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INTRODUCTION

The primary objective of the Company is to assure policyholders and claimants of the on-going

sustainability of the company. This includes appropriate funding of the Company's long term pension

obligations in respect of disability and death benefits.

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF) (“the Company”) has pleasure
in presenting its Integrated Annual Report for the 2012
financial year.

Thereport covers the integrated sustainability performance of
the Company for the period | January 2012 to 3| December
2012.The Company operates in the Republic of South Africa.
Underwriting profits are generated in South Africa; net profits
include investment income, of which a portion is earned from
foreign investments.

Management’s interpretation of materiality has been applied
in determining the content and disclosure in the report.

The Integrated Annual Report and the audited annual
financial statements have been prepared according to
(IFRS), and
the Companies Act 71 of 2008, as amended. The Com-

pany’s external auditors, PricewaterhouseCoopers Inc. and

International Financial Reporting Standards

SizweNtsalubaGobodo Inc., expressed an unqualified opinion
on the annual financial statements.

Company profile

The Company was established as a mutual short term
insurer in 1936 and, on the introduction of the Workmen’s
Compensation Act, 1941, was granted a licence to transact
workmen’s compensation insurance for the building industry.
Its business operations are confined to the insurance of
employers against their liabilities under the Compensation
for Occupational Injuries and Diseases Act, 1993 and extend
to any employer falling within ClassV of the Commissioner’s

industrial classifications for the construction industry.

In terms of the Memorandum of Incorporation (“MOI”)
of the Company, the Company operates as a mutual short
term insurer and shareholding is effectively restricted to

policyholders. Shareholders are not entitled to any dividends
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or distribution of the assets of the Company. The mutual
structure of the Company is entrenched in non-alterable
provisions in the MOI of the Company, hence the “(RF)”
designation at the end of the Company’s name.

Targets

The primary objective of the Company is to assure
policyholders and claimants of the on-going sustainability
of the company. This includes appropriate funding of the
Company’s long term pension obligations in respect of
disability and death benefits.

The Company prepares a rolling three year strategy on
an annual basis in order to ensure the long term financial
sustainability and key targets of the Company are to
remain conservatively capitalised in excess of statutory
capital requirements and to achieve at least a break-even
underwriting result each year (after making provision for
premium rebates to be paid to policyholders and before
any investment income expected to be earned by the
Company). Premium rebates are targeted at 20% of annual
net premium earned and the distribution thereof among
policyholders is based on their relative claims experience in
order to incentivise improved health and safety practices in
the workplace. These objectives were achieved for the past
financial year.
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THE FEM STORY
Builders look to better themselves

The Annual Congress of the National Federation
of Building Trades Employers in 1936 was told by
its president, Joseph Garnett, that “Never before
in the history of the country has there been such
amazing activity in the building industry as exists
today and | see no reason why that activity should

not continue for some considerable time”.

The Federated Employers’ Mutual Assurance Company 3 INTEGRATED ANNUAL
Proprietary Limited (RF) REPORT 2012



CHAIRMAN’S REPORT
for the year ended 31 December 2012

e

NF Maas - Chairman

The Company continues to generate cash from operations and over the past five years has generated

a total of R, 137 billion in positive cash flow from operations.

| am pleased to report on the activities and results of the
Company for the year ended 31 December 2012.

The Company again recorded excellent results and continues
to grow in key areas of its business. The Company continues
to generate cash from operations and over the past five years
has generated a total of RI,137 billion in positive cash flow

from operations.

Economic environment

The recovery in the construction sector started gaining
momentum in the third quarter of 2012 with confidence
levels rising to its highest level in three years. First National
Bank reported that conditions in the construction sector had
improved significantly over the past few quarters and this was
likely to continue in the foreseeable future.

In his recent medium—term budget policy statement, Finance
Minister Pravin Gordhan stressed that strategic infrastructure
programmes represent large and long-term financial
commitments, which should translate to more work for the
construction industry. However, as can be seen from the state’s
R844 billion budget for infrastructure over three years, most
of the allocated spend was for boilers for the new power
stations and locomotives for Transnet, with not as much for

construction projects as was expected.

The number of people employed by construction companies

had also increased in response to the rising activity levels.

