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South Africa Non-Life & Life

Delay of South Africa’s Solvency Regime 
Anticipated, but Change Still Fundamental

South Africa has postponed the introduction of its new Solvency Assessment and 
Management (SAM) regime for insurers, although it is imperative that the new 
risk-based framework is rolled out in the next few years.

The insurance regulator, the Financial Services Board (FSB), has been developing the 
new standards, modelled on the principles of the European Union’s Solvency II direc-
tive with some adjustments to account for local conditions.  The SAM regime was 
scheduled to take effect in January 2015, but widespread reports in the past week have 
indicated the new requirements will not be introduced until January 2016 – at the 
same time when Solvency II is expected to be implemented.

In a recent special report,  Africa’s Diverse Insurance Markets Offer Growth Opportu-
nities, Untapped Demand (published Jan. 21, 2013),  A.M. Best said this timetable was 
likely to be affected by the delayed implementation of Solvency II in Europe.

A.M. Best also notes that,  as is the case with Europe’s new standards, the SAM framework 
was created during a period of greater economic stability. If the framework were applied fully 
today, it is likely that several South African insurers (representing a material part of the insur-
ance industry) would be unable to comply with all the requirements.  This is evidenced by 
the FSB’s second Quantitative Impact Study (SA QIS2), published in January 2013.

The study was based on 121 insurers, representing 98.5% of the South African insurance 
industry by premium volume. In total, 22 insurers (eight life insurers and 14 non-life insur-
ers) did not meet their Solvency Capital Requirements (SCRs). In addition, five life insurers 
and three non-life insurers failed to meet their Minimum Capital Requirements (MCRs).

The exhibit shows 78% of non-life and 81% of life companies met both SCRs and MCRs. 
In total, 5% of non-life insurers and 3% of life companies were unable to comply with 
either their SCRs or MCRs.

Under current 
conditions, 
several 
insurers may 
fall short of the 
requirements.  
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Solvency Capital & Minimum Capital Requirements Under SA QIS2 
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A.M. Best believes the postponement of the proposed deadline for the SAM regime to be 
implemented will create breathing space, particularly for small and niche insurers. In line 
with Europe, the largest South African insurers have taken the greatest steps to adopt the 
measures of the new regime and have made significant investments in developing internal 
capital models.  They are likely to incur increased costs as a result of the delay.  As in Europe, 
the medium-sized South African companies have tended to adopt the standard model.

The more specialist and niche South African insurers, such as the country’s captive 
community, have made the least progress toward complying with the framework.  This 
in part reflects the considerable uncertainty that remains as to the treatment of cap-
tives under Solvency II, and the extent to which the sector will be subject to propor-
tionality.  A.M. Best expects monoline insurers with high levels of retentions and high 
volatility to be significantly impacted by the SAM regime.

South Africa has a mature life insurance sector, reflecting the state’s limited role as a 
provider of social benefits, with large employers consequently acting as key providers 
of life and pension plans. In 2011, life accounted for approximately 80% of the coun-
try’s total premium of ZAR 385 billion (USD 53 billion).  A.M. Best expects South African 
life insurers to face higher capital requirements, but not to the same extent as their 
European counterparts.  The bulk-purchase annuity market, which is capital intensive, 
is not as pronounced as in Europe. Despite South African insurers offering guaranteed 
investment return products, the base lending rate in South Africa is relatively high at an 
estimated 5%, which allows for higher nominal rates of return to be achieved.

Momentum for New Regime Must Continue
South Africa has by far the largest insurance market in Africa as a result of its sophis-
ticated financial services sector and self-sufficient economy.  According to Swiss Re’s 
Sigma, South Africa had the second-highest total insurance penetration in the world in 
2011, after Taiwan (mainly explained by its previously mentioned mature life sector). It 
has a relatively well-developed insurance regulatory regime, and it is the only African 
country seeking to create a risk-based capital model that international markets can rec-
ognise as equivalent to Solvency II.

Some small and medium-sized insurers may struggle to meet heightened capital require-
ments and become acquisition targets.  A.M. Best expects industry consolidation as a 
result of the SAM regime, with dominant players likely to increase their presence. Com-
panies that are not taken over may have to close to new business, as attracting addi-
tional capital in the current, unstable economic environment will be challenging.

Some of the larger domestic insurers are increasingly seeking to diversify outside of 
South Africa and, in certain instances, beyond Africa.  A.M. Best expects overseas expan-
sion to continue primarily for the bigger South African companies as they seek relief 
from regulatory and political pressures and foreign currency controls. Some insurers 
regard South Africa’s more stringent regulation as strict and demanding, and therefore 
pursue geographical diversification to achieve potentially larger profit margins in more 
flexible regulatory environments.

Despite its challenges,  A.M. Best considers the introduction of the SAM framework to be a 
positive move. It is important that an insurance market on the scale of South Africa adopts 
a risk-based regime. Solvency II is setting the pace in terms of regulatory development, and 
the FSB rightly considers its domestic market as sophisticated enough to adopt the prin-
ciples of Solvency II, and adapt the principles of the regulation to the South African market.
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