Striking A Balance
Between Micro Insurance
and Regulation

Strategic Insight Into Life Assurance Opportunities
Conference
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]' Background, Overview & Disclaimers

QO The Best Funeral Society JV Hollard Life

O Objectives - Interface (Western Insurance
System/Traditional market)

O Assistance Business Standing Committee/FAB
O TBFS Independent/partnership 1V

O Business Basis/No cross subsidy

Q Clear cost understanding

O White label powerhouse administrator

O New Market Initiatives (Retail/Non advice
products)

Q Disclaimers
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What Is Micro Insurance?
Definitions/Assumptions

“the protection of low income people against specific perils in exchange
for regular premium payments proportionate to the likelihood of and the

cost of the risk provided” (MRF 2006). ILO’s (International Labour Organization) Social
Finance Programme working group on micro-insurance, CGAP (Consultative Group to Assist
the Poor)

Micro insurance is a financial arrangement to protect low-income people
against specific perils in exchange for regular premium payments
proportionate to the likelihood and cost of the risk involved (Churchill, 2006)

"Common Characteristics of MI”: (Micro Insurance Academy)

Q Jow-cost transaction;

Q generally low-net-worth client (but not necessarily uniformly poor);
Q Community involvement in risk sharing and

Q Pooling of risk of Micro Insurance networks.

Legislation
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What Is Micro Insurance?
Definitions/Assumptions Continued

“Insurance for Low Income Households” (National treasury presentation on
MI)

Reality check! proportionate risk protection by people with lower/no
fixed income;

“Proportionate insurance provision for catastrophic events by the low
income & informal sector, including”

0 Life events
O Death
a Disability;
Q Injury/illness;
Q Asset/property (Loss or damage);

Legislation
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Micro Insurance - Business Implications

O Need to insure exists at all income levels,
BUT!

Q Unique Micro Insurance Implications:
Traditional/community based insurable interest;
Variable fixed address/residence;

Infrequent premiums;

Less client sophistication;

Less client formal education;
Non-registered/recorded assets;

Lower budgetary margin for error;

No frills - essential risk protection;

Less access to product distribution.
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Why Micro Insurance ?
Who has it?

Formal cover. 39.1% 39.9% (1.1m) have cover
—» (2.8m) have a form of —— through a funeral
formal funeral cover parlour/undertaker

40.1% (7.2m) have
funeral cover

Informal cover
(60.9%)
(4.4m) have burial

2.1% (375 000) have society membership
—» formal life cover (excl.

Funeral insurance)

LSM1-5

(18.0m) 0.41% (74 000) have
credit life insurance.

—>»  2.1% (382 000) have
retail hire purchase
account

Source Eighty 20 calculations based on Finscope 2007 (using
weightings derived from census 2001)
LSM definitions according to 2005 algorithm

1.5% (262 000) have
short term insurance

Legislation
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Zambia

Uganda

SA

Botswana

Namibia

Why Micro Insurance ?
Who needs it?

B Insured B Have access but don't use O Don't want O Not too poor but cannot access B Too poor

Source: Finscope
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Why Micro Insurance?

Large 1 nfor mal mar ket (Ginscdpepod7)0 |
Large illegal insurance industry;
Minimal short term penetration (1.5% population);

Increased individual asset base (National housing

programme);
Problematic national health service;
Market need;

Government pressure (empowerment/revenue);

Legislation
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Regulative Environment

Direct Insurance Legislation Other Legislation
0 Long Term Insurance Act (LTIA) O Companies Act
a0 Short term Insurance act (STIA) 8  Consumer Protection Act

Q  Policy Holder Protection Rules O Promotion of Access to
(PPR) (Issued i.t.0. LTIA) Information Act
O  Financial Advisory and
Intermediary Act (FAIS) Proposed Legislation
O Medical Schemes Act
O  Friendly Societies Act O Protection of Personal
_ _ : Information Bill
Related Financial Services e el AT
Legislation
0O Financial Intelligence Control Act
(FICA)

0 National Credit Act
O Co operatives Act

Legislation
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Regulative Environment
Proposed Micro Insurance