However, the pace of the recovery depends on the public
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sector’s ability to realise spending on their capital expenditure
budgets, which in most spheres of government remain a

problem, with huge underspends being reported.

Therecentdowngrading of SouthAfrica’s creditratingwillalso
have an effect on the government’s planned infrastructure
developmentprogrammebecausethisprogrammeisrelianton
raising finances overseas.

The National Planning Commission stresses that an integrated
approach to infrastructure development is required, while
Economic Development Minister, Ebrahim Patel, announced
that future public-private partnerships (PPPs) required an
equitable risk transfer to the private sector, instead of previous

models that placed the bulk of the risk on the public sector.

We urge government to find the monies put aside for
infrastructure development and to ensure that it is used in line

with the proposed budgets.

Governance

The Company recognises that sound governance will benefit
and sustain its long-term performance.With the current South
African environment of increased regulatory, legislative and
reporting requirements, the Board strives and is committed

to achieve compliance.

Our governance processes continue to be enhanced. During
the year the Company has focused on the application of King

[l and the new Companies Act.The Directors confirm that the
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Company has substantially complied with the recommendation

of King Ill. During the year a Social & Ethics committee and a Risk
& Compliance committee was also established. The Company
now has the following committees each of which has written
terms of reference set out in board approved charters:

Audit Committee

Remuneration and Nominations Committee
Investment Committee

Risk and Compliance Committee

Social and Ethics Committee

Board of Directors

The Company has a stable Board, which is considered to
be well balanced in terms of skills and experience. Eight of
the eleven directors (73%) are non-executive directors of
which three (37%) are black. In terms of the Company’s MO,
one third of the directors retire by rotation each year and
are eligible for re-election at the Company’s annual general
meeting. The independence of the directors is reviewed
annually and all eight non-executive directors, including the
chairman, are classified as independent in terms of King Ill
requirements.

The Company plans to expand the Board in the forthcoming
year to include a union representative and a representative
from the State Commissioner’s office. This is required in

terms of applicable licensing conditions.
Acknowledgements

My sincere thanks to our CEO Thelma Pugh and her executive
team for their leadership and achieving yet another year
of excellent results. Also thank you to my fellow directors
for their valuable guidance and contribution. On behalf of
the Board | wish to convey my thanks to the employees of
the Company for their commitment and loyalty and to our
policyholders for their continued support.
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Chairman
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MANAGING DIRECTOR'’S REPORT
for the year ended 31 December 2012

TT Pugh - Managing Director

Net insurance premium revenue totalled R547./m for the year, which is an increase of R66.3m or
| 4% over the previous year, which is mainly driven by growth in payroll and the number of employees

| am pleased to report on the activities and results of the
Company for the year ended 31 December 2012.

Overall performance

Net insurance premium revenue totalled R547.7m for the year,
which is an increase of R66.3m or 14% over the previous year,
which is mainly driven by growth in payroll and the number of
employees. New business amounted to R13.9m compared to

R19.0m in the previous year.

Investment income totalled R707.5m and represents al8.7%
return on average financial assets held during the year (201 I:
7.6%).This return was driven by high returns achieved on
African investment funds and local listed equities and was
underpinned by solid performance on international listed
equities and local bonds (including inflation linked bonds held

to match pensions liabilities).

The gross claims expense (before reinsurance effects)
increased by R38.2m to R158.5m for the year and is mainly
due to an undervaluation of un-awarded pensions and an

increase in the average cost per claim.

Total pension costs decreased by R40.3m (21.2%) to R150.2m
for the year.The decrease is due mainly to a once-off pensions
increase costs in the previous year. Pensions paid during the
year increased by RI1.0m to R58.0m. The annual pensions
increase approved by the Compensation Commissioner,
effective | April 2013, is 6% (1 April 2012:5.1%).

Administration expenses, including BBBEE spend, totalled

The Federated Employers’ Mutual Assurance Company
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R59.4m for the year, which is a decrease of RI.Im over the
corresponding figure of R60.5m for 201 1.

It is pleasing to report that the Company maintained an
underwriting surplus for the fifth consecutive year, recording
an underwriting profit of R56.6 million for the year (2011I:
RI.5 million). After including investment income, the total
income transferred to retained profit amounted to R757.1
million (201 I: R214.6 million).

