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“By doing the things we said we will
do your Society continues to reach
new heights as the leading mutual
insurer on the African continent.”

Piet Delport
Independent Non-executive Chairman

Introduction
It is indeed my privilege to lead the Board of an organisation that has grown from humble
beginnings in 1918 to the magnificent Group we know today. With 280 offices across
South Africa and Namibia, we serve 1,7 million policyholders, their families and private
clients from all walks of life.
The highlights for the year are disclosed throughout this Integrated Report and will be
expounded upon by the Chief Executive Officer (CEO) in his address. However, special
mention must be made of the R2,0 billion allocated for the further improvement of
policyholder benefits, thus increasing the total allocated over the past nine years to
R6,5 billion.
As we continue our pattern of consistent growth we remain firmly committed to our vision,
mission, values and mutual model. Our relentless focus on the needs of our policyholders
will continue to create long-term value and entrench AVBOB as the leader in the funeral
industry.
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The business environment was once again dominated by challenges encountered on the
economic, social and environmental fronts as detailed throughout this Integrated Report.
Economic performance
I am pleased to report that despite demanding business conditions the Group has once
again produced excellent results for the period under review. The CEO addresses this in
more detail in his report. The basis for this excellence, through which wealth has been
created and protected for our policyholders, has been the strong strategic bias followed by
the Group over a number of years.
However, the insurance industry is grappling with the impact of new technology, new
distribution models, changing customer behaviour and more exacting regulations.
Coupled with this, businesses continue to deal with a stagnating economy, persistent high
levels of crime, increasing protests, political uncertainty, unemployment and decreased
disposable income which is bad for business. In addition, the funeral services industry is
greatly affected by the lack of effective enforcement of regulations which impacts
negatively on the reputation of those industry players, such as ourselves, who operate
within existing laws and promote ethical behaviour.
The outstanding results achieved over the past few years have allowed the Group to
expand its footprint nationally by taking our funeral insurance, funeral products and
services as a one-stop service to communities, as stated in our mission.
Social performance
AVBOB has served the needs of South Africans for ninety-eight years and as a
responsible corporate citizen, we are highly conscious of our social responsibility to
contribute to the improved quality of life of all South Africans and to play our role in
economic transformation and nation building.
To demonstrate our continuous commitment to corporate social responsibility, the AVBOB
Foundation was established in 2012 as the vehicle for corporate social investment. The
Foundation’s primary project is the provision of container libraries to previously
disadvantaged primary schools across the country. To build on the altruistic tone of the
family concept, the Group entered into a five year sponsorship agreement with the Mzansi
Youth Choir. The aim of the choir is to afford talented, previously disadvantaged
teenagers and young adults the opportunity to perform locally and abroad.
In addition to the above, community projects, sponsorship of cultural events, education,
health and welfare are continually supported by means of financial contributions.
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The Group, in terms of Black Economic Empowerment, continues to invest in
transformational infrastructure, affordable housing and small and medium black
enterprises. Furthermore, offices and service centres are continually being established, as
stated above, particularly in previously disadvantaged communities to provide service and
support and give rise to job creation.
Our social performance is covered extensively throughout this Integrated Report.
Environmental performance
Globally, the depletion of natural resources continues to place a strain on the environment
and business thus creating a sustainability issue. The Group recognises that it has an
impact on the environment both directly and indirectly and is committed to preserving
natural resources as it runs its operations.
We are committed to disclosure, transparency and measurement of our impact on the
environment and to integrate environmental considerations throughout our operations. We
regularly measure, review and report on our environmental footprint. Our responsibility to
our stakeholders on environmental issues is therefore seen as high priority.
Our sources of environmental impact are detailed in the Sustainability Report.
Governance
Good governance is essential for our long-term success and as such the Group is
committed to the highest standards of regulatory and legal compliance, acting with
integrity in everything we do, everywhere we do business. The Group has always
maintained high standards of corporate governance, the detail of which is set out in the
Corporate Governance Report. Our ethical leadership and sustainability, the foundational
pillars of good corporate citizenship, support the reputation that AVBOB has earned as
one of the most admired brands in South Africa.
Numerous regulatory reforms have been implemented or are in the process of being
implemented. These include the Financial Services Board’s Solvency Assessment and
Management programme, amendments to the Long-term Insurance Act, Treating
Customers Fairly, Protection of Personal Information, Retail Distribution Review and
Microinsurance. Our focus is to ensure compliance to these reforms and we have made
good progress in implementing strategies to meet the challenges presented by the
evolving regulatory environment.
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We are continuously learning and challenging ourselves to strengthen our governance
capabilities and will continue to drive the Group to raise standards further in our aspiration
to be world-class in all that we do.
Mutuality
Mutual societies occupy an important space in the global insurance market. The common
bond uniting Mutuals is our long-term outlook in creating wealth for members and that we
place their interests central to our existence as opposed to shareholder-owned
companies. We are therefore not driven by the share price when making decisions.
Mutual insurers continue to expand their global reach and the sector has maintained
strong levels of financial growth and increased market share since the global financial
crisis. Since 2009 there has been a shift in consumer’s buying behaviour and this has
given the mutual insurance model a competitive advantage over shareholder-owned
insurance companies.
By doing the things we said we will do your Society continues to reach new heights as the
leading mutual insurer on the African continent and as we move forward, our mutual
status will continue to set us apart from our competitors. This status provides opportunities
for us to grow our business by exemplifying the benefits of being a true mutual.
Board review
The Board currently consists of nine members, two of whom are Executive Directors. The
remainder of the Board are Independent Non-Executive Directors. There is a vacancy on
the Board for an Executive Director with the retirement of Mr Patrick Gearty.
Mr Deno Pillay has been identified as a suitable replacement and he will be appointed to
the Board as from 1 July 2016. The Board will then comprise of ten members, three of
whom will be Executive Directors.
During the year the Board, Board Committees and individual Directors were evaluated.
Based on this review, I am satisfied that the Board and its Committees as well as the
Directors individually are performing efficiently and that there is an appropriate balance of
skills, experience, knowledge and independence to enable the Board to discharge its
duties effectively.
Further information is given in the Director’s and Corporate Governance Reports.
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Looking ahead
The Group has always taken its role as a responsible business very seriously and
throughout the year ahead we will continue to build our capabilities in stakeholder
engagement and sustainable development.
Uncertainty with regard to global and domestic economic growth coupled with continued
volatility in investment markets, specifically emerging markets, is anticipated to remain. In
South Africa, job creation remains at a level that does not improve the prospect of largescale poverty alleviation. Most of the communities we serve have not been spared, with
job losses being experienced across the membership spectrum. In spite of this unsettled
backdrop, I am confident about the Group’s ability to meet these challenges.
As we grow and widen our presence nationally, we do so with recognition of the role we
must play in the local community. We will work hard to find ways in which our presence
can benefit those around us.
The Group through its strategic growth positioning is well placed to maximise
opportunities ensuring long-term value for policyholders without incurring undue levels of
risk. I have no doubt that the Group is in a position to ensure its long-term sustainability.
Appreciation
I would like to express my gratitude to everyone who has made AVBOB a force to be
reckoned with, and, the AVBOB family what it is today. To Mr Frik Rademan together with
his management team and staff, on behalf of the Board, I express our sincere thanks and
appreciation for your continued loyalty and commitment to excellence in all areas of the
business.
To my co-members on the Board, my sincere thanks and appreciation for your
contributions in guiding the business in difficult times. I am grateful for your support and
unwavering commitment to the AVBOB family and all that it stands for.
Most importantly, to all our policyholders, thank you for believing in the AVBOB Group and
for trusting us to serve you and your loved ones in your time of need.

PA DELPORT
CHAIRMAN
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“Putting the needs of our policyholders first is a value that has

been passed from generation to
generation and is what gives us an
advantage.”

Frik Rademan

Chief Executive Officer

Overview
In this our 98th year, the Group produced a strong set of results in a challenging economic
environment. Our focus on creating policyholder value continued with the Society allocating
a further R2,0 billion of surplus for the enhancement of policyholder benefits.

The Society performed exceptionally well, growing net new business by 7.5% in difficult

trading conditions. Over the five-year strategic planning period that ended June 2016, the
Society grew its net new business by a remarkable 121.0%. The resilience of the product

offering, our one-stop service and the expansion of our footprint supported this growth. This
success allowed the Group to expand its workforce by 58.5%.

We continue to demonstrate to the AVBOB family and South Africa, that our mutual status

sets us apart and represents an opportunity to create policyholder value. As a mutual we
can provide our policyholders with benefits that our competitors cannot match, as they need
to create both shareholder and policyholder wealth, whilst a mutual only creates policyholder
wealth. Over the past nine years the Society has allocated R6,5 billion for additional benefits
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to policyholders, which includes special bonuses, free funeral benefits and benefit
improvements.

I am proud to report that AVBOB was voted the winner of the Financial: Funeral Cover

Category Award in the 2015/16 Icon Brands Survey and also received the Funeral Service
Provider Award in the Ask Afrika Orange Index Survey.
Highlights
In respect of the 2016 financial year:







Premium income increased by 17.3% to R2,7 billion.
Net new insurance business grew by 7.5%.

An amount of R2,0 billion was allocated for the future enhancement of policyholder
benefits.

Funerals conducted increased by 6.3%.

In keeping with our performance-based remuneration strategy, the first allocation of

long-term incentive plan units has vested and will be paid to participants in November
2016.

In respect of cumulative performance:


NUMBER OF

The number of policyholders increased by

POLICYHOLDERS

65.0% over the past seven years, from
1,0 million at 30 June 2009 to 1,7 million at

30 June 2016 and the total insured lives
increased to 4,7 million.



Total assets more than doubled over the past



The surplus allocated to the improvement of

five years to R13,8 billion.

policyholder benefits over the past nine years
amounts to R6,5 billion.

Strategy
During the 2016 financial year we continued to focus on the execution of our strategic
thrusts that were set in 2011 and are included on page 2 of this Integrated Report. These
focused on organic growth and policyholder wealth creation, without compromising on our

roots or mutual status. The Group performed well against the objectives that underpin
these thrusts and the strategy has proven to be highly successful. The senior management

team evaluated the thrusts and confirmed that the strategic direction remains appropriate
I N T E G R AT E D A N N U A L R E P O R T 2 0 1 6
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and that the Group will continue on its current course during the new five-year strategic
planning period.

The objectives that underpin the thrusts were adjusted to meet the

changing operating environment.

Our mutual status is our differentiator and sets us apart from our competitors as ultimately
all profits are for the benefit of policyholders. Putting the needs of our policyholders first is a

value that has been passed from generation to generation and is what gives us an
advantage. We therefore base our capital management and strategy decisions in terms of
our mutual status.

On 1 July 2016 we declared a fourth special bonus to policyholders and further improved

the free funeral benefit. We also introduced a new benefit in that policyholders who are
retrenched may utilise their fourth special bonus to fund their premiums for six months. The
free funeral benefit that is available when a funeral for a life insured is arranged with

AVBOB Funeral Service was enhanced, to counter the impact of inflation, to R9 600 and to

provide R1 000 cash to the person arranging the funeral. The free funeral benefit is now
worth R10 600 and we provide free transportation of the deceased within the borders of
South Africa.

In addition to these benefits and in line with our brand promise “We’re here

for you”, we launched a free 24-hour bereavement counselling helpline that is available to all
AVBOB Funeral Service’s customers to help them deal with the death of a loved one.

The thrusts and the underlying objectives were set to attain our mission of serving

customers by providing a one-stop service. The "ONE AVBOB" thrust that concentrates on

aligning the entities in the Group to focus on a single vision and mission is integral to this
and provides a competitive edge.

We continue to manage all sales and operational

activities under a combined management structure and where possible open funeral

agencies and insurance offices on the same premises to reinforce that we are "ONE
AVBOB". To promote excellent customer service we amongst others implemented the Net

Promoter System to measure customer satisfaction based on customers’ recent interactions
with the Group, established a centralised 24-hour call centre, improved claim turnaround

times, introduced new communication technologies, opened 19 new offices and continued
with the upgrade of our infrastructure. We continuously review our processes to ensure that
we meet customers’ requirements at the first point of contact.

Over the past five years we invested R500,0 million in infrastructure as service excellence
across all our offices is dependent on a world-class infrastructure.

We procured 420

hearses at a cost of R140,0 million to expand and upgrade the fleet with modern fuel
efficient hearses. A significant investment of R113,0 million was made in upgrading existing

properties and investing in new properties. The Group has a significant footprint with 260
offices in South Africa and 20 in Namibia.
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Detailed progress on achieving these strategies can be found throughout this Integrated
Report.

Group results
The Group has delivered another set of strong

TOTAL ASSETS (Rm)

results. All four businesses once again achieved

growth and positive operating results. Both
AVBOB Industries and AVBOB Funeral Service
achieved their best ever operating profits to date.

The strength of our balance sheet improved, with
total assets increasing by 11.1% to R13,8 billion.

Over the last five years total assets more than
doubled from R6,2 billion (2011) to R13,8 billion.

The Insurance Division once again delivered

PREMIUM INCOME (Rm)

excellent results despite the moderate investment
returns.

Over

the

past

two

years,

the

Johannesburg Stock Exchange was extremely
volatile and in total moved sideways, only
increasing by 2.5% over the period. The division
achieved its best ever operational results despite
the challenging economic environment facing our
policyholders. Premium income grew by 17.3%.

Net new business increased by 7.5%. The

NET NEW BUSINESS (Rm)

increase can be attributed to the growth in policies

issued resulting from our expanded footprint and
the benefits that we provide our policyholders as a
result of our mutual status. This was somewhat

offset by the increase in total withdrawals as tough
economic conditions continued to place our policyholders under pressure.
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We continuously work on improving the quality of new business written by improving the
professionalism of our insurance intermediaries through increased emphasis on recruitment
and development to create high performing and effective sales teams.

We have also

identified sales team behaviours that lead to lower lapse rates and are replicating these in

other teams. Notwithstanding all these actions, given the affordability challenges faced by
our target market we expect net new business to remain under pressure.

POLICYHOLDER BENEFITS (Rm)

Benefits paid to policyholders grew further

due to an increase in the number of claims

and their associated insured values, special
bonuses and cashback payments. As a

mutual we plough back the surplus to

policyholders as special bonuses. As stated
above a fourth special bonus was declared on
1 July 2016.

After improving policyholder benefits the Society’s capital adequacy ratio (CAR) cover

remained unchanged at 4.6 times at 30 June 2016. The Society has been successful in
maintaining its CAR cover at more than four times over the past ten years despite the
improvement of policyholder benefits. The Society is adequately capitalised and the capital
adequacy cover compares favourably with that of our competitors.
Sustainability, Corporate Citizenship and the AVBOB family
Sustainability is about being a good corporate citizen. Specifically it ensures that we have a

positive impact on the environment and the economic and social progress of communities in
which we operate, whilst creating and protecting policyholder value by integrating social and

environmental considerations into our day-to-day operations. Full details of our activities are
included in the Sustainability Report.

The AVBOB family is an integral part of the South African community and we support the
community in multiple ways from the provision of libraries to underprivileged schools, to

assistance for old age homes, sponsored community events and a variety of other

community-building projects. Our Corporate Social Investment initiatives are focused on the

future of children and the improvement of literacy levels. The container library project which
commenced in 2013 with the objective to provide ten libraries remains our primary project.

Based on the success of the project and in line with Government’s strategy to make more
functional libraries available to schools, the scope of the project was extended annually. In

the 2015 financial year it was extended from 30 to 40 libraries and at our Mandela Day
17
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celebrations, on 18 July 2016, from 40 to 50 libraries over the five year period from 2013.
As at 30 June 2016, the Society had donated 32 libraries to schools throughout the country.

We continue to support local communities by opening new funeral agencies, which are run
by independent contractors, taking our products and services to areas where economic

upliftment and employment opportunities are needed. Where possible we source goods
and services from local suppliers. In addition, we increased our workforce by 8.4% in 2016.

The Group continues to make good progress in terms of Broad-based Black Economic

Empowerment as detailed in the Sustainability Report. We anticipate that the Group will
retain its Level 2 rating with the next review, which we expect will be once again prepared
under the Department of Trade and Industry’s Codes of Good Practice.
Closing
The Group's results are inextricably linked with the performance of domestic and global
economies and investment markets.

In the near-term we expect that the economic

environment will remain challenging and that growth will remain under pressure. As stated

above, our strategic direction is clear and we will continue to improve service excellence and
customer centricity as these are vital to improving insurance persistency and stimulating
growth.

