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Section 1: Introduction

1.1

1.2

1.3

1.4

1.5

This report documents the details of the transfer of the Instant Life business
between Guardrisk Life Limited (“Guardrisk™) and Absa Life Limited (“Absa
Life”).

The report assumes knowledge of the business of Instant Life and of
actuarial issues. It is an “internal” report addressed to the management
and Board of Guardrisk but may also be given to the holding company’s
Board, the company’s auditors and the regulator. This report may not be
published, as a whole or in part, without my specific written consent, save
that copies of this report may be made available for inspection by
policyholders of Guardrisk and Absa Life and copies may be made available
to any person requesting the same in accordance with applicable regulatory

requirements.

The Instant Life cell is in the process of being transferred to Absa Life in
terms of Section 37 of the Long-term Insurance Act, 52 of 1998 (“the
transfer”). In terms of the transfer agreement concluded between the
parties (“Transfer Agreement”), the business of Instant Life will be
transferred to Absa Life on the last day of the month in which all the
suspensive conditions as set out in the Transfer Agreement is fulfilled or
waived, however the rights and liabilities in respect of Instant Life will be
deemed to have been accrued by Absa Life with effect from 1 July 2016
(“the Effective Date”).

The Instant Life business to be transferred to Absa Life as a going concern,
is all the business in the Instant Life cell, which is one of the cells
underwritten by Guardrisk. Before the transfer the business was reinsured

to RGA and administered by Instant Life.

We have referred to the “Guidelines for the Transfer of Business of a Long-
term insurer in terms of Section 37 of the Long-term Insurance Act (“Acts”)
issued by the Financial Services Board (“FSB”). This report also takes

cognisance of the Actuarial Society of South Africa’s Advisory Practice Note
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1.6

1.7

1.8

1.9

APN 108 on “Transfer of Long-term Business of a Registered Insurer — Role

of the Independent Actuary”.

This report is produced in my capacity as the Statutory Actuary of

Guardrisk.

This report relies on the following information which was provided by the
management of Guardrisk and was not independently verified.
e Audited accounts as at 30 June 2016, before the proposed transfer

e Unaudited accounts as at 30 June 2016, after the proposed transfer

The primary purpose of this report is to express an opinion from the
perspective of the Statutory Actuary of Guardrisk on the following:
o Whether the proposed transaction is actuarially sound;
o Whether the security of the remaining Guardrisk policyholders are
adequately safeguarded;
o Whether the reasonable benefit expectations of the remaining
Guardrisk policyholders are adversely affected by the transfer;
o Whether the security of the transferring Instant Life policyholders is
adequately safeguarded; and
o Whether the reasonable benefit expectations of the transferring

Instant Life policyholders are adversely affected by the transfer.

This report considers the position from the perspective of both the
remaining Guardrisk policyholders as well as the transferring Instant Life

policyholders.

This report is set out under the following headings:

e Section 2 provides background information and the rationale for the
transfer;

e Section 3 considers the security of policyholders’ benefits;

e Section 4 considers the impact of the transfer on policyholders’
reasonable benefit expectations;

e Section 5 covers the effect of the transfer on processes and controls;

e Section 6 covers the communication to policyholders; and

e Section 7 provides my conclusion.
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Section 2: Background and Rationale
for the Transfer

2.1

2.2

2.3

2.4

2.5

2.6

2.6.1

This section of the report provides background information and considers

the rationale for the transfer from the perspective of Guardrisk.

Absa Financial Services Limited (AFS), which is a fully owned subsidiary of
Barclays Africa Group Limited (BAGL), acquired a 75% interest in Instant
Life with effect of 1 April 2016. The acquisition was approved under the
Banks Act 94 of 1990 by the Registrar of Banks.

Prior to 1 April 2016, Instant Life sold and issued long-term insurance
policies which were underwritten by Guardrisk, using a third party cell that
was owned by Instant Life. Absa Life, which is a fully owned subsidiary of
AFS, is in the business of underwriting long-term insurance risk. Absa Life
therefore has, similar to Guardrisk, the necessary capabilities and expertise

to underwrite policies.

As a result, with effect from 1 April 2016, all new long-term business sold

and issued by Instant Life is underwritten by Absa Life.