General
INFORMATION & TECHNOLOGY

The Company’s operating computer system continues to be
enhanced to meet any new requirements and changes in the
business environment. The system is considered to be of a
high standard and enables the provision of efficient services
to policyholders and their employees. Many elements of the
system are currently being redeveloped to keep pace with

current trends in software development.
EMPLOYMENT EQUITY

The Company is committed to meeting the targets of its

employment equity plan.

BROAD BASED BLACK ECONOMIC EMPOWERMENT
(“BBBEE”)

The Company continues to make progress on its long term
BBBEE strategy. The Company has a current BBBEE rating

INTEGRATED ANNUAL
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of “A” which is a 100% procurement recognition level and

aims to improve its current rating to “AA” which is a 110%
procurement recognition. The Company was previously
rated under the Generic Scorecard and has recently been
approved to be rated as a Specialised Enterprise. This
approval was based on the Company’s mutual structure and
consequent lack of beneficial ownership.

CORPORATE GOVERNANCE

It is pleasing to report that the Company is substantially
compliant with the requirements of King Ill, as detailed in the
Corporate Governance Report contained elsewhere in this
Integrated Annual Report.

Solvency margin - international basis

The international solvency margin is calculated as net assets,
per the financial statements, over net earned premium. The
solvency margin has increased from 338.5% to 435.7% as a
result of a 46.5% increase in the net asset value in 2012.

Occupational health, safety and rehabilitation

Financial assistance amounting to R8,2m (201 I: R7,2m) was
provided to the health and safety programmes of the various
construction industry associations. Statistics reflecta steady
decrease in the number of workers injured proportionate
to the number insured, with the accident frequency rate
steadily decreasing each year. A run-off table of accident
frequencies for the past 5 years is presented below. The
Company’s claims registered cycle is normally 22 years,
and therefore 2011 and 2012 are subject to change, but
compared to prior years there is a clear indication of the
decrease over time.

Accident frequency rate (per 100 employees): number of accidents
over total insured

Underwriting year 2008 2009 2010 2011 2012
Financial year end
2008 335 - - - -
2009 378 3.10 - - -
2010 385 355 308 - -
2011 386 358 327 260 -
2012 387 359 330 280 278

The Federated Employers’ Mutual Assurance Company
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It is also pleasing to note that the Company made a large
number of health and safety awards to employers in recognition
of their efforts to promote health and safety among their
workers. During 2012, R96,0m (201 1: R88,7m) was paid to
policyholders in merit rebates.

Health & safety awards

The Company continues to recognise policyholders that
achieve excellence in health and safety. To receive these
awards, policyholders had to meet or exceed very stringent
criteria as set out by the Company. In addition to their
normal merit rebate payment, policyholder’s also receive an
additional rebate. The 2012 awardees for these prestigious
awards were:

* Platinum award: Rumdel Construction (Lesotho) (Pty) Ltd
* Gold award:] JDempers(Edms) Bpk

* Silver award:Wreckers Civils (Pty) Ltd

* Bronze award: Tronkon (Pty) Ltd

Prospects

The Company is well positioned to face the future challenges
and remains committed to the provision of an effective and
efficient compensation service to all our stakeholders. To all
of them we extend our very best wishes for the time that lies
ahead.

Thanks

Ready co-operation and assistance continues to be received
from the office of the Compensation Fund at all levels and we
are particularly grateful to the Commissioner for this support.

My sincere thanks to my fellow directors for their continued

advice and wise counsel throughout the year.

Finally,| thank my executive committee and staff of the Company
for their devoted and excellent service during the year.

.
....II

TT Pugh
Managing Director
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CHIEF FINANCIAL OFFICER’S REPORT
for the year ended 31 December 2012

|
A Daya - Chief Financial Officer

The Company remained strongly cash generative, with R342.1m (201 1:R307,9m) in cash generated
from operations during the year.

The review of the Company’s financial performance for the year ended 31 December 2012 is focused on the underwriting result

and key line items of the statements of comprehensive income, financial position and cash flows.The Company remained strongly

cash generative, with R342.1m (201 1: R307,9m) in cash generated from operations during the year.