As the Society nears its centennial celebrations in 2018, we are considering how the Group

can further share its success with its policyholders and the communities we serve. This is
an opportunity for us to further differentiate ourselves by demonstrating the benefits of being
a mutual society.

I want to take this opportunity to express my sincere gratitude to the people that contributed
to the Group’s success in the past year, especially my fellow Directors on the Board,
management, employees, intermediaries and our pensioners. It is a team effort and I look

forward to all of us, as the AVBOB family, working together for the ongoing success of the
Group.

JF RADEMAN

CHIEF EXECUTIVE OFFICER
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The AVBOB Group (Group) is committed to the highest standards of corporate governance
and conduct, as recommended in the King Code on Corporate Governance for South
Africa 2009 (King III). The Group is determined to ensure that its operations are based on
ethical leadership and sustainability, the foundational pillars of good corporate citizenship.
The Group strives to have the best processes in place to implement the principles of good
governance and to assist Directors in discharging their duties and responsibilities, which
include delivery of excellent service to all stakeholders.
With regard to the year under review, the Group has continuously applied the significant
recommendations contained in King III. In addition, the Group is in the process of
incorporating the governance requirements as contained in the Financial Services Board’s
(FSB) proposed Solvency Assessment and Management (SAM) regime for insurers, which
is expected to be effective from 1 April 2017. Further details are set out in the Risk and
Capital Management report.

Management
Functions

Control
Functions

Executive
Functions

Board and
Board Committees

The Board of Directors (Board) is satisfied that the Group has an effective governance
framework and that it continues to focus on those areas where governance can be further
enhanced. The Board retains full and effective control over the Group through a well
developed governance structure.

AVBOB
Board

Planning
Committee
Investment
Planning
Committee

Committee

Executive Committee

Internal
Audit

Risk

Audit/Risk
Committee
Audit-Risk
Committee

Remuneration
Committee Social and
Remuneration
Committee

Ethics
Committee

Group Risk Committee

Compliance

Actuarial

Business unit support Committees
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By adopting the principles of good corporate governance, the Group has demonstrated its
commitment to the highest standards of integrity and ethical conduct in dealing with all its
stakeholders.
Board of Directors
Composition
At 30 June 2016 the Society had a unitary Board structure consisting of two Executive
Directors and seven Non-executive Directors. The Non-executive Directors are all
considered to be independent. There is a vacancy on the Board for an Executive Director
with the retirement of Mr Patrick Gearty. Mr Deno Pillay has been identified as a suitable
replacement and he will be appointed to the Board as from 1 July 2016.
The Board comprises individuals of high calibre with diverse backgrounds and expertise,
each of whom adds value and brings independent judgement to bear on the Board’s
deliberations and decisionmaking process. The Board is headed by an Independent Nonexecutive Chairperson who is elected annually by the Board and whose role is separate
from that of the Chief Executive Officer.
In accordance with the Society’s Act of Incorporation and Regulations, one-fourth of the
Non-executive Directors, or if their number is not a multiple of four, then the number
nearest to one-fourth, retire from office at each Annual General Meeting (AGM). Retiring
Directors and new nominees must be nominated by members in terms of the Regulations
and are eligible for re-election and election provided they have not reached 71 years of
age.
The procedure for the appointment of Directors is formal and transparent, and any

nomination to fill any casual vacancy is treated as a matter for the Remuneration
Committee which acts as the Nominations Committee. A recommendation is then made to
the main Board for final approval. All Non-executive Directors are consequently appointed
at an AGM by members’ resolution.

Directors of wholly-owned subsidiary companies are all nominee Executive Directors and
are responsible to the Society’s Board for the proper management of the subsidiaries.
Individual Directors, the Board and Board Committees are assessed and evaluated on an
annual basis. The evaluation process assists the Board in identifying any requirements it
may have. For the period under review, all Directors were evaluated by means of a formal
questionnaire and were found to be fit and proper as required by the Companies Act 71 of
2008, FSB Board Notice 158 of 2015 and King III. Furthermore, the independence of the
Non-executive Directors was assessed and they were found to be independent.
To ensure that Directors are free from any conflict of interest, they are obliged to disclose
their other directorships and any transactions that may give rise to a potential conflict of
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interest. No Director had a material interest in any contract or transaction with the Group
during the year under review.
The composition of the Board and Board Committees is set out in the Directors’ Report.
Responsibilities
The Board is the custodian of good corporate governance and provides effective ethical
leadership to the Group and its stakeholders. The Board understands and accepts its
responsibility with regard to:











the adoption of strategic plans;
ensuring that the separation of powers are visible between the Board and management;
approval of bonuses to policyholders;
monitoring of operational performance and management;
financial reporting in accordance with generally accepted accounting practice;
regular review of the Group’s governance framework;
compliance with all relevant laws and regulations and best practice;
determination of policies and processes to ensure the integrity of risk management and
internal control;
the Communication Policy; and
Director selection, orientation and evaluation.

The Board relies extensively on management and the internal assurance providers to
support it in the discharge of its responsibilities and has suitably empowered them to fulfil
this requirement. The Board ensures that management’s actions are regularly monitored
and evaluated.
Directors also have full and unrestricted access to Group information, records, documents
and premises to enable them to discharge their responsibilities.
Meetings
The Board meets quarterly and additional meetings are arranged as and when necessary.
Two formal training sessions are held annually. These meetings are scheduled to
coordinate with the Group’s reporting calendar to allow for detailed consideration of interim
and final results, strategy and business planning. The details of attendance of each
Director at meetings are set out in the Directors’ Report.
Charters
The Board and Board Committees’ terms of reference are encapsulated in approved
charters which are in line with the Regulations governing the Society, the principles and
recommendations of King III, the Companies Act 2008 and SAM. These charters are
reviewed at least on an annual basis.
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Board Committees
In terms of the Board charter, the Board has the authority to delegate certain functions to
well established Board Committees. The Board understands and accepts its ultimate
accountability and responsibility for all actions of these Committees which are established
to assist the Board and do not diminish the Board’s responsibility in any way.
The Committees report to the Board at its quarterly meetings or as and when required.
Through their reports the Board evaluates the performance and effectiveness of each
Committee.
The Group’s Board Committees also act as the Committees for subsidiaries in the Group.
The Board is of the view that the Committees have, during the period under review,
effectively discharged their responsibilities as contained in their respective charters.
The Chairpersons of the Committees are required to attend the AGM to answer any
questions that may arise.
During the year in question, the following Committees existed:
Planning Committee
The Planning Committee is chaired by the Chairperson of the Board and comprises one
Executive Director and three Non-executive Directors. The Committee members are
appointed annually by the Board. The Non-executive Directors are all considered to be
independent.
The Committee deals, inter alia, with the business plan and annual budgets and meets on
an annual basis or as and when necessary.
Remuneration Committee
The Remuneration Committee also acts as the Nominations Committee and is chaired by
the Chairperson of the Board and comprises one Executive Director and three Nonexecutive Directors. The Committee members are appointed on an annual basis by the
Board. The Non-executive Directors are all considered to be independent.
The Committee meets twice annually or as and when necessary.
Further details on the Committee and its activities are set out in the Remuneration and
Directors’ Reports.
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Audit-Risk Committees
Composition
The Audit Committee comprises four independent Non-executive Directors who are
appointed on an annual basis at the AGM of members.
The Risk Committee comprises four independent Non-executive Directors and one
Executive Director who are appointed on an annual basis by the Board.
Responsibilities
The Committees operate under their own approved charters. However, due to the size of
the Group, its complexity and maturity, risk profile and risk culture, it was resolved not to
establish a separate Risk Committee but rather to operate as a joint Audit-Risk Committee.
The Committees have executed their duties and responsibilities during the financial year in
accordance with their charters which include:


External Auditors:









Approved the Auditors’ terms of engagement, the audit plan and budgeted audit
fees payable.
Reviewed the audit and evaluated the effectiveness of the audit.
Obtained assurance from the Auditors that their independence was not impaired.
Obtained assurance from the Auditors that adequate accounting records were
maintained.
Confirmed that no reportable irregularities were identified and reported by the
Auditors in terms of the Auditing Professions Act 26 of 2005.
Satisfied itself that the Auditors are independent of the Group.

Financial statements:







Confirmed the going concern principle as the basis of preparation of the annual
financial statements.
Examined and reviewed the annual financial statements as well as financial
information disclosed prior to submission and approval by the Board.
Ensured that the annual financial statements fairly present the financial position,
the results of operations and cash flows for the financial year and considered the
basis on which the Society and its subsidiaries was determined to be a going
concern.
Considered the appropriateness of accounting treatments, significant unusual
transactions and accounting judgements.
Considered the appropriateness of the accounting policies adopted and changes
thereto.
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Reviewed and discussed the External Auditors’ audit report.
Reviewed all work undertaken by the Statutory Actuary.
Met separately over the course of the year with the External Auditors and Statutory
Actuary.
Reviewed any significant legal and tax matters that could have a material impact on
the financial statements.
Considered the expertise, resources and experience of the Finance Department
and the senior members of management responsible for this function and
concluded that these were appropriate.
Considered the appropriateness of the experience and expertise of the Financial
Director and concluded that these were appropriate.

Internal control and Internal Audit:







Reviewed and approved the internal audit mandate, annual audit plan and
evaluated the independence, effectiveness and performance of the Internal Audit
Department and compliance with its mandate.
Considered reports of the Internal and External Auditors on the Group’s systems of
internal control, including internal financial controls and maintenance of effective
internal control systems.
Reviewed significant issues raised by the internal audit processes and the
adequacy of corrective action in response to such issues.
Reviewed significant differences of opinion between the Internal Audit Department
and management, and noted that there were none.
Assessed the adequacy of the performance of the Internal Audit Department and
adequacy of the available internal audit resources and found them to be
satisfactory.
Received assurance that proper and adequate accounting records were maintained
and that the systems and processes to safeguard assets against unauthorised use
or disposal are in place.

Based on the above, nothing has come to the attention of the Committee to indicate
that any breakdown in the functioning of these controls, resulting in material loss to the
Group, has occurred during the year and up to the date of this report.


Legal and regulatory requirements:
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Reviewed, with management, matters that could have a material impact on the
Group.
Monitored compliance with all applicable legislation and governance codes and
reviewed reports from the Internal and External Auditors, Legal and Compliance
Departments, detailing the extent of compliance.
Noted that no complaints were received via the whistle-blowing facility concerning
accounting matters, internal audit, internal financial controls, content of financial
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statements, potential violations of the law and questionable accounting or auditing
matters.


Risk Management and Information and Communication Technology:



Considered and reviewed reports from management on risk management,
including fraud risks and information technology risks as they pertain to financial
reporting and the going concern assessment.
In respect to the coordination of assurance activities, the Committee reviewed the
plans and work outputs of the Internal and External Auditors, Compliance and Risk
Management Departments, and concluded that these were adequate to address all
significant risks facing the Group.

The Committee also discharges all statutory Audit-Risk Committee responsibilities on
behalf of the Group’s subsidiaries. The Internal and External Auditors, Chief Risk Officer
as well as the Compliance Officer have free access to the Chairperson of the Audit-Risk
Committee, the Board Chairperson and the Chief Executive Officer.
The Audit-Risk Committee meets three times per year or as and when necessary. The
Financial Director, Internal and External Auditors, Chief Risk Officer, Compliance Officer,
Chief Information Officer, General Manager: Insurance Administration and the Statutory
Actuary attend these meetings.
Social and Ethics Committee
The Social and Ethics Committee is chaired by an independent Non-executive Director
and comprises two Non-executive Directors, an Executive Director and two Senior
Managers who have the necessary skill, knowledge and expertise required.
Responsibilities
The Committee derives its responsibilities from Regulation 43 of the Companies Act 71 of
2008. In terms of the Regulations, the Committee monitors the Group’s activities with
regard to:






social and economic development, including the Group’s standing in terms of the goals
and purposes of:
 the 10 principles set out in the United Nations Global Compact Principles;
 the Organisation for Economic Co-operation and Development recommendations
regarding corruption;
 the Employment Equity Act 55 of 1998; and
 the Broad-Based Black Economic Empowerment Act 53 of 2003.
good corporate citizenship;
the environment, health and public safety, including the impact of the Group’s activities
and of its products or services;
labour and employment; and
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consumer relationships, including the Group’s policies and records relating to
advertising, public relations and compliance with consumer protection laws.

In terms of its charter the Committee meets three times a year or as and when necessary.
Group Secretary
The Group Secretary is the Company Secretary for the Society and its South African
subsidiaries and is responsible for the duties as set out in section 88 of the Companies Act
71 of 2008.
The Group Secretary is required to provide the Directors, collectively and individually, with
guidance on their duties, responsibilities and powers and to provide information on
legislation relevant to or affecting the Group. The Group Secretary is further required to
play a role in the induction of new Directors and in assisting the Chairperson and
Chief Executive Officer in determining the annual Board plan as well as the administration
of other issues of a strategic nature at Board level.
The Group Secretary is required to ensure that the Group’s Secretarial Function operates
effectively, specifically with regard to minutes of all members’ meetings, Board and Board
Committee meetings and that all required returns in terms of legislation are lodged.
The Group Secretary also provides a central source of guidance and advice to the Board,
and within the Group, on matters of ethics and good governance.
Regulatory development
The year in review once again saw a significant increase in the scope and volume of
proposed regulatory reform in the financial services industry. The proposed regulations
bring about material additional governance and reporting within the Group as well as
increased responsibility for the Board and management to ensure adherence to, and
compliance with, the proposed regulations. The most significant reforms include
Twin Peaks, the Retail Distribution Review, the Insurance Bill and the Financial
Intelligence Centre Amendment Bill.
Risk management and internal control
The Board acknowledges its responsibility for establishing appropriate risk and internal
control policies and ensuring that adequate risk management processes are in place. The
Audit-Risk Committee is assigned responsibility by the Board for reviewing these systems,
monitoring their operations and recommending improvements thereto in liaison with the
Executive Directors and Senior Management.
The Directors and Senior Management are committed to maintaining a risk and control
conscious culture across all areas of operation.
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The “three lines of defence” that support risk management and internal control within the
Group are as follows:


First line – day-to-day risk management
Business unit management and employees are responsible for the identification,
assessment and reporting of risks.





Second line – oversight
The Chief Risk Officer, the Risk Management Committees and Compliance Function
provide assurance that risks are managed across the business units.
Third line – independent verification
The Group’s Internal Audit Department, the External Auditors and Statutory Actuary
provide assurance on the effectiveness of risk management processes and the
adequacy of capital management.