The intention is for Instant Life to be the owner of a third party cell under a
cell captive arrangement with Absa Life. For cell-captive insurers, each cell
is managed independently and contractually ring-fenced against losses
made in other cells, and there is no element of cross-subsidy between one

cell and another.

The transfer of the policies from Guardrisk to Absa Life is sensible for the

following reasons:

The Governance and Control oversight, which is required under the BAGL
Enterprise Risk Management Framework, of the business will be more

efficient and practical if the underwriting risk lies with Absa Life. Even if the
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2.6.2

2.6.3

2.6.4

2.7

2.8

business is underwritten by Guardrisk, it would have to fall under the
Insurance Risk governance structures of BAGL as the business is written in
a Cell Captive arrangement.
Since new business is underwritten by Absa Life, it would be operationally
and administratively simpler and more efficient if any duplication can be
avoided and all long-term insurance business offered by Instant Life are
written under a single life insurance license. It would ensure efficiency and
consistency on:

e Administration systems

e Correspondence

e Marketing material

e Policy servicing

e Financial control

e Regulatory and financial reporting

¢ Commercial arrangements

e Strategic direction
The efficiency and consistency referred to above will also impact the quality
of ongoing customer service and experience. Reference to both Guardrisk
and Absa Life, for example, could be confusing to customers and impact
their experience negatively. Potential conduct risk issues, including
Treating Customers Fairly, would therefore be limited.
It is commercially sensible for BAGL that fees which currently flow to

Guardrisk, remain within BAGL and flow specifically to Absa Life.

The application to the Registrar of Banks for the acquisition of the 75%
interest in Instant Life indicated the intention to transfer the in-force policies
in the Guardrisk cell onto the Absa Life cell within 12 months of completion

of the transaction subject to the required regulatory approvals.

It was further a requirement by the office of the Registrar of Banks that all
new business must cease to be written in the Guardrisk Cell Captive within
3 months from the date of acquisition, following which all new business

should be written in the Absa Life Cell Captive.
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2.9 Following the approval of the transfer, the business will still be administered

by Instant Life as before the transfer.

2.10 The transferred business will be reinsured to the same insurer (RGA), on

terms that are similar to those before the transfer.

The proposed transfer will ensure that the existing Instant Life business will

be managed as part of Absa Life’s book of business.
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Section 3: Security of the
Policyholders

3.1 The security of both the Instant Life policyholders and the remaining
Guardrisk policyholders are dependent on the financial position of the
company which is primarily a function of two major elements:

e Additional shareholder capital held in excess of liabilities as a buffer
against future adverse experience. The adequacy of shareholder
capital held can be measured in a number of ways, including the ratio
of excess assets to the capital adequacy requirements (CAR); and

e Adequate reserving in respect of policyholder liabilities, including
appropriate allowance for future uncertainty via the inclusion of

compulsory margins.

3.2 Reserves required to back policyholder liabilities are calculated according to
all relevant accounting and actuarial regulatory and professional guidance,
including IFRS4, Advisory Practice Note APN104 issued by the Actuarial
Society of South Africa and the Long Term Insurance Act 1998. We have
relied on the statutory actuary of Absa Life to ensure compliance of the

statutory results with all of these requirements.

3.3 The security of the remaining Guardrisk policyholders before and after the
implementation of the transfer can be evaluated by considering the
following:

e The results of the statutory valuation of Guardrisk as at 30 June 2016
before implementing the proposed transfer; and
e The results of the statutory valuation of Guardrisk as at 30 June 2016

after implementing the proposed transfer.
The Guardrisk CAR cover is marginally higher post transfer than pre-
transfer. Hence, as a result of the transfer, the overall solvency position is

marginally higher.
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3.3.1 Guardrisk’s financial positions pre and post transfer on the statutory

valuation basis as at 30 June 2016 are summarised as follows:

Value of assets on the Statutory basis 5 387 436 5 375 993
Value of policy liabilities 4 317 645 4 312 412
Current and other liabilities 230 841 224 631
Total value of liabilities 4 548 486 4 537 043
Excess Assets 838 950 838 950
Capital Adequacy Requirement 433 803 427 118
Ratio of Excess Assets to Capital Adequacy 1.9x 2.0x
Requirement

Excess Assets excluding cell surpluses 543 605 536 920
Ratio of Excess Assets excluding cell 1.3x 1.3x

surpluses to Capital Adequacy Requirement

3.3.2 All the Instant Life liabilities will be transferred, resulting in the Guardrisk

3.3.3

3.3.4

liability in respect of this cell reducing to zero. The total assets held by
Guardrisk will reduce by the same amount as the total Instant Life liability,
since this is the amount of assets that will be transferred.

