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GUIDELINES FOR VARIATION OF CONDITIONS OF REGISTRATION AS A LONG-TERM OR SHORT-TERM INSURER IN TERMS OF SECTION 11(1)(a) OF THE LONG-TERM INSURANCE ACT OR THE SHORT-TERM INSURANCE ACT (“ACT”)

A.
General information

1.
This paper sets out the guidelines for an application in terms of section 11(1)(a) of the Act.

2.
The application must be made on the form required by the Registrar of Long-term Insurance and the Registrar of Short-term Insurance.

3.
Terms used in this document will have the same meaning as defined in the Act.

4.
Long-term and short-term (“insurers”) insurers operating in South Africa are supervised by the Financial Services Board in terms of the Long-term Insurance Act and the Short-term Insurance Act.  The Executive Officer of the Financial Services Board is also the Registrar of Long-term Insurance and the Registrar of Short-term Insurance.

B.
Legal and policy framework
1.
In terms of section 11(1)(a) of the Act an insurer may apply for approval of the variation of the conditions subject to which it is registered.  The application must set out all the reasons for, and information relevant to, the request.

2.
In terms of section 11(1)(a) read with section 9(3)(b) of the Act an application shall not be granted by the Registrar if -

2.1
the applicant does not have the financial resources, organisation or management that is necessary and adequate for the carrying on of the business concerned;

2.2
any person who is, or will, from the date of variation of conditions of registration, be a director or managing executive of the applicant is not fit and proper to hold the office concerned;

2.3
the direct or indirect control of the applicant by another person, whether by virtue of shareholding, voting power, the power to appoint directors, or in any other manner, will be contrary to the interests of policyholders;

2.4
the applicant is not, or will not be, able to comply with the Act; or

2.5
the variation of conditions of registration is contrary to the public interest;

3.
The applicant insurer does not have to answer questions 1.1, 1.2, 3.1, 3.2, 4.4, 4.6, 4.7, 4.8, 4.9, 4.10, 4.12, 4.13, 4.14 and 4.15 of Part D of the Application form for the variation of conditions if -

3.1
it provides benefits under assistance policies only and the variation of conditions is in regard to assistance policies, or

3.2
the variation of conditions is of such a nature that the question clearly does not apply.

4.
Long-term insurance business means the business of providing or undertaking to provide policy benefits under long-term policies. Section 1 of the Long-term Insurance Act defines the following six kinds of policies:

4.1
Assistance.

4.2
Disability.

4.3
Fund.

4.4
Health.

4.5
Life.

4.6 Sinking fund.

5.
Short-term insurance business means the business of providing or undertaking to provide policy benefits under short-term policies.  Section 1 of the Short-term Insurance Act defines the following eight kinds of policies:

5.1
Accident and health.

5.2
Engineering.

5.3
Guarantee.

5.4
Liability.

5.5
Miscellaneous.

5.6
Motor.

5.7
Property.

5.8
Transportation.

6.
The Registrar of Long-term or Short-term Insurance will grant approval for a variation of conditions of registration, if the application indicates underwriting a new kind of policy, only if it is the intention of the applicant to underwrite that kind of policy from the outset and the business plan and 5 year projections reflect that intention.

C.
Specific information

1.
Application procedure.

1.1
Insurers that are interested in varying their conditions of registration may wish to contact the Registrar's office for an initial discussion.  During this initial informal discussion the Registrar will give guidance on the application process and other relevant matters.  The contact particulars appear at the end of this paper.

1.2
A fee prescribed by the Registrar by notice in the Government Gazette (the latest fee schedule as prescribed is available on the FSB’s website) in terms of section 3(2)(b)(i) of the Act is payable upon application for variation of conditions of registration.  Application must be made on the Application form for variation of conditions of registration as a long-term or short-term insurer attached hereto.  The 5 year projections in item 5.6 of Part D of the application form must be compiled by the insurer with the assistance of its approved auditor and statutory actuary (in the case of a long-term insurer).

2.
Memorandum and articles of association.

In terms of section 10(g) of the Acts the main object of the insurance company must be the carrying on of long-term or short-term insurance business in accordance with the Acts.  The Memorandum and Articles of Association, if necessary, must be amended, to provide for the variation of the conditions of registration.