Further detail on the above as well as the Financial Services Board’s risk regime (SAM) for
insurers is set out fully in the Risk and Capital Management Report.
Reporting fraud
The Group has a number of business specific fraud and ethics communication channels in
place for the use of all stakeholders e.g. employees, customers and authorities. In order to
provide these stakeholders with as many different options as possible to report fraud, the
following channels are available:




Whistle-blowers hot line
Direct contact with the Forensics Department
Internal Audit Department

Information and Communication Technology
Information and Communication Technology (ICT) is integral to doing business as it is
fundamental to the support, sustainability and growth of the Group. ICT is driven by
innovation, immediacy and customer centricity. Digital has advanced our thinking to not
just making a difference but to provide a passionately compelling customer experience.
Information is the new currency and we are harnessing digital transformation to manage
our information in ways that drive growth, innovation and a competitive advantage within
an appropriate and applicable ICT Governance Framework.
The Board has assumed responsibility for the governance of ICT and the Audit-Risk
Committee has been tasked with assisting the Board in carrying out this responsibility. In
exercising their responsibility, the Board has ensured that prudent and reasonable steps
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have been taken with regard to ICT governance, which is an integral part of enterprise
governance and consists of the leadership, organisational structures and processes that
ensures that ICT sustains and enables the Group’s strategy and objectives.
In line with the strategic priorities of the Group, ICT is building an information service to
support the Group’s business for the future, a growing business, with world-class
standards and infrastructure, where good governance is the norm and where people are
equipped to make decisions that add value to our insurance and funeral business. The
Group’s strategic priorities are premised on using ICT to strategically position the Group in
the competitive local economy. Our strategic priorities are underpinned by the delivery of
a high quality environment, steered towards the capability of offering a superb business
production, controlled and innovative technology environment which embraces the “digital
revolution” and mainstreams the “virtual” to enhance the Group employee and customer
experience.
The leadership of the ICT Steering Committee is critical in creating and delivering greater
information technology (IT) value by driving the ICT principles as depicted below:

The transformative power of ICT has enabled us to step up to our governance
responsibility to balance flexibility, accountability, transparency and efficiency. The impact,
over the past year, extends well beyond productivity gains by improving access to
services, enhancing connectivity and changing the ways in which our people do business.
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The Society’s model is to deliver an integrated, intelligent approach to ICT risk that
incorporates security intelligence, analytics and external threat intelligence. This aids us in
building a strong risk and security strategy that can reduce costs, improve service and
enable innovation.
A variety of governance instruments are used in the Group to ensure confidence in the
controls. These include a charter which defines the way in which ICT is managed; policies
which guide and specify behaviour and activity; a Governance Framework which lays out a
structure for governance; a strategy which clarifies the intention of ICT investment; and an
information security strategy which ensures the safety of the Group’s information assets
and the privacy of data entrusted to the Group. The Board receives independent
assurance on the effectiveness of ICT internal controls through the Internal and External
Auditors.
The ICT Steering Committee is chaired by business, with a focus on key business
initiatives and the value which business requires from the investment in technology. The
development of risk frameworks and taxonomies encompasses ICT risk and this receives
attention at all levels, but particularly by the Audit-Risk Committee. ICT governance
education and capacity building is an ongoing process which takes place at all levels within
the Group.
Supply chains are a vital component of our ICT business operations. To ensure that the
Group is able to leverage off supplier knowledge and expertise, ICT has established
strategic relations and partnerships with platinum partners for collective intelligence in web
and mobile technologies and for highly specialised skills in certain technologies. Our ICT
business partnerships add to our advantage as we integrate leading knowledge expertise
into our model in support of our strategic business imperatives of customer centricity and
service excellence.
In line with the Group’s strategic thrust of “ONE AVBOB” the different support teams within
ICT, which provide end-user support, were consolidated and streamlined into one support
team to better service our user community.
The Group’s data centre and disaster recovery facilities provide business with the
assurance that operations can continue regardless of any interruptions to services or
catastrophic events which may occur. The maturity of the disaster recovery processes is
improving every year, and is measured against the audited annual testing of disaster
recovery.
Going forward, the objective is to continue being a business enabler, as we dedicate and
focus our ICT resources into a managed and consolidated ICT infrastructure with
maximum automation which is able to take away complexity and achieve greater degrees
of agility. This will allow us to move to a more dynamic environment where we become a
strategic asset to the business, where ICT has fully automated management, dynamic
resource usage and business linked service level agreements.
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The AVBOB Group (Group) acknowledges that being a good corporate citizen within the
communities and environment in which it operates entails being dedicated to ensuring that
a responsible and sustainable approach to doing business is at the heart of all its activities.
As a mutual, it is essential to ensure that the manner in which we contribute towards the
sustainability of our world will determine the future of our business. Sustainability is about
how we manage the relationship between our business, society and the environment and
to minimise negative affects and risks for all stakeholders now and into the future. Our role
as a sustainable business has several components. As a business, we must comply with
our fundamental legal and economic responsibilities in order to continue to participate in
the market. As a mutual, our primary objective is to protect the financial wellbeing of our
policyholders both in the event of a current misfortune and in terms of their long-term
needs.
The Board of Directors (Board) accepts that ultimate responsibility for sustainable
development rests with them. Through the Group’s governance structures, this
responsibility has been delegated to Board Committees and management. Our approach
to sustainability acknowledges the extent of the work which needs to be done in this area.
We recognise that we continually need to enhance our responsible business practices to
align with our overall business priorities.
This report describes the way in which we contribute to, and invest in, the communities we
serve. It also shows our progress in building relationships with stakeholders, improving
our workplace environment as well as minimising our environmental impact.
Stakeholder engagement
The Group recognises that it operates in an environment where political, economic, social,
technological, environmental and legal factors impact directly and indirectly on
business. Stakeholder engagement is an important aspect of business, especially with
regard to corporate citizenship and reputation which are critical components to the longterm success of the Group. We are therefore committed to a policy of effective
communication and engagement with our stakeholders on issues of mutual interest and
are mindful of our statutory and regulatory obligations for the dissemination of information.
Stakeholder engagement is crucial to our corporate accountability and we have identified
key stakeholder groups who may impact on, or be impacted by, our business strategy.
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The Group’s corporate reputation, which positions AVBOB as a caring family, has been
built over the past 98 years. To ensure that this reputation is protected and that all our
activities support our reputation, a comprehensive strategy for broad-based stakeholder
engagement has been developed based on a sound understanding of stakeholder issues.
It provides guiding principles to manage the way we interact or connect with key
stakeholders to meet the goals that are associated with one of the Group’s strategic
thrusts, “Build relationships with our stakeholders.”
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Our values (Customer Focus, People, Integrity, Excellence and Teamwork) underpin our
strategy to reinforce and strengthen our corporate reputation, which in turn influences our
communication strategy. Communication is a critical element underpinning all that we do.
Without effective communication with all our stakeholders, we will achieve little of that to
which we aspire.
During the year under review no material issues were raised by any stakeholder.
Build relationships
Relationships are important to our business as relationships establish trust, and trust is the
most important criteria for a client before they make a purchase decision. This encourages
the established client to return for advice or further service. Trust is built on the reputation
of the Group, and is further reinforced by the relationships that we create with clients and
key stakeholders.
We have set the following goals, in line with our strategic priorities, which focus on
strengthening relationships:










Positively influence brand perceptions.
Stimulate brand loyalty by promoting our mutual status and benefits.
Build and sustain top-of-mind awareness of the Group.
Create awareness of new products.
Improve customer service.
Create a culture of pride within the Group.
Ensure employees are well informed about the organisation, its achievements,
products and services.
Articulate and emphasise key messages in all internal and external communication.
Generate an understanding and support for the Group amongst industry
influencers, opinion-makers, business leaders and the media.

Our Public Relations (PR) strategy seeks to build relationships with and inform outside
interest groups (identified stakeholders) of the various AVBOB initiatives and interventions.
As part of our PR efforts, we produced and published articles in leading business-tobusiness magazines which addressed the benefits of belonging to a Mutual Assurance
Society, introduced the Group’s leadership, and disseminated general information about
the Group. In line with our goal of building relationships and getting closer to clients, we
have partnered with Move magazine (a leading weekly lifestyle magazine that targets
Black females in the LSM 4 to 8 groups), and have become a main sponsor at their stokvel
events. These events have proven to be successful in educating the burial society groups
on our funeral service and group scheme offerings. This partnership is one example of
many which we are utilising to effectively establish ourselves as a reliable and credible
service provider.
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Customer retention and relationship building strategies are vital to business sustainability
and we have therefore established a holistic Customer Relationship Management (CRM)
strategy. This strategy is designed to improve customer service throughout the Group and
is aligned to the Treating Customers Fairly (TCF) outcomes.
Communicate effectively
Our Corporate Communications Department is tasked with the communication of critical
messages throughout the Group. Management at all levels has an important role to play to
ensure effective communication.
We have made major strides towards the overall improvement of communication with
stakeholders and we are committed to enhancing our practices, systems and
methodologies to meet the requirements of being a good corporate citizen.
To provide personalised, efficient, effective and positive customer experiences we have
developed systems to improve the delivery, flow, storage and retrieval of policyholder
information in line with our value of “Customer Focus”. Furthermore, customer documents
(e.g. policy contracts, leaflets, etc.) are being rewritten in plain language.
In view of engaging stakeholders on key brand and product messages, we have used a
multitude of communication platforms such as printed media, radio, television, outdoor and
online digital technologies (website, mobi-site, intranet, USSD, SMS and social media).
Our policyholder newsletter is published in printed format and is distributed to stakeholders
via our insurance and funeral agencies countrywide. Our internal staff magazine,
Die Onderling, is published three times a year and is distributed to all employees. The
magazine provides employees with a line of sight across the organisation.
Digital, as we know, continues to grow at a rapid rate and as such, customers are
receptive to a mix of online and personal contact throughout the product life-cycle. Digital
is not the panacea, but is rather a critical enabler to delivering cost-effective and
convenient solutions to our customers. The Group's Facebook and Twitter followers have
grown into a strong community of over 76 000 individuals to whom the Group can
communicate quickly and effectively. Messages on our social media platforms are
monitored daily and consumer enquiries, compliments and complaints are channelled to
the appropriate departments for further action and response to the client. We also utilise
our social media platforms as a tool for public relations by publishing important brand
announcements as well as promoting our CSI initiatives. We are maintaining a brand to
consumer response rate of between 95% and 100% and we are outperforming all
competitors in terms of followers, engagement, retention of followers, as well as content
being shared virally.
In order to communicate effectively and maximise stakeholder engagement with the brand,
we continuously improve the written and visual content of our digital platforms. We were
the first in our industry to make an Unstructured Supplementary Service Data (USSD)
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platform available in English, Afrikaans, isiZulu and seSotho to communicate and share
information with policyholders. Using the USSD platform, new policyholders can also
select how they want to receive their policy contract (via post, email or the AVBOB
website) and update their basic information. This service is provided free of charge to our
policyholders.
We have integrated our mobi-site and website into a uniform platform that is responsive to
the device from which it is being accessed. The information available on these platforms
has been written in a more consumer friendly style and the information has been
considerably condensed.
In order to encourage our policyholders to update their information in a secure
environment, we have provided them access to their policy information via our website.
Our policyholders can view their policy information online by registering on our secure epolicy platform. The website also contains information on our CSI initiatives and projects
as well as information on our funeral and insurance products and services. We also
communicate with our stakeholders by means of video clips which are uploaded to our
website.
Our insurance intermediaries and Call Centre agents play a pivotal role in our
communication with policyholders and the public at large. Direct communication with
employees and intermediaries takes place via the intranet, internet, circulars, electronic
mail, information sessions and workshops. We also disseminate core messages to our
staff through bulk text messages and a new company funded mobile radio broadcast
medium which we have called “One AVBOB Radio”. The first broadcast on 29 June 2016
enabled staff members to listen to a pre-recorded broadcast relating to the R1,0 billion
bonus declaration to policyholders.
Our senior citizens are part of our valued stakeholder group. We have established
structures and processes that enable us to communicate with our senior citizens and
ensure that we satisfy the needs of this target market.
Timely and relevant workplace communication is vital to ensure that all staff collaborate
and share information with the ultimate goal of achieving our vision to be a pacesetter in
the funeral industry. We implemented the “Know your AVBOB” intranet which has been
designed in line with our strategy of “ONE AVBOB”. The Know your AVBOB intranet
provides a digital channel through which we communicate and is a repository of important
information. The intranet which contains news articles, video clips, and also provides
information on the Group’s leadership and strategic direction, is available to all our offices
and funeral agencies countrywide.
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Improve customer service
In order to improve the customer experience during the policy application process, we are
now able to capture application information directly into our systems via mobile devices.
This represents a paradigm shift in that no paper is involved and clients can sign on the
device.
Our more than 5 600 staff members are brand ambassadors and are the embodiment of
the Group’s brand promise, as the service they deliver to internal and external clients
impacts our reputation. To get closer to our clients and improve the visibility of our
executive representatives, we have erected agent signboards, strategically placed at their
places of residence. Not only will this promote insurance sales and funeral services but it
will also assist our insurance representatives to build long-term relationships within their
communities.
To enable us to track our progress towards high quality service delivery and to
continuously improve our service levels, we measure the quality of engagement or service
at each consumer touch point i.e. funerals, claims, new business, call centre and service
interactions using the Net Promoter System (NPS). This system enables us to measure
customer satisfaction, based on the customers’ recent interactions with the Group.
Companies lauded for superior customer service have a culture that supports excellence in
customer service. Not only are their employees trained to render exceptional service but a
set of beliefs, values and requisite behaviours are interwoven into everything the company
does. Customer service excellence has become “the way things are done around here”. It
is about meeting the expectations of the customer at every point of contact and must be
monitored regularly and consistently. We took the first step by implementing the NPS
system to obtain feedback from funeral service customers. As part of the aforementioned
we initiated a national competition to incentivise our funeral representatives. The
competition awards the top three best performing representatives with a substantial
monetary prize. In addition to this competition we regularly communicate and commend
staff for compliments received via e-mail, the website, Hellopeter, social media etc as it
reinforces the said values and requisite behaviours on which our customer centric culture
is based.
To deliver on our brand promise, “We’re here for you”, we have established a 24-hour
call centre so that we are available to our clients any time, day and night. In case of a
reported death the call centre agent provides a first line of support to ensure that the client
is contacted and assisted by the relevant Funeral Agent. The call centre agent makes all
the arrangements with the local Funeral Agent to remove the deceased and is a central
point of contact for the family until such time as the loved one has been transported to our
mortuary facility. We also provide a 24-hour bereavement counselling helpline to clients
who make use of AVBOB Funeral Service.

37

I N T E G R AT E D A N N U A L R E P O R T 2 0 1 6

Our centralised Complaints Department plays a pivotal role in our strategy to improve
customer service and we are continuously reviewing and improving processes to ensure
that all complaints are dealt with swiftly and efficiently. Various indicators or metrics are
monitored on a monthly basis to ensure that complaints are resolved effectively. We have
also maintained our subscription to Hellopeter and all complaints or compliments are
monitored and responded to immediately. The same applies to comments or complaints
posted on Facebook and Twitter. Complaints, which are received via the website, e-mail,
media channels and/or Ombudsman are attended to by the Complaints Department. We
also continue to monitor other media channels i.e. radio, television and print to ensure that
we respond timeously and appropriately to negative publicity.
The annual Long-term Insurance Ombudsman (Ombudsman) Performance Report is an
important indicator of our ability to deal with complaints effectively. The 2015 report has
shown that we have improved significantly in terms of the number of complaints which the
Ombudsman has resolved in favour of complainants compared to previous years.
According to the report, the industry norm for complaints which the Ombudsman has
resolved in favour of the complainants is 30%. In the Society’s case, the Ombudsman has
resolved 16% of complaints in favour of the complainants. We have therefore not only
outperformed the norm but also earned our rightful place amongst the top five performing
long-term insurance companies with regard to the resolution of complaints.
We believe that the mutual insurance sector, as the provider of financial security and
prosperity to communities and individuals, has an inherent responsibility to ensuring its
actions, operations and impacts are acceptable to stakeholders, including the environment.
In 2014 the Society became a member of the International Cooperative and Mutual
Insurance Federation (ICMIF). ICMIF has an active public affairs and relations strategy
that gives members the tools to promote their mutual values to external stakeholders in the
global mutual and cooperative sphere. A number of ICMIF members have already
embraced their role as sustainable businesses.
With the introduction and implementation of new and additional intensive statutory and
regulatory obligations associated with the Financial Advisory and Intermediary Services
Act (FAIS), Solvency Assessment and Management (SAM) and the Treating Customers
Fairly (TCF) outcomes, we have to ensure that our communication practices and systems
will effectively engage stakeholders both internally and externally. The Society has
established and maintains open lines of communication with the Financial Services Board
(FSB), the Ombudsman and the Association for Savings and Investment in South Africa
(ASISA).
The market landscape is changing on a continuous basis and therefore remaining abreast
of market needs as well as our policyholder needs is central to maintaining our relevance
as a brand. For this reason, we conduct various research studies amongst policyholders,
competitor brand policyholders and non-policyholders. This research has confirmed that
the Group is making positive progress in realising the attainment of its identified objectives.
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AVBOB was voted the winner of the Financial: Funeral Cover Category award in the 2016
Icon Brands Survey and also received the Funeral Service Provider award in the Ask
Afrika Orange Index Survey.
Business ethics and organisational integrity
The success of a business is built on the trust of customers, employees and the general
public. The best way to gain trust is to demonstrate ethics and integrity in business, not
only because of legal requirements, but because it is the right thing to do.
Through its statement of intent on ethics, code of ethics and core values, the Group strives
to create a business environment free from unlawful and unethical business practices.
Business is therefore conducted with the utmost integrity towards all stakeholders and
competitors. Through contractual obligations, operating instructions and educating
employees and representatives, we strive to ensure, in particular, that our products and
services are presented in an accurate and transparent manner.
Processes to assess the integrity of prospective new employees and induction training of
new intermediaries regarding ethical behaviour are in place. No employee may offer or
receive any gift, favour or benefit, which may be regarded as an attempt to exert influence
on any party. A policy to provide for the official declaration of gifts is in place. Fraud and
any breaches of ethical behaviour are dealt with as soon as identified.
A whistle-blowing facility for reporting of unethical conduct, fraud, etc. is available for
employees and the public at large. The whistle-blowing hotline allows individuals to make
anonymous reports and guarantees protection of their identity, in accordance with the
provisions of the Protected Disclosures Act of 2000.
All serious breaches of the code are communicated to the Audit-Risk and Social and
Ethics Committees. For further detail on the role of the Audit-Risk and Social and Ethics
Committees, please refer to the Corporate Governance Report.

