and
practices, and sustainability assurance.

Dr Johan Erasmus
Director
Tel: +27 11 806 6292
Mobile: +27 82 573 2536
Email:
jerasmus@deloitte.co.za

With significant changes in legislation and
accounting standards affecting the industry,
we can help you with:

Carl van der Riet
Director
Tel: +27 82 600 3976
Email:
cvanderriet@deloitte.co.za

All but two companies identified
insurance contract accounting as a critical
accounting judgement.
3. In South Africa, the industry appears to
be laboured with legislation changes
with companies identifying a raft of
upcoming legislative changes affecting
their businesses. Despite this, changes
to legislation were not identified by any
South African company as a principal risk.
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• SAM/ILAB implementation
• IFRS 4, impact assessment and
implementation
• TCF advice
• Microinsurance licence application

Jaco van der Merwe
Director
Tel: +27 11 209 8163
Email:
javandermerwe@deloitte.
co.za
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Deloitte can help

Contact

4. Skills retention and attraction were
identified by two South African
companies, demonstrating the skills
shortages that the country is suffering.

Deloitte can assist with talent strategy
formulation, workforce segmentation and
strategic workforce planning, including
supply and demand analysis.

Jack Sellschop
Director
Business Transition
Tel: +27 11 517 4223
Email:
jsellschop@deloitte.co.za

5. Only one company identified IT-related
risks, despite the increasing global
cybercrime threat.

With security and privacy breaches on the rise,
and with a corresponding increase in
regulation, the threats to an organisation
extend well beyond the particulars of any one
incident. Executives and boards have a
compelling need to understand and reduce
their security and privacy exposure.

Cathy Gibson
Director
Risk Advisory
Mobile: +27 82 3307711
Email:
cgibson@deloitte.co.za

To help organisations avoid being the next
victim of a security breach, Deloitte member
firms:
• Assist on complex and evolving issues such
as identity theft, access management,
information leakage, cyber security, and
system outages
• Help manage information and technology
risks by delivering end-to-end solutions,
using proven methodologies and tools in a
consistent manner
Deploy highly trained security professionals
backed up with real-world experience,
including Certified Information Systems Security
Professionals (CISSP) and Certified Information
Systems Auditors (CISA)/Certified Information
Security Managers (CISM)

Dissecting disclosures: Benchmarking listed insurers
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Finding

Deloitte can help

6. All South African companies discussed
their presence in the rest of Africa,
demonstrating the South African
industry’s focus. With no UK companies
discussing Africa, this could be a head
start for South Africa’s insurance industry
on the African continent.

The Deloitte Africa team in South Africa is
the centre of excellence which acts as a
single point of contact to coordinate efforts
across Africa. With 34 offices serving 51
countries, Deloitte has expertise in multiple
disciplines which can help you in your
expansion across Africa. Those disciplines
include:
• Monitor Deloitte – including strategy,
opportunity identification and supply
chain management
• Corporate Finance – including deal
sourcing, due diligence, fund-raising
assistance, deal structuring, deal tax
optimisation and valuation services
• Human Capital & Legal – including
securing and managing talent,
understanding labour law and other
statutory requirements, managing payrolls
• Tax – including establishing and
registering of new entities, tax
compliance, customs and excise,
mobility management and assistance in
determining optimal locations based on
available government incentives
• Risk Advisory – includes implementation
of business continuity programmes

Delia Ndlovu
Director
Tel: +27 11 806 6185
Email address:
delndlovu@deloitte.co.za

7. Potential significant reforms affecting the
taxation of long-term insurers are likely to
find their way into legislation in the near
future.

Deloitte Tax has a wealth of collective
specialist experience in advising on the
taxation of South African long-term and
short-term insurance companies. We also
offer our knowledge and skills gained
through our long-standing participation on
the tax committees of a number of
long-term insurance sector focus groups.
We are able to provide a holistic approach
to the “four-funds” tax regime and the
specific tax requirements regarding reserving
for policyholder liabilities through
collaboration with our Deloitte Actuarial
specialists.

Chris Beneke
Director
Tax
Tel: +27 11 806 5316
Mobile: +27 82 908 7030
Email:
cbeneke@deloitte.co.za

20

Contact

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited (DTTL), a UK private company limited by
guarantee, and its network of member firms, each of which is a legally separate and independent entity. Please
see www.deloitte.com/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu Limited
and its member firms.
Deloitte provides audit, tax, consulting and financial advisory services to public and private clients spanning
multiple industries. With a globally connected network of member firms in more than 150 countries, Deloitte
brings world-class capabilities and high-quality service to clients, delivering the insights they need to address
their most complex business challenges. Deloitte has in the region of 200 000 professionals, all committed to
becoming the standard of excellence.
This communication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its
member firms, or their related entities (collectively, the “Deloitte Network”) is, by means of this publication,
rendering professional advice or services. Before making any decision or taking any action that may affect your
finances or your business, you should consult a qualified professional adviser. No entity in the Deloitte Network
shall be responsible for any loss whatsoever sustained by any person who relies on this communication.
© 2014 Deloitte & Touche. All rights reserved. Member of Deloitte Touche Tohmatsu Limited
Designed and produced by Creative Services at Deloitte, Johannesburg. (806951/jomaris)