Due to ring-fencing, one cell cannot be called upon to support the liabilities
of another. However, business written in the promoter can be affected,
since if the Instant Life cell becomes insolvent then the promoter fund will
be used to support the cell. This represents a risk to other cells, as
Guardrisk as a whole might face insolvency if they need to provide a large
amount of solvency support.

The CAR is also calculated on a ring-fenced basis and hence the CARs of the

other cells and the promoter will not be affected.
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3.4 We also consider the security of the policyholders that are being transferred
to Absa Life. Their security before and after the transfer can be evaluated
by considering the following:

e The results of the statutory valuation of Guardrisk as at 30 June 2016
before implementing the proposed transfer, as shown in Section
3.3.1 above; and

e The results of the statutory valuation of Absa Life as at 30 June 2016

after implementing the proposed transfer.

3.5 The table below shows the CAR ratio for Absa Life in the past, as well as

CAR ratio excluding dividends paid:

Year Absa Life Historic CAR ratios

Before dividends After dividends
31-Dec-13 5.9 3.5
31-Dec-14 5.6 2.9
31-Dec-15 5.7 3.5
30-Jun-16 4.3 3.1

The CAR cover of the Guardrisk Instant Life cell, before the proposed
transfer was 1.6 times. After the transfer the cell’s CAR will reduce to zero
and we have been informed that the Guardrisk cell’s retained earnings will
be paid as a dividend to the cell owners. Furthermore, Absa Life informed
us that the post-tax proceeds from this dividend will be used by the cell
owners to fund the CAR in Absa Life’s Instant Life cell.

The CAR cover of the Absa Life cell captive will be marginally lower due to
the transfer of the Instant life cell (reducing by about 0.1 times CAR), since
the transfer will increase Absa Life’s CAR, but will leave their excess assets
unchanged. Furthermore, following the transfer the funds from the
abovementioned dividend are expected to be injected into Absa Life’s
Instant Life cell, which will increase Absa Life’s CAR cover. This, combined
with Absa Life’s high CAR cover before the transfer, means that the security
of both the transferring policyholders and the existing Absa Life

policyholders will not be materially affected by the transfer. However, if the
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dividend is not used to fund the CAR of Absa Life’s Instant Life’s cell then

the security of the transferring policyholders could be jeopardised.

3.6.1 A reinsurance agreement is in place between Guardrisk and RGA which
covers the majority of the policies to be transferred. Following the transfer,
this agreement will be terminated.

3.6.2 The transferred business will be reinsured to the same reinsurer, on terms
that are similar to those before the transfer. This will ensure that
policyholder security remain unchanged.

3.6.3 Thus, the transferring policyholders will not be negatively impacted by the

transfer.

3.7.1.1 When considering the security of these policyholders, the test is not whether
the solvency of Absa Life after the transfer equals or exceeds the solvency
of Guardrisk before the transfer, but rather whether the solvency of Absa
Life after the transfer provides adequate security.

3.7.1.2 In my opinion the pro-forma capital positions of Absa Life after the transfer
as at 30 June 2016 provides adequate security to meet future contractual
obligations to the transferring Instant Life policyholders. Please note that
this takes into account the proposed dividend that will be used to fund Absa

Life’s Instant Life cell.

3.7.2.1 The security of the remaining policyholders also needs to be considered.
Since the Instant Life cell will be closed after the transfer, there is no risk
that promoter funds will be required to support the cell.

3.7.2.2\When considering the pro-forma capital positions of Guardrisk after the
transfer as at 30 June 2016, it can be seen that the remaining policyholders

will not be affected by the transfer.