Employees
The Group’s values are woven into every aspect of the business and the employees are
pioneers of ensuring that the business embraces its values. The focus is to ensure a high
performance work environment and the human capital objectives listed below supports this
initiative:
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Create a culture of high performance in support of the Group’s values.
Promote a learning culture that provides employees with training and development for
current roles and skills to take on new roles.
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Maintain and improve remuneration and benefits, emphasising attraction, motivation
and retention of high calibre candidates based on the Group’s need to achieve overall
excellence.
Provide a working environment that fosters a culture of respect and tolerance for
diversity.

The Group is committed to being a profitable sustainable industry leader with a multiskilled diverse workforce embracing a conducive corporate culture. To this end, we make
every effort to recruit competent people as well as to provide a workplace that stimulates
and rewards distinctive performance.
Our goals are therefore to:






ensure fair, non-discriminatory practices, which respect the rights and dignity of all our
employees irrespective of race, gender or disability;
assess, train, develop, advance and maximise the potential of all employees;
enforce the focus on underrepresented persons in recruitment, selection and
promotion in accordance with the Group’s employment equity plan;
provide appropriate support and accommodation for people with disabilities; and
ensure that all training and development is done in line with the Group’s requirements.

An employer’s success is defined by its ability to maximise capabilities such as
responsiveness to market demand, its agility in redesigning business processes,
developing learning capacity and optimising employee competence. A competent and
stable workforce is imperative to ensure business sustainability and therefore, a number of
projects have been undertaken to improve the levels of competence of employees
throughout the Group.
Human capital management
The Board recognises that the development of human capital serves not only the
economic interests of the Group, but also the broader requirements of society. Human
capital represents the combined human intelligence, skills and expertise that gives the
organisation its distinctive character. Like most service organisations, our primary asset is
our people, and there is a vested interest in cultivating this vital asset. Our people define
the character; affect its capacity to perform; and represent the knowledge base of the
Group. As such, managed effectively, people are the cornerstone of our success.
Much of the success during the reporting year has been directly due to the efforts of our
people. We operate in the most acute of service industries, looking after the emotional
experiences of our customers and their families, therefore creating a positive stakeholder
experience continues to be of critical importance.
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The business continues to compete for seasoned and relevantly talented professionals, in
a sector that is facing the disruptive impact of new technology, more complex regulations,
shifting customer expectations and growing competition from new entrants for top talent.
Our intention is to curb some of the challenges in attracting and retaining talented staff. An
integrated talent management process linked to an e-recruitment system and performance
management system is underway with the aim of winning the war on talent. We also
continue to strive to employ people living with disabilities.
Human resource metrics
The National Human Resources Management System (NHRMS) was developed by the
South African Board for People Practices and consists of 13 standard elements (the
standards). The purpose of the Human Resources (HR) standards is to professionalise the
field of HR management with clear standards of professionalism. Coupled with King III and
the emphasis on the triple-bottom-line reporting, the integrated reporting framework also
puts the spotlight on environmental, social and governance related issues, which includes
people.
The methodology of auditing against the standards provides confidence to the Board and
Board Committees that HR strategies, practices and risks are effectively managed.
Additionally, improving the standard of HR practices ensures that better quality HR
products and services are delivered to the Group which contributes directly to the
achievement of business objectives.
The initial audit scoring was done internally during February 2016 and the plan going
forward is to utilise the services of an independent External Auditor to conduct the survey
and audit. The results of the audit indicate that the Group compares favourably and that
the HR benefit offering by the Group is more comprehensive than most other
organisations.
The NHRMS benchmarking was based on the following standards:








Strategic HR management
Talent management
HR risk management
Workforce planning
Learning and development
Performance management
Rewards and recognition








Employment relations
Employee wellness
Organisational development
HR service delivery
HR technology
HR measurement

The key findings emanating from the audit were:
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The shortage of qualified staff remains a huge challenge in the financial services
industry. Based on this, those organisations that are adept at leveraging flexibility in
their approach to human capital resources are likely to experience productivity gains.
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The dynamic nature of the business environment requires organisations to implement
agile change models, as organisations and their employees are producing more with
less.
The Group will need to continue to refine staffing models and provide in-house training
to counter the shortage of key talent where possible.

Skills development and talent management
The Group recognises that there is a need to develop people to deliver superior
performance and in doing so, build a culture of excellence through learning. The objectives
that underpin our skills development and talent management activities are:







to improve the skills and competencies of our people throughout the Group;
to develop business acumen and competencies at management, regional and
representative level;
to develop and implement HR management practices to recruit, retain and deploy
capable people to meet market demands;
to develop a decisionmaking competence regarding products, market segments, price
and clients for delivering products and services;
to establish high quality client service in support of products and services; and
to implement succession planning in critical areas.

The Group annually submits its Workplace Skills Plan (WSP) and Annual Training Report
(ATR) to the relevant sector authorities which includes all training and development
concluded for the year under review, as well as proposed targets and training for the
following year. Skills development within the Group is seen as key in developing human
capital capacity.
People development is crucial to the Group’s sustainability. We are committed to
developing existing talent with a focus on upskilling individuals to drive the attainment of
our business objectives and at the same time, provide growth opportunities for the
individual. All employees, irrespective of disability, gender, educational level, seniority or
status have access to the interventions offered by the Group.
Performance management
Our people philosophy is governed by rewarding performance excellence. All permanent
employees undergo bi-annual performance and development reviews. Rewards and
incentives, in the form of bonuses, form part of our performance and talent management
process. Personal development plans for all employees are initiated through this process
and aid in the identification of required skills that need further development.
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The performance management process is a critical tool that assists in identifying nonperformers and ensures that appropriate interventions are implemented to improve
behaviour. The performance review process is also used to identify high performing
individuals and to ensure that they are rewarded appropriately.
Effectiveness of the training hubs
In order to improve capacity building to effectively and appropriately facilitate an
understanding of products offered, and in line with legislation, six regional training hubs
were established nationally. The regional training hubs allow for better tailoring of the
particular training needs of a region and an enhanced ability to respond efficiently and
effectively to emerging needs. The regional training hubs have gained significant traction
and the table below depicts the number of product training interventions since the
inception of the training hubs in August 2012.
Year

2012/2013
2014
2015
2016

Number of people trained

3778 (Re-training of employees)
2149
5248
5518

As we operate in an increasingly competitive market, developing a successful sales team
requires consistent, planned training that develops sales skills. The table below depicts
the breakdown of training interventions conducted by the training hubs for the 2015/2016
financial year.
Training intervention

Induction
Industry and terminology
Product training
Total interventions

Total number of people trained
1522
1084
5518
8124

Internships, coaching and mentorships
An internship programme, aimed at bridging the gap between academic study and the
practical application thereof, was created. A deliberate effort is made to deliver internships
to unemployed youth and students in support of the country’s commitment to skills
development. The interns continue to be exposed to mentorship and job rotation within the
Group. With the introduction of the revised B-BBEE codes, internships will become part of
the bigger drive to build skills and capacity for the future.
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In addition to the above, a mentorship and coaching programme has been implemented to
strengthen and grow those managers who require upskilling. Senior management have
been tasked to mentor managers within the various business units. The intention is to
develop these managers into strong business leaders that can grow the business and
sustain the Group into the foreseeable future. This intervention has already commenced
and will be rolled-out across the Group.
Bursaries and study loans
The Group has a wide spectrum of initiatives aimed at developing future talent at all levels
through bursary programmes. A total of 17 bursaries were granted for the year. The
Group continues to fund learning through our bursary fund which addresses scarce and
critical skills needs. The key focus has been on segmenting talent, identifying and
managing key roles and critical skills required to achieve the Group’s strategy.
The Group continues to provide financial assistance in the form of study loans to
employees willing to study towards a national qualification through recognised tertiary
institutions. A total of 59 employees were given financial assistance during this reporting
period. In addition, career exhibition events were well received by the 223 employees that
attended.
Regulatory training and learnerships
We continue to highlight the importance of learnerships, which ties into our strategy to
bring people into the business at entry level and create a pipeline of talented individuals
from previously disadvantaged backgrounds. To meet the requirements of FAIS, which
requires all insurance representatives that sell Category B products to obtain a full
insurance qualification, we implemented learnerships for FAIS long-term insurance (Fit and
Proper) and long-term risk assessment (Claims Underwriters). Candidates embarking on
the learnerships must complete a full qualification within 12 months.
Learnership programmes continue to be a high priority within the Group and a 93% pass
rate was achieved in the 2015/2016 period. This achievement has contributed to a pool of
qualified category B representatives. The Group has employed 113 learners permanently
in various capacities in the Group since inception of the learnership programmes.
Rapidly changing technology and working practices imply that administrative roles today
are very different from those encountered years ago. For this reason, a Business
Administration Learnership commenced on 1 May 2016 and has been rolled out nationally,
for office administration staff.
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Training programmes
The Group constantly monitors the ever changing business, regulatory and legislative
landscape, which impacts the Group’s operations to ensure that our employees are
appropriately trained. The 2015/2016 financial year was a very rewarding one, with
excellent returns on our training investment. There were a number of training courses,
seminars and knowledge building programmes offered internally by the Group and
externally by approved training institutions. During the financial year, the Group provided
employees with 18 094 training interventions (employees could attend more than one
course) compared to 11 231 the previous year. The table below depicts the training
interventions for the period 1 July 2015 to 30 June 2016.
Description
External
Internal
Total

African

Coloured

Indian

Female

Male

Female

Male

Female

9628

4344

440

277

108

1255

491

87

37

15

White

Male
4

50

Total

Female

Male

662

583

81

32

2002

16 092
18 094

We have continued to implement various initiatives across the Group aimed at enhancing
skills development, talent management and employee retention initiatives. Through our
partnership with the Insurance Sector Education and Training Authority (INSETA), we have
embarked on several training and development initiatives over the past years. The
collective spend on training for the year was 4.4% of payroll.
Electronic needs analysis system and e-learning
An electronic needs analysis system has been developed and assists in identifying training
needs. The use of an electronic e-learning platform is a key component in training
delivery. The main aim of this project is to advance opportunities afforded by technology to
extend the reach of the Group’s capacity building on a larger scale. Presently, most
interventions take place on a face-to-face basis, but it is anticipated that in future, an
increasing number of interventions will be available partly or wholly online or via a blended
approach using a mix of delivery channels. The e-learning project will initially focus on
product specific training, TCF, legislation and induction and will later focus on soft-skills
training.
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Management development programme

In partnership with INSETA and the Gordon Institute of Business Science (GIBS), the
Group implemented a management development programme (MDP). This programme
successfully commenced with 20 employees in 2013, 23 employees in 2014 and 17
employees in the current reporting period.
The Group views management development as a long-term investment and this is done by
sourcing and implementing internal and external programmes to upskill the Group’s
leadership. During the period, an Industrial Psychologist was retained to establish specific
development and coaching needs for Exco members. Additionally, representatives of Exco
attended the 2015 National Funeral Directors Association International Convention and
Expo which was held in Indianapolis, USA, and the International Cooperative and Mutual
Insurance Federation’s 2015 Biennial Conference which was held in Minnesota, USA.
Broad-Based Black Economic Empowerment Skills Development Code
The Group recognises that, in view of challenges around the retention of Black employees,
the code pertaining to skills development is critical to reach its employment equity targets
as well as to build a core base of skilled Black employees. The result has been that the
Group achieved an additional four points for Skills Development within the B-BBEE
code. The Group will continue to ensure that the amount allocated to Skills Development is
over and above the 1% paid in respect of the Skills Development levy. In order to achieve
this, we focus on talent development by offering equal opportunities and strengthening our
position as an employer of choice by creating a culture of learning.
Our challenge lies in the development of disabled employees. The Group’s Disability
Accommodation Policy promotes the equal participation of people with disabilities and
creates an inclusive culture. In order to enhance communication in the work environment,
line managers of hearing impaired employees attend Deaf Culture Sensitisation
training. As more people with disabilities enter the work environment it is critical for the
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Group to train and develop disabled employees to ensure they are treated fairly and
equitably in order for them to contribute to the success of the Group.
Employment equity and women in the workplace
In the Group, compliance with B-BBEE and Employment Equity (EE) legislation is a
business imperative. The Group remains committed to improving its Black management
talent. B-BBEE interventions are identified as part of our business strategies and include:




a planned increase of the training budget;
ensuring that relevant training is sourced and conducted for Black employee groups
as per our EE plans; and
ensuring that training is sourced and rolled out for people with disabilities.

All recruitment, transfer and promotion endeavours are performed in accordance with our
EE plan and the National Economic Active Population (EAP) guideline.
As at 30 June 2016, 93% of the total staff complement consisted of Black, Indian and
Coloured staff as reflected in the 2016 EE status table below:
Employment levels

Insurance

Funeral

Industry

Namibia

Group

Target

%

%

%

%

%

%

Management

41

34

33

50

36

60

Specialist / skilled

97

43

21

86

74

75

General staff / clerical

89

62

82

94

98

80

EE% of workforce

96

40

73

87

93

80

Based on the EAP, we compare favourably in most of the categories. Despite good
progress made, our biggest challenge overall is the under representation of Black
employees at management and senior management level.
The aim of the Group is to uplift and encourage female leadership in the workplace and to
foster gender equality. Our workplace comprises 68% female employees. The MDP aims
to grow and develop our female employees and the current MDP includes a substantial
number of female employees (80%).
Employee wellness
The Employee Wellness Programme (EWP) is offered by the Group to all employees. The
aim of the programme is to improve the quality of life of employees by providing support
and assistance to alleviate the impact of everyday work, personal and family challenges. A
key function of the EWP service is to minimise behavioural problems that impact on the
personal and work life of employees. Unattended individual setbacks can negatively
impact the entire work environment, resulting in absenteeism, employee turnover, low
morale and higher costs.
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Since the inception of the EWP, employees have increasingly been utilising the
services. The EWP is diverse and a selection of services are available to employees. The
services include:









A professional support line service for telephonic counselling.
Face-to-face counselling when needed in an environment that suits the employee.
Trauma counselling for employees and their families inside and outside the work
environment.
Life management services where life management advisors help and guide
employees on issues such as divorce, maintenance, debt management, eldercare,
pre-natal care, adoption, parenting and childcare.
Overall health and wellness awareness through annual wellness days.
Provision of emotional/psychological counselling services to individuals to assist them
with day-to-day issues and mitigate the associated risks of employees’ stresses.
Provision of personal financial management services.

For the period under review, personal relationship challenges and work-related stress
were the most common wellness challenges identified across the Group. In response
thereto, a stress management counselling session was conducted and management
continuously explores the need for other wellness interventions to assist employees.
The Group is committed to creating and maintaining a safe and healthy work environment
for all employees. The Group monitors and manages occupational health and safety in
the workplace with due consideration of all stakeholders. An array of preventative and
occupational health programmes are tailored to the needs of the Group. The service
providers provide a quarterly corporate health review which is a comprehensive insight
into the health of our employees.
The benefits derived from the EWP for the period 1 July 2015 to 30 June 2016 when
compared to the previous period are as follows:








The overall engagement rate, which includes uptake of all services provided increased
from 392 cases to 408 cases.
A total of 65% of employees volunteered to undergo comprehensive health testing
during the wellness day compared to 58% in the previous year.
The annualised individual usage of the core counselling and advisory services,
increased by 2% from 243 cases to 248 cases.
The most commonly utilised service was professional counselling, which constituted
57% of the total engagement.
Managerial consulting increased by 8%.
The programme assisted in identifying and managing five substance abuse and eight
cases pertaining to suicide.
Tuberculosis screening and counselling forms an integral part of our EWP and are
conducted as and when required.
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The EWP is producing the desired results of ensuring that employees together with
management are contributing to a harm free and healthy approach in the work
environment as well as a greater awareness towards living a healthy and a balanced
lifestyle.
For the 2016/2017 year we plan to:









improve utilisation of the electronic e-care awareness solution;
further implement lifestyle change initiatives;
encourage ongoing activities to promote a comprehensive approach to employee
health and wellness;
intensify managerial training focusing on the various services available to assist in the
people management aspect of their role. These services include, formal referrals,
managerial consultancy and assisted referrals;
share the cost saving implications of proactive wellness management across the
Group;
provide resources on managing distress and enriching existing relationships; and
provide information on identifying and changing maladaptive relationship behaviours.