O Attempt to clarify Micro Insurance territory

Q Built on 4 pillars:

O Defined products; (Life/short term)

O Simplified underwriting & reduced capital;

O Reduced intermediation requirements;

O Co-ordinated enforcement of rules;

Well overdue legislation;

Reduced requirements to incentivise compliance;
Still onerous requirements for unlicensed players;
Minimum admin requirements still costly;

Step in the right direction.
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Regulative Environment
Industry Bodies

Insurance
O ASISA - Association For Savings and Investments SA (Long
Term)

O SAIA South African Insurance association (Short term)
O Various Intermediary Associations

Regulators & Ombuds

Q Financial services Board (FSB)
O FAIS Ombud

QO Banking Ombud

Q Life Ombud (voluntary)

Legislation
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Micro Insurance Players
Value Chain

I Funeral
e e Insurer
iy Parlour @ .
o ___,.-' ¢ * - P
d e Administrator

Individual -

.-"'-..I_--l- I.|
I.I-- ---------------------
¥ n . o
] B Administrator
.I
Source: Genesis Analytics

)Representative) Intermediary) Administrator) Insurer )
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Premium VS Responsibility

|

Typical Micro Insurance Value Chain

) )Representative) Intermediary) Administrator) Insurer )

Typical Average Premium Split

) ) 5¢10% ) 10(50%) 11 ¢ 50% ) 40 ¢ 60% )

Premium Splits

O  Unregulated Commission(Assistance only)

O  Distribution/admin normal 50 to 60% of risk premium (voluntary
business);

O  Seldom statutory taxation declared/paid in informal sector

O  The insurer cannot run.

Premium Split

3 ' Premium Reduction

Legislative Responsibility
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Micro Policy Costs

Indicative Policy Costs (Funeral)
Voluntary D/O policy

Commission (as & when, no up-front)
Basic application form

Basic documentation & compliance
Clear playing field;

Claims excluded

pooooo

Assumptions/Experience

Policy life expectancy 18 months
Recover up front costs. 66¢ over 18
months

Assumes no wastage (postal losses,
capture errors etc;)

Assumes lapse & reinstatement
(additional docs);

Loss making 1st 18 months (pure
admin basis)

o O 0O 00

Up Front Costs
Data Capture 5.00
Policy Documents 4.00
Postage 3.00
Total Inception Costs 12.00
Ongoing costs
Debit Order 2.00
Administration 2.00
Total Ongoing Costs 4.00
Monthly Premium Split
Risk Price (75%) 22.00
Administration (15%) 5.00
Commission (10%) 3.00
Sales Price 30.00

Legislation
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Micro Insurance
Legislative Needs vs. Costs

Legislative Requirements Cost Implications

O Improved Advice at sale O Higher up-front costs;

O Increased disclosure O Increased printing costs;

d wSIA&aGSNBR C{t Q& Q Increased ongoing overhead costs;
0 Minimum information requirements O Increased printing & legal costs;

0 Minimum documentation O Increased up-front costs;

Q  Minimum infrastructure O Increased overheads;

Q  Minimum system capability O Increased overheads;
 Complaints recording O Increased overheads;

O Minimum data storage ability; O Increase overheads;

 Quarterly compliance reports; O Increased operational costs;

O Annual client update; O Increased printing/ops costs;

O Minimum educational requirements; O Increased training costs

0 Ongoing exams O Increased training/redundant time

Legislation
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The Cost of Over Legislation

Profits continually eroded;

Increasing effort spent to ensure compliance;
Continual uncertainty — has anything been missed?
Unrealistic requirements; (annual policy update)
Reduce innovation with minimum requirements;
Ongoing costly ombud interaction;

Huge economies of scale required;

No incentive for the unregulated to comply;
Increased complexity — force polarisation
legal/illegal;

Over protection/consumer cost/benefit.
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Call to Action
Micro Insurance Industry

Support industry bodies ASISA/SAIA/FAB
Actively engage with the regulator;
Comply with industry codes;

Report illegal operators;

Do business, not premium
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Questions??

Legislation