Underwriting result Movement 2012 2011
% R’000 R’000
Net insurance premium revenue (Note 17) 4% 547,737 481,457
Net claims 37%  (157,272) (114,572)
Pensions expense — new pension awards (funded by premiums) (Note 20) 10% (66,691)  (60,421)
Administration expenses (2%) (59,443)  (60,504)
Grants 14% (8,162) (7,160)
Accident prevention expenses (24%) (6,598) (8,635)
Net result before pensions and rebates 8.4% 249,571 230,165
Pensions paid and net movement in pensions liability (excluding new pensions above) (36%) (83,513) (130,082)
(Note 20)
Underwriting profit before rebates 66% 166,058 100,083
Premium rebates (Note 14.4) 1%  (109,492)  (98,595)
Underwriting profit for the year 3702% 56,566 1,488

The 66% increase in the underwriting profit before premium
rebates is mainly attributable to the 14% growth in net
insurance premium revenue and 36% decrease in other pension
expense (i.e. pension expense excluding new pension awards),
partly offset by the 37% increase in net claims costs. The year-
on-year decrease in other pension’s expense resulted from
prior year pensions increases, including a purchasing power
parity catch up increase for pensioners, which did not recur
in the current year.

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

8

The Company’s continued focus on cost containment resulted
in a 2% decrease in administration expenses.The decrease in
grants and accident prevention expenses of 6.6% is mainly due
to an abnormal level of costs incurred in the previous period.

The provision for premium rebates has been maintained at
21% of premium revenue, resulting in an underwriting profit
for the year of R56.6m.This is the fifth consecutive year that

an underwriting surplus has been maintained.
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Overall financial result Movement 2012 2011

% R’000 R’000
Underwriting profit for the year 3702% 56,566 1,488
Investment income 224% 707,508 218,007
Investment expenses 42% (7,012) (4,940)
Total comprehensive income for the year 253% 757,062 214,555

Financial position

Total financial assets for the period of R3,772 billion increased
by R923,5m or 32% which includes the investment of net
cash generated from operations of R344,5m. Total insurance
liabilities increased by R49,Im or 25%.The pensions liability
increased from R772,3m in 201 | to R864,6m in the current
period, representing a 12% increase.

The Company’s net asset value totalled R2,387 billion at 31
December 2012, representing a 46% growth in net assets for

the year.

Full details of the Company’s financial position and cash flows

are set out in the accompanying annual financial statements.

Financial outlook for 2013

The Company is expected to remain cash generative and
management do not expect any material deterioration in
the underwriting account in the year ahead. The Company
is conservatively capitalised to withstand potential adverse
investment market movements and to provide policyholders
and claimants certainty on future benefit payments.

S

- L .

" | B

A Daya

Chief Financial Officer
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CORPORATE GOVERNANCE REPORT
For the year ended 31 December 2012

The directors are committed to applying good corporate governance. This includes applying discipline,
independence, fairness, social responsibility and transparency.

Front: Dr APH Jammine, NF Maas (Chairman), TT Pugh (Managing Director) Centre: PL Siphayi, L Willis (Secretary)
Back: GM Mc Intosh (Executive Director), Dr H Ngakane, H Walker, JR Barrow, A Daya (Executive Director), M lisley. Absent: CS Jiyane

The directors are committed to applying good corporate
governance. This includes applying discipline, independence,
fairness, social responsibility and transparency. In this regard
the directors endorse the code of corporate practice and
conduct recommended in the King lll report.

By supporting these codes, the Company demonstrates its
commitment to the highest standards of integrity and ethical
conduct in dealings with all its stakeholders.

The Board of directors

At the end of the period under review, there were eleven
directors (201 |: twelve) on the Board, eight (201 I: nine) of
whom are non-executive. The non-executive directors bring
diversity and experience, insight and independent judgement
on issues of strategy, performance, resources and standards
of conduct. New appointments to the Board are submitted to
the Board by the remuneration and nominations committee

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)
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for approval, prior to appointment. All such appointments
are subject to shareholder approval at the next annual
general meeting.The roles of the Chairman and the Managing
Director do not vest in the same person, and the Chairmen
of the various Board committees are independent non-

executive directors.

The Chairman and Managing Director provide leadership and
guidance to the Board, encourage proper deliberation on all
matters requiring the Board’s attention and obtain optimum
input from the other directors.