As part of our continued efforts to create a better, safer, and healthier work environment,
EWP provides numerous opportunities for employees to grow and enhance their
knowledge of health and wellness related matters.
Occupational Health and Safety issues
The Group is committed to honouring its legal and moral obligations towards the safety
and health of its employees, as well as the safety of all stakeholders, through creating and
maintaining a safe and healthy work environment.
Our emphasis on our health and safety obligations towards our stakeholders and ongoing
compliance to the Occupational Health and Safety Act is demonstrated by the following
highlights for 2015/2016:
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All legal appointments are in place and training was provided to the appointees.
Verification and allocation of designated SHE legal appointees is done on an ongoing
basis.
All vehicles have been equipped with first aid kits.
We conduct annual maintenance on all firefighting equipment at our business
premises.
The mortuaries have been fitted with generators to comply with the requirements of
the National Health Act.
A Nationwide Service Level Agreement has been put in place for the correct storage,
collection and removal of medical waste from our mortuaries.
Designated managers and employees in the provinces are attending basic safety,
health as well as Hazard Identification and Risk Assessment training courses through
an accredited training institution on an ongoing basis.
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Compliance with all relevant legislation is ensured through our governance structures
Health and Safety Committees have been established in all divisions.
Regional Health and Safety Committees report to the Head Office Health and Safety
Committee. Health and Safety Committee meetings are minuted.
Internal Audit and Compliance Departments report in respect of SHEQ as part of the
combined assurance model.

Responsible investment
We have been entrusted by our policyholders with assets in excess of R13,7 billion as at
30 June 2016. The bulk of these funds are managed by five prominent asset managers
according to segregated mandates.
The Group commits itself to responsible business investment practices and recognises that it
has the potential to cause indirect social and environmental impacts, both positive and
negative, through its investment and ownership decisions. In recognition of these potential
indirect impacts, we consider environmental, social and governance (ESG) issues in our
investment and ownership decisions.
Our approach to responsible investment aims to integrate ESG issues into investments across
all asset classes as a means of enhancing long-term policyholder value. We are therefore
guided by the requirements of:


the Code for Responsible Investing in South Africa (CRISA); and



the sustainability requirement of the Long-term Insurance Act.

All our asset managers must be signatories to or comply with the CRISA code, of which the
principles are:


Institutional investors should incorporate sustainability considerations, including ESG, into
investment activities as part of delivering superior risk-adjusted returns.



Institutional investors should demonstrate its acceptance of ownership responsibilities in
its investment activities.



A collaborative approach with other stakeholders to promote acceptance and
implementation of CRISA and sound governance should be considered.



An institutional investor should recognise the circumstances and relationships that hold a
potential for conflicts of interest and pro-actively manage these when they occur.



Institutional investor policies as well as the implementation thereof should be transparent.

The five key focus areas of CRISA can be illustrated as follows:
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Responsible
business

We believe that traditional financial analysis provides an incomplete picture of a company’s
true competitive risks, value potential and future performance. The asset managers are
therefore required to use ESG performance and sustainability analysis to provide critical insight
into the quality of a company’s management and strategic positioning for their inclusion in our
investment portfolio.
The asset managers have developed both quantitative and qualitative approaches to
incorporate ESG issues into their valuation methodologies. These approaches to responsible
investment include ethical, targeted and socially responsible investment approaches which, in
addition to achieving financial returns, also aim to achieve ethical or social outcomes through
targeted or selected investments.
A typical approach that is followed by our asset managers to manage ESG on each investee is
illustrated in the following diagram:
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While cognisance is taken of the Group’s approach to responsible investing, we are guided by
our asset managers’ policies in terms of investments and ownership decisionmaking. Through
their responsible investment strategies, asset managers use their influence as an investor, to
persuade investee companies, in the interest of long-term sustainability, to adopt and actively
implement policies and processes that positively advance:


sound governance practices;



the health, welfare and relationships with their employees, communities and relevant
stakeholders; and



the appropriate use and protection of natural resources.

The asset managers have corporate governance policies that guide their approaches to proxy
voting and sets out the expectation of governance behaviour of investee companies. They use
proxy voting as a tool to support good governance practices which we believe are the
cornerstone to long-term member value. Where appropriate, they aim to engage with the
investee companies on contentious issues. In addition to contacting companies prior to voting,
they also formally address concerns after casting their vote. Votes exercised are furnished on a
quarterly basis to our Investment Committee. Their engagement with investee companies also
raises issues such as carbon reporting, B-BBEE, safety performance and public disclosure to
name a few.
The Society has a separate Financial Sector Charter investment portfolio. The portfolio
consists of investment in transformational infrastructure in underdeveloped areas, affordable
housing and small and medium Black enterprises. Our investment approach is that the target
risk and return considerations and investment merits must supersede all other investment
considerations when accessing investment viability. As part of this portfolio financing was
provided to The Urban Housing Foundation to provide development financing to multi-unit
residential entrepreneurs in inner cities to provide affordable accommodation.
The Society continues to invest in private equity infrastructure funds that makes early stage
infrastructure investments of an equity-related nature in greenfield and brownfield infrastructure
projects. The fund focuses on renewable energy projects with a requirement that at least 50%
of the fund commitments must be in renewable energy projects. The fund is currently invested
in four solar photovoltaics projects and one wind farm. All these projects have reached their
operational stage and are providing power to the South African national grid. Each project is
part owned by the local community and has a CSI programme focusing on community
initiatives.

Responsible procurement
The Group is committed to responsible procurement. This means working with our
suppliers to supply goods and services and both parties having a common understanding
that integrity and excellence will not be compromised. Careful selection of products,
services and suppliers is made to ensure minimum adverse environmental and social
impacts, without compromising on price, quality and our standards.
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The Group aims to contribute to socio-economic development through our procurement
practices. We foster good business relationships with our suppliers and in particular small
Black-owned enterprises who share our values, and we include as many Black
entrepreneurs and women entrepreneurs as possible in our database of suppliers. We
recognise that supplier development is important to build long-term sustainable
relationships with our suppliers, specifically within funeral operations. This is critical to
both parties for our mutual success. We encourage our suppliers to work with us and to
continuously improve responsible procurement.
The Group’s Tender Committees ensure that all significant procurement is ethical, efficient,
fair and transparent. We take social and environmental factors into consideration
alongside financial factors in awarding tenders. Transformation remains a social priority in
South Africa. The Tender Committees endeavour to ensure that the majority of our
suppliers to whom tenders are awarded are at least level 4 B-BBEE suppliers. The Group
is a level 2 B-BBEE contributor based on the Financial Sector Charter code.
Our commitment to responsible procurement is encapsulated in our core values of integrity
and being people focussed. Through this we ensure the Group’s sustainability as well as
the economic advancement of the country.
Products and services
The Group attracts and retains clients by providing dependable and value for money
products and services. Our product range and services cover all LSM-groupings and
therefore supports social development.
To support our desired positioning as the market leader in funeral insurance and funeral
services, innovation as well as brand and product rejuvenation is placed high on our
agenda. Coupled with this, service or rather exceptional service has become the ultimate
driving force that will maintain this competitive advantage. We strive to deliver value for
money products and customer experience based on service quality, care and trust.
Training is critical in achieving desired standards of service to customers and we have
decentralised training into six training hubs nationally. This will not only help to standardise
training nationally, but also increase the quality of production and client service rendered.
During the year under review we extended our reach by opening nine insurance offices
and ten funeral agencies. Extending our footprint will enable us to serve more
communities across the country and provide a one-stop service (funeral service, funeral
insurance and funeral products). It will also enhance distribution of our products and
services to all target markets, but especially the previously unserved markets. Through
increasing our national footprint we have committed ourselves to creating more jobs within
the communities we operate in. Given the growth in the middle class and increasing
urbanisation, we are making use of data analytics to become more customer focussed in
meeting customer product and service expectations.
The alignment of our insurance product offering to our strategic objectives and brand
promise is the responsibility of a dedicated Product Committee which acts as a
53
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subcommittee of Exco. This Committee focuses specifically on the positioning of our
products and services in the market, profitability of existing products and new product
offerings. In addition, the Committee considers the effectiveness of our distribution
channels as well as any economic and industry developments. All new insurance products,
as well as any enhancements made to existing products, are subject to a formal review
and approval process, and the Statutory Actuary has to provide assurance that there is no
material impact on the financial soundness of the business.
In the development of products we not only consider financial, legal and regulatory
requirements but also the outcomes of Treating Customers Fairly (TCF). In order to ensure
that our clients do not face unreasonable post-sale barriers in changing a product,
switching a provider or submitting a claim, the following applies:




All insurance products include a cooling-off period during which the client can exit at
no charge.
Changes are allowed on most products to adapt to a client’s changing needs or
circumstances.
Claim processes are designed to be as convenient as possible for clients, while
maintaining adequate safeguards against fraud risk.

With regard to our funeral service division, certain products and services are provided free
of charge or at discounted rates to our policyholders under certain conditions. Our
policyholders and non-policyholders receive standard funeral services, but to ensure we
meet all customer expectations, many additional services are contracted from service
providers to supply family cars, home tents and chairs, catering, flowers and many other
services requested by customers. Our fleet is one of the most visible aspects of our
business and thus critical to our brand’s reputation. Maintaining and refreshing our fleet, to
meet client demands, requires an ongoing investment and we continually expand the fleet
to include the latest upmarket vehicles. To stay relevant we continue to develop new
funeral products and improve the curb-appeal of our buildings to ensure that our offices
have the desired look and feel.
Our manufacturing division develops products that serve every segment of the market.
Our coffin and casket range is very extensive and is reviewed and augmented
continuously to keep abreast of our clients’ needs.
In order to maintain a high level of quality products, we continue to ensure our Quality
Management System is robust. This ensures that we are in control of our processes and
that high quality products reach our customers in its intended state. This system will be
audited externally to maintain its integrity. AVBOB Industries is now using the principles of
Lean Manufacturing which allows for a more ergonomically friendly workplace and reduces
the time taken from conceptualisation of a product through to the delivery of the product to
the market.
Research was conducted into an alternate process for disposing of human remains. New
technology called Alkaline Hydrolysis or “flameless cremation” has been implemented on a
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limited scale in the USA, Europe and Australia as an alternative to the traditional options of
burial or cremation. Our intention is to implement flameless cremation in early 2017 at two
crematoriums, one based in the Western Cape and the other in Gauteng.
Environmental stewardship
Globally, the depletion of natural resources continues to place a strain on the environment
and business thus creating a sustainability issue. The Group recognises that it has an
impact on the environment both directly and indirectly and is committed to preserving
natural resources as it runs its operations.
Our primary business activities include the underwriting of life and assistance insurance as
well as the supply of funeral services, manufacturing of funeral requisites and owning and
leasing of fixed property. Business operations are located nationally as well as in Namibia.
We are committed to disclosure, transparency and measurement of our impact on the
environment and to integrate environmental considerations throughout our operations. We
will regularly measure, review and report on our environmental footprint. Our responsibility
to our stakeholders on environmental issues is therefore seen as high priority.
In endeavouring to mitigate our physical, regulatory, reputational and brand risks, we
realise a continuous evaluation of our operations is necessary. Our sources of
environmental impact are as follows:
Energy and water resource management
Our primary consumers of energy and water resources are our leased and owned
buildings which include our funeral agencies and insurance offices which are located
nationally, our corporate Head Office, manufacturing operations in Bloemfontein, and our
business in Namibia. Our corporate Head Office (which is our largest single unit consumer
of energy and water) houses close to 700 individuals.
As part of our green building initiative programme we have undertaken the following:
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We are in the process of replacing redundant office equipment with multi-functional
energy saving equipment which has resulted in economic as well as environmental
benefits, in the form of reduced paper usage, printer cartridges and the use of less
electricity.
We have replaced old geysers with energy efficient Hydroboil systems at our Head
Office.
We are investigating upgrading of the air-conditioning from water-cooled to air-cooled
and converting lighting to LED to reduce our electricity consumption.
We installed a photovoltaic solar system at Head Office and at AVBOB Industries to
reduce our daily power requirements. This has reduced our electricity consumption at
Head Office and AVBOB Industries by approximately 7% and 18% respectively.
AVBOB Industries plans to expand its solar generation capability, further reducing its
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carbon footprint and counteracting the inflationary energy cost increases. This will also
contribute positively to its manufacturing costs.
Materials, waste management and recycling
Our primary source of normal and other waste generators in the Group are our buildings,
funeral agencies, insurance offices and manufacturing plant. The principle generators of
healthcare risk waste are our mortuaries, while our manufacturing operations generate
material as well as industrial waste and the buildings generate a substantial amount of
material waste in the form of paper and other used consumables.
In our effort to minimise our negative impacts on the environment we continue to:









increase the use of double-sided printing and the use of electronic dissemination of
information to our stakeholders. With approximately 1,7 million policyholders, double
sided printing has a positive impact on the reduction of the use of paper and other
consumables for the Group;
recycle paper, printer cartridges and other waste materials with accredited and
authorised service providers;
make use of accredited and authorised service providers to dispose of used oil and
scrap metal at our manufacturing plant;
separate material waste into glass, paper, plastics, perishables and cans at our Head
Office and the manufacturing plant;
make use of accredited and authorised service providers for the disposal of medical
waste;
recycle off-cut materials into components which can be used to manufacture entry
level coffins; and
expand on revenue generating waste recycling projects across the Group.

Carbon footprint management
The measuring and monitoring of carbon emissions and the reduction thereof continues to
pose a concern and challenge for the Group. The primary and direct emitters of carbon
emission within our operations are the crematorium in Kempton Park and the national fleet
of vehicles. Our manufacturing operations also generate limited carbon emissions.
In our effort to reduce our carbon footprint we continue to:




manage and monitor the dust extraction systems at our manufacturing plant;
pursue green building initiatives during planned building maintenance on a national
basis;
manage and monitor carbon emissions at the crematorium in Kempton Park. The
replacement of the three old cremators with modern environmentally friendly and
energy efficient units are planned for the 2016/2017 financial year; and
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utilise a fleet management system to monitor vehicle usage throughout the country to
ensure that vehicles are only used for proper business purposes, thereby reducing the
fuel consumption and carbon emissions.

The trucks used at AVBOB Industries to transport funeralware have been fitted with Aerokits which reduces their fuel consumption by up to 5%. All new trucks will be fitted with the
Aero-kits.
Environmental management administration and governance
As part of our commitment to environmental sustainability we will continue to:







engage with our competitors to benchmark our environmental stewardship
performance;
conduct environmental awareness programmes for all internal stakeholders;
manage our programme to measure our environmental impact;
implement an environmental skills audit through our provincial structures and Internal
Audit, Risk Management and Compliance Departments;
develop and maintain practical and best practice based environmental management
policies and procedures; and
channel all environmental management issues through the Group’s SHEQ Core
Committee.