3.7.3 Therefore | conclude that the transfer will not prejudice the security of the

transferring policyholders or the remaining Guardrisk policyholders.
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Section 4: Reasonable Benefit
Expectations

4.1

4.2

4.3.1
4.3.2

4.3.3

4.4.1

4.4.2

4.5.1

4.5.2

This section of the report considers a number of internal business practices
and the impact that they may have on the reasonable benefit expectations

of the Instant Life policyholders.

The protection of the policyholders’ reasonable expectations is inter alia
dependent on the Management’'s commitment to look after the interest of
policyholders. The Board, Management and the Statutory Actuary of Absa
Life are aware of their duty to ensure at all times that the reasonable benefit
expectations of the various classes of Instant Life’s policyholders are not
unfairly prejudiced. The existing business practices of Absa Life will be

extended to the Instant Life policyholders.

The policy document allows for premium increases.

However, Guardrisk would only have increased premiums as a direct result
of a deterioration in the actual experience.

Absa Life confirmed that they do not intend to increase the premiums before

or after the transfer.

The sale of assets and liabilities should not give rise to tax implications for
Instant Life (either directly or indirectly through the Guardrisk cell) or Absa
Life.

From a taxation point of view the transferring policyholders will not be

affected by the transfer.

The positive discounted cash flow reserve for Instant Life is currently
matched by cash and money market instruments.
Absa Life confirmed that the assets will be invested so as to match the

nature, term, expected return and currency of the liabilities by using a well-
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established, reputable and experienced asset manager. Controls exist for
the management of the investments. We have not verified independently

that this investment policy is implemented correctly.

The reasonable benefit expectations of the transferring policyholders will
not be affected by the transfer since there is no intention to increase the
premiums on these policies, there will be no tax implications and the

investment strategy will aim to match the liabilities.
The transfer will have no impact on the reasonable benefit expectations of

the remaining Guardrisk policyholders, due to the transfer relating to

business that is ring-fenced within Guardrisk.
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Section 5: Processes and Controls

51

521

52.2

52.3

524

525

526
527

5.2.8

5.2.9

The impact of the transfer on processes and controls from the perspective
of the transferring Instant Life policyholders and the remaining Guardrisk

policyholders were considered:

The life business that is being transferred is currently underwritten by
Guardrisk. The intention is that Instant Life will be the owner of a third
party cell under a cell captive arrangement with Absa Life. All policies will
be transferred into the new cell.

The policies will continue to be administered on Instant Life’s system in
exactly the same manner as before the transfer.

Policyholders will not experience any impact in the way in which their
policies are administered and serviced. The process for customers to make
changes to their policies and the type of changes they can make remain
exactly the same, including the contact details.

The online platform to which customers have access to view and make
amendments to their policies will remain unchanged, including their log-in
details.

The administration of the policies will be governed under the existing Binder
and Outsource Agreements that are in place between Absa Life and Instant
Life. An addendum will be added to cover the two products which are not
currently covered by this agreement.

The claims process will also remain unchanged.

Full continuity from a premium collection point of view will be maintained
as there will be no changes to policyholders’ debit orders.

The reinsurance structure on policies will remain as they were prior to the
transfer, but with Absa Life taking over the relationship with RGA on these
policies. The administrative and reporting processes would simply follow the
existing processes.

The change from Guardrisk to Absa Life as underwriter will be

communicated to every active policyholder.
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5.2.10.1 The processes and controls for the remaining Guardrisk policyholders will

remain the same.

From the perspective of the transferring policyholders the transfer of this
business will have no impact on the administration and control processes
which already exist in terms of the current arrangements. Therefore, these

policyholders will be unaffected by the transfer.

From the perspective of the remaining Guardrisk policyholders, these

policyholders will not be affected by the transfer.
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Section 6: Communication to
Policyholders

6.1

6.2

6.3

There is a proposed communication plan and process to inform

policyholders of the transfer.

This proposed communication plan will be audited.