All directors have access to the advice and services of the
Company Secretary, who is responsible to the Board for
ensuring that Board procedures are followed. All directors
are entitled to seek independent professional advice about
the affairs of the Company at the Company’s expense should

this prove to be necessary.

INTEGRATED ANNUAL
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Executive directors have service contracts with the Company

containing standard terms and normal notice periods. Non-
executive directors have no service contracts with the
Company but will be put in place during the next year. In
terms of the Company’s Memorandum of Incorporation,
one third of these directors retire by rotation each year and
are eligible for re-election at the Company’s annual general
meeting, and this year they are Messrs R Barrow, APH
Jammine, and H Walker.

During the year Mr GD Irons resigned from the Board.

Executive and non-executive directors’ emoluments are
disclosed in the accompanying annual financial statements.

The board of directors meet at least three times per year
and has ultimate responsibility for the Company’s strategy,
governance and oversight of key performance and risk areas.
Specific functions are delegated to board committees which
act under written terms of reference — separate reports
are provided by the various committees elsewhere in this
Integrated Annual Report.

Attendance at meetings during the year

Audit committee

The audit committee meets at least twice a year with
management and the external and internal auditors. The
external and internal auditors have unrestricted access to
the committee and the committee has unrestricted access to
the Company’s management, employees, external and internal
auditors and outside consultants.

The audit committee operates under a Board approved
charter, which conforms to all of the King Ill principles
applicable to audit committees.

Attendance at meetings during the year

MG lisley (Chairman)
JR Barrow
H Walker
PL Siphayi

NN >
NSRNIENRN ¢
o

vV Attended

Remuneration and nominations committee

Board Jan  Apr Sep Nov
Non-executive directors . L ; .
. The remuneration and nominations committee advises the
NF Maas (Chairman) v v v v . -
Board on remuneration policies, packages and other terms
JR Barrow 4 4 v v . : .
. of employment for all directors and senior executives. lts
CS Jiyane v X v v . . :
' specific terms of reference also include recommendations to
GD lIrons v v v Resigned . o . .
the Board in matters relating, inter-alia, to staff remuneration
. . policies, incentive schemes, executive and directors’ fees. The
Independent non-executive directors . . . .
committee may seek advice from independent professional
MG lisley 4 v v v _ )
. advisors. The committee meets at least once a year unless
APH Jammine v v v v . .
otherwise required.
H Ngakane v v v v
PL Siphayi v v v v
Siphayi Attendance at meetings during the year
H Walker v v v v
Jan Nov
Executive directors H Walker (Chairman) v v
TT Pugh (Managing) v v v v NF Maas v v
A Daya v v v v APH Jammine X v
G Mclntosh 4 4 v v CS Jiyane v v
V' Attended x Absent with apology V' Attended x Absent with apology
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Investment committee

The committee meets at least four times per year and acts
under a delegated authority within the parameters of a
board approved investment policy. The committee in turn
appoints specialist investment consultants to assist in the
exercise of its investment mandate from the board.

Attendance at meetings during the year

Jan Mar May July Oct Nov
APH Jammine v 4 v v v v

(Chairman)

MG lisley v v v v v v
NF Maas v v v v 4 4
H Ngakane v v v v v v
H Walker v 4 v X v v

V' Attended x Absent with apology

Risk and compliance committee

The risk and compliance committee was established by
the Board with effect from | January 2012. The committee
includes executive members and is responsible for ensuring
that the Company has implemented an effective policy and
plan for the management of risk and for monitoring of actions
taken in response to risks identified. The committee may seek
advice from independent professional advisors.The committee

meets at least twice a year unless otherwise required

Attendance at meetings during the year

Apr Sep
GD Irons (Joint Chairman) v v
CS Jiyane(Chairman) X v
MG llsley v v
H Walker 4 v

vV Attended x Absent with apology

During the year Mr GD lIrons resigned as joint chairman of the
committee and Mr CS Jiyane was appointed as sole chairman
of the committee.

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

Social and ethics committee

The social and ethics committee was established by the
Board with effect from | January 2012, in compliance with
the requirements of the Companies Act. The committee has
an independent role and is governed by a formal charter. The
committee assists the Board in monitoring the Company’s
activities in terms of legislation, regulation and codes of best
practice with regards to compliance with transformation
codes and interaction with policyholders and employees. The
committee may seek advice from independent professional
advisors. The committee meets at least twice a year unless

otherwise required.