Black economic empowerment
The Group acknowledges that the majority of our population, due to the past dispensation,
has been denied the opportunity to participate meaningfully in the mainstream economic
activities of our country. We therefore believe that it is our responsibility to contribute to the
promotion of the economic empowerment of previously disadvantaged individuals to
ensure the achievement of a better life for all. We are also committed to increasing the
participation of these individuals in all levels and areas of our business. By doing this we
are ensuring not only our own sustainability going forward, but also the future growth and
sustainability of the financial services sector and South African economy.
For the latest review, the Group was measured in terms of the Financial Sector Charter
Code. Future verifications will be prepared under the amended B-BBEE Codes (General
Code of Good Conduct) unless the Financial Sector Charter Code is aligned to the
amended B-BBEE Code. It is anticipated that the Group will maintain its level 2 contributor
status for its next review.
Corporate social investment
AVBOB has served the needs of South Africans since 1918. As a responsible corporate
citizen, we are highly conscious of our social responsibility to contribute to the improved
quality of life of all South Africans and to play our role in economic transformation and
nation building.
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Whilst the social needs facing our country, and especially those in the historically
disadvantaged sectors of our society, are considerable, the overall aim of our Corporate
Social Responsibility (CSR) programme is to move out of the charitable sphere into one in
which long lasting, mutually beneficial partnerships with beneficiaries are formed. We
regard CSR as an ongoing commitment to contribute to the socio-economic development
of our stakeholders by living up to our brand promise “We’re here for you”. Our goal is to
make a difference in the lives of people in communities all over South Africa.
To demonstrate our continuous commitment to CSR, the AVBOB Foundation (Foundation)
was established in 2012 as the vehicle for Corporate Social Investment (CSI). The
purpose of the Foundation is to ensure that CSI, which is considered a business
imperative, is carried out in a proper, regulated and responsible manner to maximise
impact and create sustainable positive outcomes in communities where it is needed most.
The Foundation is governed by a Steering Committee which ensures that donations are
made in accordance with the guidelines contained in our CSI Policy.
During the course of the reporting period, the Foundation supported a variety of very
deserving causes in the health and welfare, socio-economic development and education
spheres of society. Projects are classified as primary, secondary or ad-hoc projects and a
total of R5,4 million was spent on projects which ranged from the donation of equipment
and amenities, to the provision of funds and assets to various organisations and
communities.
The Foundation’s primary project is the provision of container libraries to previously
disadvantaged primary schools in all nine provinces across the country. When the library
project commenced in 2013, our aim was to donate 10 libraries to schools in Gauteng but
after we were approached by the Department of Basic Education (DBE) and we realised
the need for libraries in schools, it was decided to increase the investment to 30 in 2014.
Based on the success of the project it was then decided to increase the number to 40
during 2015 and recently, it was decided to increase the number to 50. The latest
announcement was made by CEO, Mr JF Rademan, on 18 July 2016 at a container library
handover to Tlhasedi Primary School in Hebron, in the North West Province as part of
AVBOB’s Mandela Day project.
Since the donation and unveiling of the first container library, to a primary school in
Tembisa in January 2013, the Foundation has established a formal relationship with the
DBE. The project has also facilitated the development of sound relations with various local,
provincial and national government agencies and we have been included in a ministerial
task team relating to the Minister of Basic Education’s strategy to make functional libraries
accessible to schools.
The first phase of the project involves the physical roll-out of the container libraries to
schools whilst phases two and three were designed to ensure the long-term sustainability
of the facility at schools. Phase two involves the assessment of the school’s activities to
improve literacy, utilisation of resources and needs. During phase two we initiate activities
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such as spelling bee competitions, reading clubs and literacy quizzes to stimulate reading
amongst learners which heightens the need for a library and books. The aim of phase
three is to stimulate enthusiasm for reading and the expansion of the libraries by getting
school principals and librarians together at an annual conference. Our aim is to give
schools an opportunity to showcase their successes, share new ideas or effective
programmes and to provide assistance to schools that are struggling to make progress.
Our approach to ensure the long-term sustainability of the libraries has been commended
by the Minister and her officials who refer to this phased approach as “the AVBOB Model”
when they enter into discussions with other parties.

The library project has been well publicised and we are regularly approached by schools
and Non-Profit Organisations with requests to donate libraries. Some of these schools,
especially those in the rural areas, are however too small in terms of the number of
learners to warrant the donation of a container library, which is designed to cater for
schools with 800 to 1000 learners. In order to try and bridge this gap, AVBOB Industries
has designed and built a mobile trolley library which can accommodate approximately 500
books. The trolley library is not only a relatively inexpensive alternative to the container
library but it is also extremely versatile and functional.
In April 2016, the Foundation donated nine trolley libraries to the DBE in support of the
National Education Excellence Awards.
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Our relationship with the DBE has also resulted in us being included in other initiatives
such as the Annual Teacher Awards, and the annual Matric Result Awards. In 2015, the
DBE requested financial support for the top performing matriculants towards their tertiary
studies and the Foundation fulfilled this request by donating R40 500 towards this initiative.
As a secondary project, the CSI Committee became the principal sponsor of the Mzansi
Youth Choir which was established in 2003 with the aim of affording talented, previously
disadvantaged teenagers and young adults (14 - 24 years) the opportunity to proficiently
perform locally and abroad. The choir consists of 45 choristers from Soweto and other
areas in and around Johannesburg. Our sponsorship of the Mzansi Youth Choir has been
extended into a five year sponsorship until 2019. The sponsorship sustains the choir to
fulfil its purpose.
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Various other secondary projects were also embarked on during the year and, although
still in its early stages, we are confident that they will ultimately yield great rewards for the
beneficiaries.
Our Winter Warmer and Mandela Day projects have become annual events on our CSI
calendar. The projects, all over South Africa, are coordinated by the CSI Committee and
are staged with the assistance of our provincial management structures. Our staff
members from all offices are actively involved in initiatives ranging from delivering food
and blankets to needy communities, to spending 67 minutes caring for children in hospital
and cleaning. The Minister of Basic Education, Mrs Angie Motshekga, was the guest of
honour at AVBOB’s 2016 Mandela Day project when the Foundation donated a container
library and three trolley libraries to Tlhasedi Primary School in Hebron, in the North West
Province. Over and above the container library, the Foundation refurbished a block of
classrooms and converted the pit toilets to flush toilets.

In order to assist schools in areas where resources are scarce and libraries are not
optimally utilised due to a lack of funds, we have agreed to appoint library assistants on a
fixed-term (12 month contract) basis to ensure that the facility remains open and available
to learners. Five library assistants have thus far been appointed and are each receiving a
monthly stipend of R1 500. Discussions with the DBE and school governing bodies are
held to ensure that these library assistants remain employed upon expiry of the 12 month
contract.
The Diepsloot Kasi Hive project is a secondary CSI project. The aim of the project is to
assist a group of young unemployed individuals in Diepsloot to grow vegetables in a
vegetable tunnel on a commercial scale. The Diepsloot Kasi Hive is a registered cooperative and the members have undertaken a variety of projects over recent years but
have had little financial support and guidance. The Foundation managed to establish a
good relationship with two other former CSI beneficiaries (i.e. Manger Care Centre and St.
Mungos Church in Diepsloot) who agreed to partner with us on this venture. The Manger
Care Centre will provide technical advice and training to the Diepsloot Kasi Hive members
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and St. Mungo’s Church will make an existing vegetable tunnel available on their premises
where the project will start.
In addition to the above, community projects, sponsorship of cultural events, education and
disaster relief are continually supported by means of financial contributions. An amount of
R5,3 million was spent to provide free and discounted funeral services within
disadvantaged communities. In terms of B-BBEE financing requirements, R240,0 million
has been invested in transformational infrastructure, affordable housing and small and
medium Black enterprises. Furthermore, offices and service centres are continually being
established in previously disadvantaged communities to provide service and support and
give rise to job creation.
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The Remuneration Committee (Committee) is pleased to present this report, intended to
give stakeholders a clear and comprehensive understanding of the AVBOB Group’s
(Group) remuneration philosophy and practices.
The Group continues to embrace the importance of people for its continued sustainability
and growth. By benchmarking our remuneration practices, we ensure rewards are
competitive and market related with due cognisance of affordability. Our aim is to motivate,
retain and attract the right skills, reward performance in the context of appropriate risk
management, align the interest of executives and employees with those of our
stakeholders and to build and maintain a sustainable performance-based culture within the
Group so that maximum leverage is obtained to support the Group’s purpose.
This overview is a high-level extract from the remuneration policies and practices
implemented by the Group.
Remuneration policy, strategy and philosophy
Policy
The Group’s Remuneration Policy sets out how total remuneration is managed with the
policy underpinned by detailed operating procedures, rules and guidelines. The policy
supports the Group’s strategic objectives, and is in line with the business and risk strategy,
risk profile, objectives, values, risk management practices and long-term entity-wide
interest and performance.
The policy is aligned to the Employment Equity Act dealing with the principle of equal pay
for equal work. This principle has the potential to reinforce, encourage, promote and
enhance superior performance. The policy covers all employees, including senior
management, key persons in control functions and major risk-taking personnel as well as
members of the Board of Directors (Board).
The following principles underpin the policy: long-term interest, management of risk,
transparency, appropriate mix of short- and long-term pay, defining performance, internal
and external disclosure, legislative compliance and solvency.
Strategy
The overall aim of the remuneration strategy is to reward people equitably and consistently
in accordance with the Group’s performance-based remuneration approach. Additionally,
the achievement of the Group’s strategic objectives is largely dependent on its ability to
attract and retain high calibre individuals and to support the retention of key, critical and
scarce skills for business growth and continuity.
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The remuneration strategy supports the attraction, development and retention of
competent employees within the Group who contribute to sustained business growth. The
basic purpose of the remuneration strategy is to support the Group’s business strategy and
align remuneration strategies and processes to the Group’s needs and good corporate
governance practices.
To achieve this purpose, the remuneration strategy:








reflects the dynamics of the market and the context within which the Group operates;
embraces reasonable differentiation in remuneration for purposes of rewarding high levels
of individual performance, attracting and retaining scarce skills and promoting diversity;
aligns to reflect and enact the Group’s vision, mission and strategies;
supports the risk management processes within the Group and the overall long-term
business objectives;
delivers remuneration that is affordable and appropriate in terms of value allocated to
policyholders and employees, and encourages behaviour consistent with the Group’s
values of customer focus, people, integrity, excellence and teamwork; and
entrenches Treating Customers Fairly (TCF) in all remuneration and performance
policies, practices and procedures. TCF deliverables form part of employee contracts
and performance is evaluated in terms of TCF competence and expectations.

Philosophy
The philosophy underpinning our remuneration strategy is that people must be rewarded
for the value they create.
Remuneration is not a standalone management process, but fully integrated into other
management processes. The remuneration approach, at all times, aligns with the specific
operational value drivers and at the same time promotes sound and effective risk
management.
The Group’s employee value proposition enables employee engagement and encourages
a high performance culture thereby inspiring employees to strive for excellence in the
execution of their duties. The remuneration approach supports the Group in maintaining a
sound solvency position, hence minimising financial risk. Reward, remuneration and
incentive policies take cognisance of fair customer outcomes and entail consequences for
TCF successes and failures.
Remuneration Committee
A charter prescribing the composition and terms of reference of the Committee, is
approved by the Board on an annual basis. The Committee comprises one Executive
Director and three Independent Non-executive Directors. The Committee is mandated by
the Board and therefore has an independent oversight role in respect of all remuneration
and related matters of the Group. Further detail on the Committee and meeting
attendance is included in the Corporate Governance and Directors’ Reports.
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The Committee acts on behalf of the Board with regard to the following:












Assists the Board to ensure that a competitive Remuneration Policy is in place that
aligns with the Group’s strategy and performance goals.
Reviews the remuneration policies and practices, including the long-term and shortterm incentive schemes and bonuses. It assesses the potential impact of these on the
risk profile and solvency; ensuring that it is structured in a way to preclude
manipulation and avoid giving negative incentives, as governed by the Remuneration
Committee Charter.
The determination and recommendation to the Board, regarding Directors’
remuneration and fees to be approved at the Annual General Meeting of members.
The determination and recommendation to the Board in terms of remuneration
packages of the Executive Directors and other members of senior management.
The determination of the required criteria to measure the performance of Executive
Directors and members of senior management in the execution of their
responsibilities, thereby ensuring they are fairly rewarded for their individual
contributions and performance.
The approval of the recommendations of senior management regarding annual
increases allocated to middle management and other employees.
Succession planning with regard to Executive Directors and recommendations to the
Board on the appointment of new Board members. Consideration of gender, race as
well as diversity in business and academic backgrounds are taken into account in
accordance with the Group’s commitment to transformation.
Any other matters concerning the remuneration of Directors and employees.

Non-executive Directors
The Group aims to identify and attract high quality Board members who can add significant
value to the business and for this reason, non-executive fees are competitive. Nonexecutive Directors receive fees for their services as Directors and for attending
meetings. These fees reward the Directors fairly for the time, responsibility assumed,
service and expertise provided to the Group.
Non-executive Director remuneration is reviewed annually by the Committee, taking all
relevant factors, including market benchmark surveys, into consideration. Non-executive
Directors do not participate in any incentive schemes.
The Directors are expected to perform all tasks and duties normally associated with this
position as defined by the Companies Act 71 of 2008 and the regulations governing the
Society. The Board and Board Committees each have charters which set out their
respective responsibilities.
The Committee recommends the fees payable to Non-executive Directors to the Board for
approval and submission to the Annual General Meeting of members for final
approval. Further details with regard to remuneration, rotation and election are provided in
the Directors’ Report and the financial statements.
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Executive Directors and senior management
The remuneration package of Executive Directors and senior management comprises of
both a guaranteed (fixed) portion as well as a non-guaranteed (variable) portion in the form
of bonuses and incentives. The package consists of a combination of the following:






A cash salary component
Retirement fund and medical aid contributions
Death and disability benefits
A short-term cash-based performance incentive bonus (STI)
A long-term incentive plan (LTIP)

The executive management team has a material influence on the Group’s performance
and growth and as such a meaningful portion of the remuneration is performance
related. The total guaranteed packages are set according to an annual benchmarking
exercise of medium-sized companies in the respective annual national remuneration
surveys, and are subject to annual review by the Committee.
The performance of the Chief Executive Officer, Executive Directors, and senior
management is evaluated by the Committee. The annual salary increases are determined
by the Committee during the annual remuneration review and submitted to the Board for
final approval.
The annual short-term and long-term incentive schemes are based on individual
performance and financial targets as set by the Board and embedded in the budgets and
operating plans. The achievement of these targets and determination of the incentive
payment are also reviewed by the Committee and approved for submission to the Board
for final approval.
The remuneration received by individual Executive Directors is disclosed in the financial
statements. The average annual salary increase granted to senior management on
1 November 2015 was 3.7% (2014 – 4.3%).
The sustainability of the Group’s business is critical in determining remuneration and the
Board is satisfied that the performance targets do not encourage increased risk-taking by
senior management.
Management
The remuneration package of managers comprises both a guaranteed (fixed) portion as
well as a non-guaranteed (variable) portion in the form of bonuses and incentives. The
package consists of a combination of the following:
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A cash salary component
Commission, where applicable
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Retirement fund and medical aid contributions
Death and disability benefits
A short-term cash-based performance incentive bonus (STI)
A long-term incentive plan (LTIP)

Management has an influence on the Group’s performance and growth and as such a
portion of the remuneration is performance based. The total guaranteed packages of
management are set according to an annual benchmarking exercise and are subject to
annual review by the Committee.
The average annual salary increase granted to management on 1 November 2015 was
3.2% (2014 – 3.7%). The annual salary increases of managers are determined by the
Committee during the annual review of remuneration, and submitted to the Board for final
approval.
General employees and insurance representatives
The remuneration package of general employees and insurance representatives consists
of the following:







A cash salary component (general employees)
Commission only (insurance representatives)
Cash salary and commission (insurance area/branch district manager group)
Retirement fund and medical aid contributions or allowances
Death and disability benefits
A short-term cash-based performance incentive bonus (STI)

The Group’s annual increase system is based on the principle of rewarding good
performance and discouraging poor performance. The determining factor for increases,
relative to inflation, is based on performance.
The average annual salary increase granted to all employees on 1 July 2015, for the
Group was 6.8% and the STI 3.0%, compared to the previous year’s 7.1% for salary
increases and 2.5% for STI. As with the majority of employees, it is becoming increasingly
difficult to negotiate remuneration packages, specifically in the industrial sector and for
highly specialised positions.
The general employee increases during July have now been integrated and executed in
November of each year. This decision was based on the general trend and best practice
across organisations.
The transition does not only support synergy across the different payrolls but allows for
increases and short-term incentives (performance bonuses) to be aligned to the Group’s
financial reporting period.
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Remuneration overview
The components of the remuneration mix take market realities and talent requirements in
different geographic locations into account. There is alignment between the types of
benefits that are offered to all permanent employees.
All remuneration practices are benchmarked annually according to data provided in the
national remuneration surveys and/or national executive remuneration surveys, as well as
information disclosed in the remuneration reports of similar organisations. We are confident
that our Remuneration Policy aligns management’s interest with the policyholder’s interest
by promoting and measuring performance that drives long-term growth and sustained
policyholder value.
The annual guaranteed remuneration for all employees takes the following into account:






The job grading level.
The competitive position of our salary and benefits structure relative to our defined
market position, which determines the remuneration, ranges applicable to each job
level and skills pool.
The individual’s position in the salary band range relative to competence and
performance.
The individual’s performance, as assessed during the annual performance appraisal
process.