We have not reviewed these communication documents, nor have we
assessed whether the proposed communication plan and processes adheres

to the requirements of Section 38 of the Long Term Insurance Act and to

the transfer guidelines as issued by the FSB.
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Section 7: Conclusion

7.1

7.2.1

7.2.2

7.2.3

7.2.4

7.3.1

7.3.2
7.3.3

I have considered the transfer from the perspectives of both the remaining

Guardrisk policyholders as well as the transferring policyholders.

Each cell is managed independently and contractually ring-fenced against
losses made in other cells, and there is no element of cross-subsidy
between one cell and another.

However, business written in the promoter can be affected, since if the
Instant Life cell becomes insolvent then the promoter funds will be used to
support the cell. This represents a risk to other cells, as Guardrisk as a
whole might face insolvency if they need to provide a large amount of
solvency support. However, this is not a concern since the Instant Life cell
will be closed and hence promotor funds will not be required to support the
cell.

The security and reasonable benefit expectations of the remaining
Guardrisk policyholders will not be affected by the transfer.

Thus, the transfer will have no effect on other business already underwritten

by Guardrisk.

The intention is for Instant Life to be the owner of a third party cell under
a cell captive arrangement with Absa Life.

This is the same structure as currently implemented by Guardrisk.

The CAR cover of the Absa Life cell captive will be marginally lower due to
the transfer of the Instant life cell, since the transfer will increase Absa Life’s
CAR, but will leave their excess assets unchanged. Furthermore, we have
been informed that following the transfer the Guardrisk cell’s retained
earnings will be paid as a divided to the cell owner and Absa Life informed
us that the post-tax proceeds from this dividend will be used by the cell
owners to fund the CAR in Absa Life’s Instant Life cell. This will increase
Absa Life’s CAR cover and, combined with Absa Life’s high CAR cover before

the transfer, means that the security of both the transferring policyholders
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7.3.4

7.3.5

7.3.6

7.3.7

7.3.8

and the existing Absa Life policyholders will not be materially affected by
the transfer. However, if the abovementioned dividend is not used to fund
the CAR of Absa Life’s Instant Life’s cell then the security of the transferring
policyholders could be jeopardised.

The reasonable benefit expectations of the transferring policyholders will
not be affected by the transfer.

All transferring policies’ terms and conditions will remain exactly the same
after the transfer, except that the underwriter will change from Guardrisk
to Absa Life. The policyholders’ existing policy documents and any
subsequent endorsements or amendments will remain applicable and will
not be regenerated.

The administrative processes and controls will not be affected by the
transfer since the policies will continue to be administered on Instant Life’s
system in exactly the same way as what they were before the transfer.
After the transfer the transferred business will remain reinsured to RGA, on
similar terms to before the transfer.

Thus, the transfer will have no adverse effect on the Instant Life

policyholders transferring to Absa Life.
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I am satisfied that the proposed transfer is actuarially sound, and that it
will:
o Not adversely affect the security of the transferring Instant Life
policyholders;
¢ Not prejudice the reasonable benefit expectations of the transferring
Instant Life policyholders.
o Not adversely affect the security of the existing Guardrisk
policyholders; and
e Not prejudice the reasonable benefit expectations of the existing

Guardrisk policyholders.

MJ Harrison
Statutory Actuary, FASSA

20 February 2017

19| Page



Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company
limited by guarantee (DTTL), its network of member firms and their related entities. DTTL and
each of its member firms are legally separate and independent entities. DTTL (also referred to
as “Deloitte Global”) does not provide services to clients. Please see
www.deloitte.com/about for a more detailed description of DTTL and its member firms.

Deloitte provides audit, consulting, financial advisory, risk management, tax and related
services to public and private clients spanning multiple industries. With a globally connected
network of member firms in more than 150 countries and territories, Deloitte brings world-
class capabilities and high-quality service to clients, delivering the insights they need to
address their most complex business challenges. Deloitte’s more than 225 000 professionals
are committed to making an impact that matters.

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 communication, 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.

© 2017. For information, contact Deloitte Touche Tohmatsu Limited

20| Page


http://www.deloitte.com/about

	Section 1: Introduction
	Section 2: Background and Rationale for the Transfer
	Section 3: Security of the Policyholders
	Section 4: Reasonable Benefit Expectations
	Section 5: Processes and Controls
	Section 6: Communication to Policyholders
	Section 7: Conclusion

