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   1.    Introduction 
1.1  I wish to thank the Chairman and Council of the NIA for inviting me to share my thoughts on the opportunities and challenges the new Pensions Act brings to the Life Insurance Industry.

We at H R, very much consider ourselves, part of the Life Industry. Hence this paper could be viewed as reflecting thoughts from ‘within’.

The paper is aimed at practitioners who reasonably know the industry.  It is thus written from a practical perspective rather than as an academic exercise.

To lay the basis for discussing opportunities and challenges, I wish to briefly discuss ‘’where we are’’ presently as an industry.
1.2 The information I have to hand indicates that written premiums (including                                                             group business) in 2003 were less than N25 billion (0.35% of GDP). A handful of companies wrote more than 10 new individual policies a month that year. Over 80% of the industry’s portfolio relates to group pensions – a business, the Act diverts to PFAs/Custodians.

1.3   My understanding of the Act is that: 
·    Private sector insured, group pensions business, will in effect be transferred to PFAs, with corresponding assets transferred to the relevant custodians.

·   Assets backing public sector schemes will now be managed by the Pension Transitional Department. It seems to me that the Act does not foreclose the continuing management of these assets by the current service providers and the industry may consider negotiating this aspect with the Pensions Commission.

Thus at a first glance the Act seems to be a threat to the existence of the industry!
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1.4   I will now like to make some broad comments on the industry.

The public has a poor perception of the industry.  People, rightly or wrongly, believe we will not deliver on our promises.  
Severally, we at H R, had tried convincing winding up arrangements to buy annuities and each time clients have preferred banks or investment houses.  
In my view this perception is misplaced - there have been more publicised bank failures than insurance failures, however the perception exists, and has led to:
·   low business growth/turnover

·   low ‘natural’ attraction of high fliers to the industry.

·   low attraction of new capital

·   consequently there has been low creativity in the industry.

1.5  As will be highlighted as we go along, I however believe that the industry has immense opportunities.
The immediate obvious opportunities are indeed presented by the Pensions Act!
1.6   The Act requires:
·    Compulsory life insurance for every employee at the level of 3 times Total Emolument. 


Conservatively, we estimate that at a 100% compliance level, this cover will provide (in 2004 money terms) a national annual premium of at least N45 billion. This is enormous. We are forecasting that the potential premium from this one class of business will exceed – in fact more than double - what is currently being written by the entire industry!  This business brings along its attending risks, it should however, give the industry a platform on which to grow.
·    Retirement proceeds be taken in the form of an annuity or ‘draw-down’ arrangement.
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Only life companies can provide annuities. However, since it is an option, we will need to win customers over, through acceptable costs and quality of service. 
In my view, life companies can compete with investment houses on the alternative option - programmed withdrawals (income drawdown). Hence this aspect of the Act provides a ‘win-win’ possibility to the industry.
1.7  The current low penetration level of our products in itself presents both a challenge and an opportunity. 
As mentioned earlier, Industry annual premiums are currently lower than N25 billion, which represents about 0.35% of our GDP. 

If we aim to drive our business to contribute just 1% of our GDP, our business will need to increase between 3 – 4 times.  
This target (1%) is not unrealistic since life business accounts for much higher %’s in other territories – 15% of South African, 10% UK, 4% USA. Thus our low base presents growth potentials and opportunities
1.8   Concluding this introduction, I wish to highlight 2 challenges we face.

·   Competition from Asset Management Companies. 

     Banks and Stock broking houses are increasing setting up AMC’s selling saving products and Trust services to individuals. One big advantage AMC’s have is a database which enables them to cross sell.  Potential clients already use their services – bank/stock broking services. AMC’s have become real alternatives for our products and we need to be aware of their expertise and be able to compete with them.
·   The industry’s low capital base
-  difficult to finance expansion

     - we may shortly be faced with stronger legislative demand which will require a higher level of paid-up minimum capital together with higher demonstrable solvency margins.







3

1.9 To summarise, the Pensions Act threatens part of our business (group pensions), but then it also presents us with business opportunities (the expansion of group life and annuity portfolio). Of interest though is the terrain in which we will now operate and I discuss this in the next section.
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2.     The New Dispensation
2.1  The inception of the Act coincides with the requirement that Banks paid up capital be increased to N25 billion.  
The current dispensation and our ‘psyche’ seems to be tilting towards ‘big is  beautiful’.  Thus, as mentioned earlier, one anticipates statutory directives for an increase in shareholders worth (possibly to between N1.5 – N2 billion from the current level of N150 million).