External compensation and benefit consultants, 21st Century and REMchannel have
provided advice to the Group on best pay practices, competitive positioning and
benchmarking on strategic human capital issues. The outcome of this, together with a
review of the Group’s human resource challenges led to the implementation of the
Remuneration Framework.
This framework is based on the following aspects:





Increased flexibility to meet different employee needs
Our positioning as an employer of choice
Enhanced capability to attract and retain best talent
Improved understanding of the employee value proposition

The following rules and guidelines apply to salaries:
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The Group strives to remunerate on average at the market median.
The sample data for remuneration is the South African general market.
Not all employees are paid at the median as there are other factors to be considered.
However, the median is used as a guideline.
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Job grading system, dual career paths and specialist grades
The Remuneration Framework involves the implementation of a sound job evaluation and
grading methodology to enable credible remuneration benchmarking. The Paterson
grading system is currently the job evaluation system used within the Group.
Regarding the retention of, particularly, Actuaries, Internal Auditors, Risk Specialists, ICT
Professionals and Accountants, separate specialist salary grade scales have been
introduced and the ‘one salary grade matrix fits all’ approach has been abandoned.
The purpose of introducing a specialist grade is to recruit and retain such individuals, while
dual career paths give the individual the opportunity to pursue a career within his/her
specialisation/professional discipline. The principle is that specialists are considered equal
in status, based on job grade, but draw additional remuneration based on their special skill
level. A dual career ladder is a career development plan that allows upward mobility for
employees without requiring that they be placed into supervisory or managerial positions.
A well-managed and well-executed dual career ladder programme is a positive asset when
attracting, retaining and developing specialised technical skill.
Remuneration components
The Group’s remuneration components define total reward as a combination of various
types of rewards, including financial and non-financial, direct and indirect, and intrinsic and
extrinsic rewards. It provides a framework for the management of total reward in the
Group, and supports the Groups employee value proposition.
Total guaranteed package approach
The total guaranteed package (TGP) approach is regarded as best practice in South
African markets today. TGP refers to the total annual guaranteed cost to a company of
employing an incumbent. The cost includes the total cash and non-cash fringe benefits.
TGP forms the core element that reflects the market value of position and individual
performance, and is the basis of the Group’s ability to attract and retain the required skills. In
order to create a high performance culture, the emphasis is placed on the
variable/performance component of remuneration rather than the guaranteed
component. The Group finalised its transition to TGP on 1 July 2014.
Retirement fund and medical aid contributions
Membership of the AVBOB Retirement Fund is compulsory for all permanent employees.
The fund is a defined contribution scheme and the Group carries no liability to the fund,
except the payment of monthly contributions. The fund also provides death and disability
cover. The total contribution, by the employer and the employee, to the fund amounts to
19.5% of pensionable salary.
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Approximately 5% of the employer’s portion of the contribution is for risk benefits and
administration costs and 7% for retirement benefits. The current retirement age is 63,
although a retirement age of 65 applies to certain individuals.
From 1 July 2015, employees were given an option to express retirement funding income
at either 50%, 70% or 100% of pensionable earnings, which equates to 89,3% of
TGP. Employees are given an opportunity to review the structure of their remuneration
packages once a year.
Medical aid benefits are provided to employees in the form of membership of a medical aid
scheme or the payment of a monthly allowance. The Group’s current endorsed medical
schemes are Discovery Health, Bestmed and OCSA Care.
Short-term cash-based performance incentive bonus
The aim of the short-term cash-based performance incentive bonus (STI) is to drive the
achievement of sustainable results within an agreed risk appetite framework and to
encourage behaviours that are consistent with the Group’s values and are aligned with the
interest of all stakeholders.
STIs are delivered primarily through the Group’s discretionary arrangements and there is
no right to a performance incentive award in any given year. STI schemes have been
introduced to firstly recognise and reward work performance and secondly to motivate
improvements in proficiency and productivity.
The basis of establishing an individual’s remuneration level within a pay scale is based on
performance, and performance-related pay has become institutionalised as the norm for
the Group. Robust performance outputs have been developed for all employees in line
with the Group’s performance management guidelines.
The performance management process is an integrated process linking the Group’s
strategic intent to daily execution, through departmental team and individual goals derived
from key performance areas. The approved Performance Management Policy and system
involves the setting of clear quantifiable goals and objectives, and assessing individual
performance against these measures.
There is a direct link between the Group’s success and the achievement of performance
management objectives. Rendering services to stakeholders according to their needs is at
the heart of the Group’s activities. High level governance is applied to both the operation of
the respective STI programmes and the actual inclusion of the employees. Annual
assessments of performance are based on the results of the preceding year.
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Long-term incentive plan
The Board approved the implementation of a long-term incentive plan (LTIP) in 2013. The
LTIP applies to Executive Directors, senior managers and managers and is in line with
South African and global best practice.
The purpose of the Group’s LTIP is to attract, retain, motivate and reward individuals who
are able to influence the performance of the Group on a basis which aligns their interests
with those of the Group’s stakeholders. The LTIP incentives are used to retain skills and
are ideal in that they vest over an extended time. The scheme rules are tied into strategy,
thereby driving the correct behaviours.
In order to reward long-term sustainable performance a hybrid design architecture has
been put in place in which the Group’s management is offered a weighted combination of:




Appreciation units
Full value performance units
Full value retention units

The combination of appreciation and full value units serves to reward the required
attributes of stakeholder alignment, retention of key talent, and long-term sustained
performance as well as business growth.
Annual allocations of appreciation units are made to selected managers. These are
available in equal thirds on the 3rd, 4th and 5th anniversaries, but need not be exercised
until the 7th anniversary, at which time they must be exercised or they will lapse.
Full value units are offered in two formats, performance units that are awarded but only
vest in the future to the extent that the financial performance of the Group warrants it; and
retention units which are granted based on the previous year’s individual performance but
have no future vesting criteria attached to them except for continued employment.
Although the LTIP delivers a form of long-term restricted cash bonus, it is not tied to future
cash rands, but rather to units of value in the Group. This requires a valuation
methodology. The valuation approach is based on the Group’s net asset value. The
valuation is undertaken annually and is reflected in the year-end audited financial
statements. The value of the Group is divided by a prescribed number of units to establish
a unit value.
The first allocation of units will vest this year and are payable in November 2016.
Talent management (including succession and career management)
Strategic talent management is a process that ensures we have the right people in the
right jobs at the right time to achieve the Group’s expected results. The need for a talent
management strategy within the Group is a vital focal point.
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Developing a talent pool of high-potential employees to receive enhanced developmental
experiences is addressed continuously. By using a talent pool, we can increase the
number of employees who will be prepared to step into higher-level jobs.
Succession planning forms an integral part of the remuneration strategy and aims to
identify potential management candidates with the right skills for progression, to meet the
future challenges facing the Group. A formal succession plan for senior management and
management has been developed. In order to identify and develop talented employees for
future higher level and more complex responsibilities, a process to identify exact training
and development needs has been implemented. Competency matrices have also been
developed and introduced for all positions within the Group.
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The AVBOB Group (Group) recognises that effective risk and capital management is
fundamental to its system of governance and the execution of its business strategy.
Accordingly, we have comprehensive processes in place which support the delivery of the
Group’s objectives and achievement of sustainable growth.
Risk Management
Risk management within the Group refers to the coordinated set of activities and methods
adopted and used by the Board of Directors (Board) and management to direct the Group
and control the many risks and missed opportunities that can affect its ability to achieve its
strategic objectives. It also relates to the architecture used to manage risks, which
includes, inter alia, risk management principles, framework and processes.
Objectives
•
•
•
•
•
•

To provide the Board with assurance that significant business risks are systematically
identified, assessed and reduced to acceptable levels.
To change the risk management culture from a traditional risk management approach,
frequently referred to as a “silo” approach where risks are managed in isolation to an
Enterprise Risk Management (ERM) approach.
To increase the likelihood that strategic objectives are achieved and value is preserved
and enhanced.
To implement a tailor-made enterprise-wide framework and process.
To entrench a robust risk appetite framework across the business, including the
embedment of and monitoring against limits and thresholds as well as related
management actions.
To formally assign responsibilities and accountabilities.

In order to meet these objectives and to fulfil its obligation to exercise oversight over risk
management as required by King III and Solvency Assessment and Management (SAM),
the Board approved the establishment of a dedicated Risk Management Department and
risk management committees at various levels throughout the Group.
Effective risk management is fundamental to the business activities of the Group. While
we remain committed to increasing policyholder value by developing and growing our
business within our Board-determined risk appetite, we are mindful of achieving this
objective in line with the interests of all stakeholders.
We seek to achieve an appropriate balance between risk and reward in our business, and
continue to build and enhance the risk management capabilities that assist in delivering
our growth plans in a controlled environment.
Risk management is at the core of the operating structure of the Group. We seek to limit
adverse variations in earnings and capital by managing risk exposures within agreed levels
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of risk appetite. Our risk management approach includes minimising undue concentrations
of exposure, limiting potential losses from stress events and ensuring the continued
adequacy of all our financial resources.
In the year under review, progress has been made in achieving the abovementioned
objectives through various interventions implemented by the Risk Management
Department. These include:








the continued embedment of a common understanding of the risk processes to be
followed;
the reinforcement of an awareness of ownership, responsibility and accountability for
risk;
the update of the existing suite of ERM policies, including the risk appetite, risk
strategy and risk taxonomy;
the further development of risk appetite dashboards;
the holding of workshops with business units to assess and update the risks as currently
identified, which are assessed, monitored, managed and reported on;
the encouragement of openness and transparency in comprehensive risk reporting and
debate about risk at every level in the Group; and
reinforcing the awareness of the importance that business units have to identify and
evaluate the impact of risk in accordance with the ERM approach and determine the
correct treatment action and monitoring process.

However, continued embedment of risk management throughout the Group requires
sustained commitment by all governance structures.
Risk principles
In order to achieve the objectives of ERM, the following principles at all levels of the Group
have been adopted:
•
•
•
•
•
•
•
•
•
•
•
•
•

Create and protect value.
Be an integral part of the Group’s processes.
Be part of decisionmaking.
Explicitly address uncertainty.
Be systematic, structured, timely and tailored.
Be based on the best available information.
Be transparent and inclusive.
Take human and cultural factors into account.
Be dynamic, iterative and responsive to change.
Continually facilitate improvements to the Group.
Have a firm commitment from the Chief Executive Officer and the Board.
Have a framework that is integrated with the governance processes such as strategic
planning, operational planning and management functions.
Be based on a strong culture and awareness of risk at all levels within the Group.
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•

Designate clear ownership of risk accountabilities, responsibilities, duties and actions.

Risk strategy
The Group’s risk strategy as approved by the Board, represents the current view of how
the key risk exposures are linked to our capital requirements considering our strategic
focus and business plans. It is fundamental to the system of governance and the execution
of our business strategy and sets out the relationships between the creation of value, the
risks associated therewith and ensuring adequate capital requirements.
In view of the above, the Group’s risk management vision comprises the following, and it:









articulates a comprehensive and consistent basis on how risk is viewed, sought after
and/or avoided. The risk strategy enables the Group to take on those risks it prefers
based on its understanding thereof, its ability to effectively monitor and manage them
and their risk/return payoff. The strategy also allows for risks that are unavoidable in
the course of its normal business and articulates how they are to be managed;
considers all material risk exposures of the business including those for which it is
required to hold regulatory capital as well as other risks;
optimises the use of financial resources by understanding the risk-return profile and
capital requirements of its key risk exposures. Careful consideration is required of the
implications that strategic decisions have on the risk and capital needs of the Group,
ensuring decisions are desirable, profitable and affordable;
articulates a strategy regarding its overall risk profile and how it manages that profile.
This includes implementing appropriate controls, determining risk exposures, setting
aside appropriate capital in order to generate stakeholder value; and
entrenches a robust risk appetite framework across the Group, including the
embedment of and monitoring against limits and thresholds, as well as management
actions.

The strategy is based on the Group’s risk preferences which are embedded in the riskbased decisionmaking followed during strategic planning as well as business planning
processes. The relative preferences regarding which risks to accept more or less of, are
expected to develop over time as understanding surrounding the relative price, reward and
capability to manage risks matures. The current relative preferences, as captured by the
outcome of the strategic planning process are as follows:
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Risk
preference

Expected
return

Capital intensity
( economic capital)

Strategic risk

Neutral

High

Low

Insurance risk

Very high

Very high

High

Very low

Low

None

 Market risk

High

Very high

Very high

 Credit and counterparty risk

Low

Neutral

Low

Very low

Very low

Low

Risk category

Financial risk
 Liquidity risk

Operational risk

Risk appetite
The Board interprets risk appetite as the risk-based limits within which the Group will
operate in executing its business objectives and strategy. It sets the boundaries which link
strategy, target setting and risk management. Where our risk exposure exceeds the
Group’s limits, this will be disclosed in the integrated report.
Risk appetite also specifies thresholds which will highlight where risk exposure is in danger
of exceeding limits and requires remedial action. Our risk appetite framework translates
risk metrics and methods into business decisions, reporting and day-to-day operations.
The Board has identified the following risk appetite measures to be adopted throughout the
Society. These measures have been implemented, measured and monitored:
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Measure

Objective / Rationale

Measure 1:

The Society wants to maintain a financial position such that after a
1-in-5 year stress event it is still able to maintain its long-term
target solvency position of 2.6 times Solvency Capital
Requirement (SCR) cover after available management action.

Capital cover

Measure 2:
Earnings at risk

Measure 3:
Operational risk

The Society wishes to manage the medium-term volatility
associated with its earnings so as to expect that cumulative
earnings over any three-year period would be positive given all
but severe adverse experience.
The Society operates at a very high standard regarding the
management, prevention and mitigation of losses caused by
operational risk events. It has a low tolerance for operational risk
but recognises it represents a cost of doing business. The
Society wishes to avoid losses arising from operational loss
events by establishing business processes and controls and
putting insurance cover in place.

Framework and approach
Our Risk Management Framework consists of five components which provide the
foundation and organisational arrangements for designing, implementing, monitoring,
reviewing and continually improving risk management.
The components are:
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commitment and mandate;
communication and training;
structure and accountability;
risk management process; and
review and improve.
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Establish context
Risk assessment
Identify risks
Analyse risks
Evaluate risks
Treat risks

Stakeholder analysis
Training needs analysis
Communication strategy
Training strategy
Network

Communicate and consult

Strategic Process



Policy statement
Standards
Guidelines
Risk Management plan and
processes
Assurance plan
Monitor and review






Communication and training

Strategic Process

Strategic Process

Commitment and mandate

Risk Management Process
Review and improve






*

Control Assurance
Risk Management plan
progress
Risk Management Maturity
Evaluation*
Risk Management KPI’s
Benchmarking
Governance reporting
In development

Structure and accountability

Management Information System




Risk registers
Treatment plans
Reporting templates

Strategic Process








Board, Chief Executive
Officer
Audit-Risk Committee
Group Risk Committee
Combined Assurance
Committee
Chief Risk Officer
Operational Managers
Risk and control owners

Commitment and mandate
This component represents the principle agreement to proceed with the framework and the
implementation plan, including information technology systems, alignment of risk
management and the Group’s processes.
Communication and training
This component relates to the Group’s process to report to internal and external
stakeholders on the current state of risk and its management, and the development and
roll-out of training strategies.
Structure and accountability
This component relates to those committees and individuals accountable for risk. Risk
management is not a stand-alone function but is fully integrated into the Group’s
management, reporting, roles and responsibilities. The introduction of risk management
and ensuring its ongoing effectiveness, requires strong and sustained commitment as well
as strategic and rigorous planning to achieve commitment on all levels within the Group.
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Risk management process
This component relates to the systematic application of the Group’s management policies,
procedures and practices and the activities of communicating, establishing the context and
identifying, analysing, evaluating, treating, monitoring and reviewing of risk.
Review and improve
This component relates to continual checking, supervising, critically observing or
determining the status in order to identify changes in the performance level expected.
Based on the results, decisions are taken to improve and develop the Group’s risk
management framework, policies and plan.
Risk governance model
The Group relies on the following three lines of defence with regard to risk management in
order to safeguard internal control. Responsibility and accountability within each line has
been established.
First line of defence

Second line of defence

Third line of defence

Day-to-day risk management

Oversight

Management and employees are

The Independent Statutory Actuary,

The

Independent verification

responsible for the identification,

Chief Risk Officer, risk management

Department and External Auditors

assessment, monitoring, managing

committees and Compliance Depart-

provide

and reporting of risks.

ment provide assurance that risks are

effectiveness of risk management

managed across the business units.

processes and the adequacy of

Group’s

Internal

assurance

Audit

on

capital management.