Attendance at meetings during the year

Mar May Nov
H Ngakane (Chairman) v v v
JR Barrow (Co Chairman) v v v
PL Siphayi X 4 v

vV Attended x Absent with apology

Executive committee

The executive committee is appointed by the Managing
Director and as such is not a sub-committee of the board.

The Managing Director; Mrs TT Pugh, chairs her executive
committee, which comprises executive directors and senior
executives. The committee is responsible for implementing the
strategies and policies determined by the Board, managing the
business affairs of the Company, prioritising the allocation of
capital and technical human resources and establishing best
management practices. The committee is also responsible for
management appointments and monitoring their performance.

The present committee comprises:

. TT Pugh (Managing Director)

. A Daya (Chief Financial Officer)

. A Ismail (Chief Human Resources Officer)

. GM MclIntosh (Chief Information Officer)

. R van Deventer (Business Analyst)

. RG Spreadbury (Chief Underwriting Officer)

INTEGRATED ANNUAL
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EXECUTIVE TEAM

Thelma Pugh
Managing Director

Ashwin Daya Rudolph van Deventer Gys Mcintosh
Chief Financial Officer Business Analyst Chief Information Officer

Rob Spreadbury Ayesha Ismail
Chief Underwriting Officer Chief Human Resources Officer
The Federated Employers’ Mutual Assurance Company 13 INTEGRATED ANNUAL Executive Team
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REMUNERATION AND NOMINATIONS COMMITTEE REPORT
for the year ended 31 December 2012

H Walker - Chairman

This policy is aimed at driving a culture of high performance of the employees and the Company. The
remuneration policy supports the development and retention of employees who contribute to the on-
going sustainability of the Company.

Composition and functioning

The remuneration and nominations committee has oversight
of the Company’s remuneration practices and is constituted as
a committee of the board.The Committee is also responsible
for appropriate succession planning for board membership,
board committee membership and senior management of
the company. The committee comprises independent non-
executive directors, as recommended by King IIl. During the
period under review, H Walker, NF Maas, APH Jammine and
CS Jiyane served on the committee. The managing director
is a permanent invitee of the committee and is recused
from discussions that relate to her performance appraisal
and remuneration. Details of the committee and meeting
attendance are included in the Corporate Governance
Report.

The primary responsibilities of the committee include:

* Ensuring that the remuneration policy is aligned to and
promotes the achievement of the Company’s strategic
goals while ensuring individual performance.

* Benchmarking of remuneration to ensure that the
Company is competitive in the employment market.

* Ensuring that all benefits are correctly valued.

* Conducting the performance evaluation and setting
targets for the managing director.

* Reviewing incentive schemes

* Reviewing the remuneration of non-executive directors
and making recommendations to the board in this

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)
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regard

* Reviewing the composition of the board to ensure that
it remains appropriate in terms of balance of skills and
diversity. Recommending any new appointments to the
board for approval.

* Reviewing the composition of board committees to
ensure an appropriate balance of skills and diversity and
recommending any proposed changes to the board for
approval.

* Ensuring that succession plans for senior management
are in place.

Remuneration policy

The Company’s remuneration policy encompasses fixed
and variable pay components. This policy is aimed at
driving a culture of high performance of the employees
and the Company. The remuneration policy supports the
development and retention of employees who contribute to
the on-going sustainability of the Company. Remuneration
packages are structured through a mix of annual guaranteed
salary and a variable portion which includes both short and
medium term incentives. Packages are reviewed annually
to ensure that the Company remains competitive in the
employment market. Annual salary increases are merit
based, with cognisance taken of changes in the consumer
price index, and adjustments made for performance based

on the employee’s annual performance rating.
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Benchmarking

The remuneration and nominations committee reviews the
Company’s overall pay framework on an annual basis. These
reviews are based on market benchmarking surveys. Pay
bands are established for each job grade and are either
positively or negatively adjusted for job and Company
complexity. The Company’s benchmarking is based on an
independent survey conducted by Deloitte.