3.
Directors and managing executive.

3.1
There must be sufficient insurance, legal and accounting experience and expertise amongst the board of directors and managing executive.  Each of the directors and the managing executive must be fit and proper and must complete the Personal Questionnaire form and submit a curriculum vita.

3.2
The Registrar must be informed of any change in directors and managing executive within 30 days of such change together with the reasons for the change.  The Registrar may remove a director or a member of the managing executive who is not fit and proper to hold the office concerned (refer to section 22 of the Long-term Insurance Act or section 21 of the Short-term Insurance Act).

4.
Financial arrangements and share capital.

4.1
Financial arrangements.

Part IV of the Acts deals with the financial arrangements of long-term or short-term insurers.

(a)
It requires inter alia that an insurer shall maintain its business in a financially sound condition by -

(i) having assets,

(ii) providing for its liabilities, and capital adequacy requirement in the case of a long-term insurer, and

(ii) generally conducting its business,

so as to in a position to meet its liabilities, and capital adequacy requirement in the case of a long-term insurer, at all times.

(b)
Assets that an insurer holds must be of the kinds specified in the Act and must be spread and valued in accordance with the Act and the regulations and board notices made thereunder.  The assets of a short-term insurer include assets of the greater of R3 million or 15% of the greater of the insurer’s net premium income in the previous financial year or in the expired portion of the current financial year.

(c)
Liabilities, and capital adequacy requirement in the case of a long-term insurer, must be calculated and provided for in accordance with the Act and the regulations and board notices made thereunder.

4.2
Minimum capital adequacy requirement

(a)
The minimum capital requirement is an amount equal to the greater of the following:

(i)
In respect of one or more kinds of long-term insurance policies -

(aa)
an amount of R10 million; or

(ab)
an amount representing operating expenses as defined and reported in the annual return submitted to the Registrar multiplied by 13 and divided by the number of weeks in the reporting period.

The Registrar may adjust the minimum capital adequacy requirement for a specific insurer upon such conditions and for such time period as the Registrar may determine.
(b)
In respect of one or more kinds of short-term insurance policies, R5 million. The actual amount of capital will however be dictated by the kinds and volume of business to be conducted as set out in the 5 year projections to be submitted with the application.

(c)
Before the application for variation of conditions is approved, the auditors of the company must confirm the increase in paid-up capital, if applicable.

(d)
The Registrar must be satisfied that the proposed shareholders have the financial means to provide the minimum start-up capital for the variation of conditions of registration as well as the ability to provide further capital to the insurer when required.

(e)
Paid-up share capital, preferably, must consist of ordinary par-value shares.  Ordinary shares may be issued at a premium.  The Registrar may in special circumstances approve of other forms of capital as provided for in section 24 of the Long-term Insurance Act or section 23 of the Short-term Insurance Act.

(f)
Section 25 of the Long-term Insurance Act or section 24 of the Short-term Insurance Act, subject to certain exclusions, prohibits the registration of shares of an insurer in the name of a nominee company.

(g)
The provisions of section 26 of the Long-term Insurance Act or section 25 of the Short-term Insurance Act require approval from the Registrar for a person to acquire directly or indirectly control in a long-term or short-term insurer.

5.
5 Year projections.

5 year projections, in the format issued by the Registrar, must be submitted with the application.  The format of these projections differs for long-term and short-term insurers.

6.
The following documents are applicable and should be submitted -

6.1
the application form for variation of conditions of registration as a long-term or short-term insurer in item 1.2 of Part C.

6.2
the personal questionnaire in items 3.1 of Part C.

6.3
the 5 year projections in item 5 of Part C.

7.
The following persons in the Registration and Policy department of the Financial Services Board can be contacted for further information:

Name

Telephone
Fax


E-mail

Ms Lesedi Letwaba
(012) 428 8176
(012) 422 2973
lesedil@fsb.co.za
8.
The contact particulars of the Financial Services Board are:

Physical Address

Riverwalk Office Park Block B
41 Matroosberg Road
Ashlea Gardens Extension 6

PRETORIA

0081
Postal Address

P O Box 35655

Menlo Park

0102

Telephone:
(012) 428-8000

Toll free:
0800 110 443 or 0800 202 087

Telefax:
(012) 347-0221

E-mail
:
info@fsb.co.za
Docex
:
328

9.
This guideline paper as well as its attachments are available on the Financial Services Board website at http://www.fsb.co.za./
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