Governance structures
The Group’s governance structure as shown below provides the protocol and responsibility
for decisionmaking on risk management issues.
The governance structures of the internal and external assurance providers, and a
summary of their responsibilities are also given below.
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the

Board

Planning
Committee

Remuneration
Committee

ICT Steering
Committee

Product
Committee

Audit-Risk
Committee

Investment
Committee

Executive
Committee
(Exco)

Group Risk
Committee

Actuarial
Committee

Combined
Assurance
Committee

Social and Ethics
Committee

The Board
Risk management governance starts with the Board which is responsible for the Group’s
risk management framework and policies as well as the effectiveness and disclosure
thereof.
Board Risk Committee
The Committee which consists of four independent Non-executive Directors and an
Executive Director, has been assigned responsibility by the Board for reviewing the risk
management framework, monitoring its operation and recommending improvements
thereto in liaison with Executive Directors and senior management.
Group Risk Committee (GRC)
The Committee consists of the Chief Executive Officer (CEO), one Executive Director and
individuals on senior management level, and was established as an oversight body within
the Group, to enhance our enterprise risk capabilities and the proactive setting of risk
appetite limits and ensuring that risk exposures remain within established parameters.
The primary responsibility of the Committee is to ensure that sound policies, procedures
and practices are in place for the enterprise-wide management of the Group’s material
risks.
Executive Committee (Exco)
The Committee consists of individuals on Senior Management level. The primary
responsibility of the Committee is to ensure that the GRC is aware of strategic initiatives
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that could impact on strategic risk and/or any other risks that may have an impact on the
Group’s risk exposures.
Investment Committee
The Committee consists of the CEO, two Executive Directors, two independent Nonexecutive Directors and individuals on senior management level. The Committee’s
primary responsibility towards enterprise risk management is to oversee and manage the
market risk exposures of the Group.
Actuarial Committee
The Committee consists of individuals on senior management level and includes the
Statutory Actuary. The Committee’s primary responsibility towards enterprise risk
management is to oversee and manage the insurance risk exposures of the Society.
Combined Assurance Committee
In accordance with King III, as part of the combined assurance model adopted by the
Society, the Combined Assurance Committee consists of individuals from the Risk
Management, Compliance, Legal, Governance, Secretarial and Internal Audit
Departments. The Committee deliberates and assesses the specific risks within the
various business units. The Committee aligns its workplan and reporting of the various
control functions to ensure that there is no duplication of audit effort and that findings
raised are value adding and dealt with by management in an efficient and effective
manner.
The Chief Risk Officer (CRO)
The CRO is, with the assistance of the Risk Management Department, responsible for
implementation of risk management strategies that are in agreement with the Group’s risk
appetite and specific risk exposures, as well as integration of risk management into
strategic decisionmaking throughout the Group and the development of policies and
procedures.
The CRO reports on all aspects related to risk at the Audit-Risk Committee, the Group
Risk Committee and senior management meetings.
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Statutory Actuary
The independent Statutory Actuary, who is not in the employ of the Society, is required to
conduct an annual actuarial valuation, and a mortality and withdrawal (lapse, cancellation
and surrender after allowing for reinstatements) investigation of the Society. He also
assists the Board in all other actuarial matters and is further responsible for all regulatory
reporting, specifically with regard to the financial soundness of the business and for the
interests of policyholders. The Statutory Actuary attends all meetings of the Audit-Risk
Committee and the Board where actuarial matters are tabled.
Monthly meetings are also held with Exco. These meetings are chaired by the CEO.
In addition to the above, the Actuarial function evaluates and provides advice on:









the actuarial and financial risks;
investment policies and the valuation of assets;
the solvency position, including a calculation of minimum capital required for regulatory
purposes and liability and loss provisions;
the prospective solvency position, such as in utilising stress and scenario tests;
risk assessment and management policies and controls relevant to actuarial matters or
the financial condition of the Group;
underwriting policies;
reinsurance arrangements; and
product development and design, including the terms and conditions of insurance
contracts.

Internal Audit
The Internal Audit Department provides independent, objective assurance and consulting
services designed to add value and improve the systems of internal control and operations
of the Group. It assists the Board and management to accomplish their objectives by
bringing a systematic, disciplined risk-based audit approach to evaluate the effectiveness
of risk management, compliance and governance.
The Internal Audit Department has a Board approved charter in line with the Standards for
the Professional Practice of Internal Auditing of The Institute of Internal Auditors. The
Manager: Internal Audit reports material control weaknesses and management remedial
action at all Audit-Risk Committee and senior management meetings, and is responsible
for preparing an internal audit coverage plan based on the major risks. The Internal Audit
Department works in conjunction with the Risk Management, Governance and Compliance
Departments to provide a coordinated approach to all assurance activities as well as to
ensure an optimal audit coverage.
In accordance with King III, Internal Audit forms an integral part of the combined assurance
model adopted by the Group. The work of the Internal Audit Department is reviewed by
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the External Auditors on an annual basis, in order to determine the extent of reliance that
can be placed on the work of the department.
The Internal Audit Department has confirmed that the audit coverage for the year under
review was adequate to provide comfort to the Board on internal controls.
Compliance
Compliance risk is the risk of legal or regulatory sanctions, financial loss or loss of
reputation that the Group may suffer due to non-compliance with applicable laws,
regulations, codes of conduct and standards of good practice.
The Compliance Department is an independent core risk management activity, and plays a
key role in the evaluation, implementation and monitoring of existing and new legislation
that is relevant to the Group. It therefore assists the Board in ensuring that the Group
complies with all regulatory and supervisory requirements relating to its business
operations by:




providing formal and structured monitoring of compliance;
facilitating the establishment of a compliance culture in the Group; and
coordinating all communication matters relating to changes in legislation.

The Compliance Department has an approved charter in line with the standards prescribed
by the Compliance Institute of South Africa. The Manager: Compliance reports at all
Audit-Risk Committee and senior management meetings and, from a legislative
perspective, is an approved Compliance Officer in terms of the Financial Advisory and
Intermediary Services Act 37 of 2002. The Compliance Department works in conjunction
with the Internal Audit, Governance and Risk Management Departments to ensure optimal
coverage of compliance issues. This further supports the Group’s drive to embed the
combined assurance model within the organisation.
The Compliance Department has confirmed that the Group is compliant with all major
legislation impacting upon it.
Risk categories
The Group is exposed to a wide range of risks due to the nature of its business and the
environment in which it operates. The Group Enterprise Risk Management (ERM) Policy
sets out the minimum standards and requirements in order to provide the Board with
assurance that significant business risks are systematically identified, assessed and
reduced to acceptable levels.
To enable a portfolio view and aggregation of risk across the business, all risks are
categorised against a standardised risk taxonomy. The consistent classification of risk
contributes to a key capability required within the Own Risk and Solvency Assessment
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(ORSA) capability within SAM, and the consistent identification, classification and
assessment of enterprise-wide risks.
The Group’s risk profile therefore comprises of a combination of risks. The material risks
are as set out below:
Strategic risk

Strategic risk is the risk of the current and prospective impact on
earnings or capital arising from the Group’s inability to implement
appropriate business plans, strategies, decisions, improper
implementation of decisions, or lack of responsiveness to industry
and other changes in the external environment.
Our governance structures and monitoring tools ensure that any
events that affect the achievement of the Group’s strategy are
escalated and addressed at the earliest opportunity.
Our strategic direction and success is discussed and evaluated at
specific strategic meetings.

Insurance risk

Insurance risk is the risk that claims and expenses exceed the
value placed on insurance liabilities. It includes underwriting,
reserving and claims risks. With regard to insurance risk, full
details are given under the management of insurance and
financial risk in the financial statements.

Financial risk

The risk inherent in financial transactions which may impair the
ability to provide adequate return or meet operational needs.
This includes market, liquidity and credit and counterparty risk.
With regard to financial risk, full details are given under the
management of insurance and financial risk in the financial
statements.

Operational risk

Operational risk is the risk of loss arising from inadequate or failed
internal processes, people, and/or systems, or from external
events. This definition includes compliance and regulatory risk, but
excludes strategic risk.
The major operational risks were identified during the year and are
continuously monitored by line management. Material internal or
external risk events are dealt with on management level and if
unresolved, escalated to Exco, GRC or Audit-Risk Committee for
treatment.
We strive to strengthen the operational risk
environment through regular evaluation of our risk assessments
and control framework and updating it with lessons learned.
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The Combined Assurance Committee provides oversight of the
framework for operational risk management, and promotes
consistent and sound operational risk management practices and
processes across the Group. This is in line with regulatory and
stakeholder expectations in managing operational risks.
Management is responsible for monitoring actions to mitigate key
risks on a day-to-day basis.
The Group’s Internal Audit, Risk Management and Compliance
Departments regularly evaluate the effectiveness of controls
mitigating key risks.

Solvency Assessment and Management (SAM)
The Financial Services Board (FSB) is expected to introduce new capital rules for
insurance companies in early 2017. These rules, known as SAM, will fundamentally
change the way insurers do business, particularly the way they assess risk and allocate
capital. Importantly, SAM will link the amount of capital an insurance company must hold
to the risks that the insurer is willing to take, and the nature of those risks. SAM will lead to
better protection for policyholders and to a more efficient and more competitive insurance
industry.
SAM is based on the Solvency II capital adequacy, risk governance, and risk disclosure
regime being implemented for European insurers and reinsurers. SAM shares the same
broad features as Solvency II, being a principles-based regulation based on an economic
balance sheet, and utilises the same three pillar structure of capital adequacy (Pillar I),
systems of governance (Pillar II), and reporting requirements (Pillar III).

Pillar I

Pillar II

Pillar III

Capital
Adequacy

Systems of
Governance

Reporting
Requirements

 Technical
provisions
 MCR –
Minimum
capital
requirement
 SCR Solvency
capital
requirement
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 Own risk and
solvency
assessment
(ORSA)
 Governance
arrangements
 Supervisory
power and
processes
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 DisclosureSolvency and
financial
condition
report
 Market
discipline –
Reports to
Regulator

The purpose of SAM is:






to align capital requirements with the underlying risks;
to develop a proportionate, risk-based approach to supervision, with appropriate
treatment for both small and large insurers;
to provide incentives to insurers to adopt more sophisticated risk monitoring and risk
management tools, including developing full and partial internal capital models and
increased use of risk mitigation and risk transfer tools; and
to maintain financial stability.

The FSB has revised the expected SAM implementation date to 1 April 2017 to
accommodate the legislative timeline for the approval of the Insurance Bill, resulting in
insurers having to report on both the financial soundness valuation and SAM bases in
2016.
With regard to progress made:
Pillar I – Capital adequacy
The Society complied with the requirements of the Comprehensive Parallel Run (CPR)
during 2015 consisting of the full set of quantitative reporting templates along with a mock
ORSA exercise. The Society is in the process of ensuring compliance with the
requirements of the updated CPR during 2016 consisting of the full set of quantitative
reporting templates along with an updated mock ORSA exercise. In terms of the 2015
CPR and the updated 2016 CPR, the Society remains extremely well capitalised.
Pillar II and III – Risk and governance and statutory reporting
The key requirement for Pillar II is the sound and prudent management of the business.
Governance, the management of risk and control, sits at the heart of the Pillar II
requirements.
A gap analysis was used to develop an action plan to address the gaps as identified. The
Risk Taxonomy, Risk Strategy and Risk Appetite statements have been updated. The
charters of the Board Committees as well as the Governance, Outsourcing, Internal
Control, Investment, Remuneration, Product Development and Pricing Policies, ORSA,
Data Quality, Enterprise Risk Management and Asset-Liability and Liquidity Management
Policies have been updated and approved by the Board. The mock ORSA report was
drafted and presented to the Board in June 2015 with the updated mock ORSA report
being presented to the Board in September 2016. Work on the risk identification,
measuring, monitoring, management and reporting continues to be refined with risk
dashboards that have been developed. An internal model of the operational risk
component of the SCR has been developed to ensure that sufficient capital for operational
risk is held.
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The Statutory Actuary has updated the light actuarial model for the updated CPR
requirements to determine the Technical Provisions, Risk Margin and Solvency Capital
Requirement more regularly.
A five-year economic capital projection model was
developed and used in the strategic planning process as well as in the mock and updated
mock ORSA reports.
Pillar III reporting has been streamlined to ensure that the Society will meet the proposed
stringent reporting deadlines and all reporting requirements under the CPR and the
updated CPR.
With regard to training, the Board, Exco and management have received training on SAM.
An important objective of the project was that there should also be a knowledge transfer
from the Statutory Actuary and consultants to management.
Management is confident that the 2017 SAM requirements will be met.
Capital Management
The Group’s objectives when managing capital is to safeguard the Society’s ability to
continue as a going concern to provide policyholder benefits. The Society ensures that
regulatory capital requirements are met at all times and that it is capitalised in line with the
Society’s risk appetite.
The Group manages capital using the capital adequacy requirement ratio (statutory
capital) and by ensuring that sufficient liquid assets are available if required and that the
available investments are of a suitable quality.
The capital adequacy requirement is the minimum amount by which the value of assets
must exceed the value of the policyholder liabilities as required by the Regulator. As a
Mutual Society, the Society does not have access to capital markets and consequently
targets to keep excess assets as a multiple of the capital adequacy requirement. If the
ratio decreases, following for instance a market value shock or other catastrophe, the
Board has approved planned management actions which allow the Society to remove nonvesting and special bonuses.
The Society has maintained its capital adequacy ratio at 4.6 times the minimum
requirements for the 2015 and 2016 financial years. The Society did not experience an
event which negatively impacted its capital adequacy ratio to such an extent that the
planned management actions had to be invoked.
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The Society and the Group are exposed to financial risk through their financial assets,
financial liabilities, reinsurance contracts and insurance liabilities. In essence, the financial
risk is the possibility that adverse changes in the market will result in the Society not being
able to meet its obligations. The most important elements of the financial risk include
market risk (equity risk, interest rate risk and currency risk), credit and counterparty risk
and liquidity risk.
The Society manages financial assets within an asset distribution analysis that was
developed to maximise long-term investment yield, while taking into consideration the
nature of its liabilities. The Society outsources the management of its investments to five
leading asset managers. These asset managers are expected to manage their portfolio in
accordance with agreed-upon mandates. The total asset distribution of the Society is
furthermore managed in accordance with the guidelines set by the FSB.
Asset liability modelling investigations are performed periodically by the Statutory Actuary.
The outcome is used to determine whether the asset distribution guidelines unduly expose
the Society to insolvency risk based on the nature of the liabilities (guaranteed and
discretionary liabilities). The last exercise was performed during the 2016 financial year.
Core aspects of the mandate given to the asset managers:










The total asset distribution of the Society must be managed in accordance with the
guidelines set by the FSB.
No more than 70% of the total assets may be invested in equity risk assets.
At least 30% of the total assets must be invested in local liquid assets.
Investments may only be made in listed securities and shares.
Empowerment financing is restricted to entities that provide the necessary points in
terms of the applicable requirements of the Financial Sector Charter. Unlisted
investments require written approval.
Derivative instruments are only allowed for efficient portfolio management and hedging
purposes. The effective exposure for all derivative positions is limited to 10% of the
fair value of the investment portfolio. Effective exposure to any over-the-counter
counterparty is limited to 7,5% of the investment portfolio.
No scrip lending is allowed.
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The following table compares the assets of the Society with the asset distribution
guidelines:
Board
guideline
%

%

R 000

%

R 000

70

68

9 298 819

66

8 143 737

2

253 638

1

180 417

37

5 011 570

35

4 316 259

2016

2015

Property for own use and
investment property
Equity risk assets
Investments and financial
assets
Listed shares
Unlisted shares

4

613 418

5

582 361

20

2 749 580

20

2 422 376

5

670 613

5

642 324

32

4 413 028

34

4 188 177

Cash and cash equivalents

15

2 082 969

18

2 203 817

Securities and bonds

17

2 314 961

16

1 963 666

-

15 098

-

20 694

100

13 711 847

100

12 331 914

Foreign investments
Other assets
Liquid assets

30

Unlisted securities
Total assets
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