This will lead to the challenges of seeking additional capital and to an extent, merger and acquisition activities in the industry.  
In my view, the size and impact of both PFAs and the newly capitalized banks will, (even without the legislative directive) necessitate an enhanced capital base for life assurers, to finance new business drive, that is, if the industry is to have a reasonable representation in the ‘new look’ financial sector.
2.2  A prime reason for saying the above is the need to meet the expectations of our   clientele.

Potential clients are increasingly becoming sophisticated through the power of technology, the power of advertising and developments in other sectors – telecommunication, internet service banking.

Our clients are more aware and are more inquisitive – they have ‘what if’ questions that need to be clearly answered, they have alternative products they can invest in and, they have expectations that have to be met (e.g. security of their investment and competitive returns).
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The industry will need to proactively address these issues by investing in:
·   computerization

·   user friendly policy wordings

·   more informative and attractive marketing materials

·   a dedication to building customer relationships

·   enhanced financial reporting and 
·   possibly a change in staffing policies
2.3  I briefly touch on some of these issues (or challenges) below:
Marketing

I believe one of our greatest challenges moving forward, will be the need to increase our marketing budgets.  
Clients are going to be awash with PFA marketing and, we should realize that the Pensions Act aims at empowering the individual.  It is the individual that chooses who manages his retirement (PFA). We may find our agents in contacting clients will need to explain the difference of life offices to PFA’s.  
To continue, to catch the public eye, the industry will need to invest proactively in marketing, educating the public of the usefulness of life assurance.
Customer Service

Another challenge to the industry, will be the need to invest more in customer service.  
We will need to change the negative perception ‘out there’.  Each interaction with the industry must yield an appreciated or positive residue with the client.
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Customer service comes in a variety of forms, all aimed at acquiring customer loyalty, for instance by
·    Increasing the frequency of our direct contact with clients via – newsletters, literature on new products, prompt issuance of annual benefit statements and renewal notices etc.

·    Prompt, friendly responses to enquiries – even if the answers do not favour the policyholder etc.
Products

A further challenge the Pension Act presents is the need for the industry to develop individual business products to cater for our teaming population.  
We have already talked about group life and annuity products. In fact some companies in this new dispensation may opt to limit their services to just these 2 products. 
I suggest the industry should develop more investment–based products possibly, unitized. 
It literarily hurts that there are no insurance products advertising the recently achieved yields of investment houses.  If we are to sell savings products we need to perform at least in line with competition, especially whilst we still have the tax advantage of premiums being tax exempt.
We will also need to develop risk based products and actively market these – critical illness, medical expense, term policies etc. 
Finance and People
The expense structure of life business is such that capital is needed up front to finance business expansion. To meet this financing challenge, there will have to be new entrants into the industry and they will come in two broad forms.  One as owners of business and the other as new insurance staff.
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Computerisation and critical data analysis will form a basis of successfully 

·   identifying and responding to customer needs.

·   Pricing products adequately

·   introducing operational efficiencies and 

·   expanding our business

Apart from the funds needed to install the required level of automation, operational procedures and, staff changes may also be needed.  
I anticipate new staff who are generally younger, graduates, bright, brash, adaptive, job-mobile, and inquisitive. Hence an indirect challenge this Act may present to the industry is that of hiring and firing.
A further challenge will be the entrance of new owners of capital into the industry.

These new owners will be very profit conscious and their impact may lead to changes in the traditional culture of the industry.  

I envisage a shift of focus – from the top line (premium income) to the bottom line (profit). I have in fact begun to notice this of late in the news. Some very recent headlines highlighted profits achieved by insurers. A few years back, focus was on premium written.  
This focus on profits may lead to leaner staff numbers, a change in staff mix (age, qualification, tier level etc), and changes in operational methods, increased computerization etc – a culture change.
A further change and challenge relates to reporting methods.  There will be an increased activity or trading in insurance shares, thus owners of capital and indeed the Regulators (NAICOM, SEC etc.) will more readily want to know “the true, or fair” value of both the company’s liabilities and assets.  This will lead to market related, reported values of both the assets and liabilities.  Reporting will also be more frequent half yearly, quarterly.







8

2.4 Concluding, I see the current dispensation leading to interesting challenging times ahead.  
Financial service providers – including life offices – will need to be ‘bigger’, than they are now because competitors will be ‘large’.  
Group business will still be sizeable but focus will change to group life and annuities.  Individual business will need to be developed.  
Not all life companies will survive this change and there will ordinarily be merger and acquisition activities.  
The timescale for the above is quite imminent and I will put it at no more than 2 years – hence, Ladies and gentlemen, I say fasten your seat belts!
I thank you very much.  
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