Executive directors’ and executive management
remuneration

The remuneration of executive directors and executive
management consists of three components of which a
significant portion is performance related:

* Annual guaranteed pay
e Short term incentive bonus
¢ Medium term retention scheme

Short term incentive bonuses are based on a balanced
scorecard which incorporates all areas of the business. Short
term incentive bonus calculations are subject to a maximum
value which is based on a percentage of the total cost of
employment (TCOE).The maximum is 66% of TCOE for the
managing director and 35% of TCOE for executive directors

and executive management.

Medium term retention scheme payments are based on a
rolling three-year profit cycle and individual performance,
with payment deferred for three years.The achievements of
targets are reviewed by the remuneration and nominations
committee before any incentive payments are accrued
for. All bonus payments are subject to an external audit
review. In determining the three-year profit pool, only
items of income and expense that are considered to be
directly “controllable” by management are included in the
calculation. Each participant’s share of the pool is based on
their individual performance rating.

The performance of the managing director is assessed by the
chairman of the remuneration and nominations committee
and the chairman of the board.The performance of executive
directors and executive management is assessed by the

The Federated Employers’ Mutual Assurance Company
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managing director and reviewed by the remuneration and

nominations committee.
-Management and staff

The remuneration of management and staff consists of two
components of which a significant portion is performance
related:

* Annual guaranteed pay
» Short term incentive bonus

Management and staff receive an annual guaranteed salary
and participate in the short term incentive scheme. The
performance of management and staff are assessed by the
respective line manager and reviewed by the chief human
resource officer.

Annual salary increase

Annual salary increases are performance based, using the
change in the September consumer price index as a guideline
for salary increases.All salary increases are recommended by
the remuneration and nominations committee for approval
by the board.

Employee benefits - retirement funds

Membership of a retirement fund is compulsory for all full
time employees. The Company offers a provident fund to all
full time employees.The Company employees are participants
in the Sanlam Umbrella Fund. The fund is administered by
Sanlam Employee Benefits. Integrated Portfolio Management
are the fund brokers. The fund is a defined contribution
scheme and the Company carries no liability in relation to
the performance and valuation of the fund.

Medical aid

Membership of the Discovery Medical Aid is not compulsory

but encouraged for all employees.
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Non-executive directors’ remuneration

Non-executive directors receive a retainer fee for
appointment to the board or any committee plus an
attendance fee per meeting. The chairman of the board or
any committee receives a higher fee. The fee structure for
2013 was approved by shareholders at the 2012 annual

general meeting of the Company.

In line with best practice, non-executive directors do not
participate in any incentive schemes. Consulting fees of R165k
(201 1:ROk) were paid to MG lIsley and ROk (201 1:R12k) were
paid to H.Walker. Non-executive directors remuneration was
increased in 2013 in line with the approval granted at the

annual general meeting held in 2012 and are disclosed below.

2013 2013 2012 2012
Meeting Fee Retainer Meeting Fee Retainer
Board
Chairman 25033 150 199 23616 141 697
Member 12516 75 100 [ 808 70 849
Audit
Chairman 21 702 118 080 16271 88 561
Member 10851 59 040 10851 59 040
Remuneration and nominations
Chairman 17718 82 656 13283 61 990
Member 8 859 41 328 8 859 41 328
Investment
Chairman 19 708 100 374 14790 75 278
Member 9 854 50 187 9 854 50 187
Risk and compliance
Member 8 138 44 280 8 138 44 280
Social and ethics
Member 6 644 30 996 6 644 30 996
"
-
-':;l'l' g o
H Walker
Chairman: Remuneration & Nominations Committee
The Federated Employers’ Mutual Assurance Company INTEGRATED ANNUAL
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SOCIALAND ETHICS COMMITTEE REPORT
for the year ended 31 December 2012

JR Barrow - Co Chairman

H Ngakane - Co Chairman

The company is committed to the spirit of and intent behind the Broad-Based Black Economic
Empowerment (BBBEE) Act. The Company’s long term BBBEE plan is dligned to the Department of
Trade and Industry (DTI) codes of good practice.

A social and ethics committee was established by the board
with effect from | January 2012, in compliance with the
requirements of the Companies Act.

The committee has an independent role and is governed by a
formal charter.The committee assists the board in monitoring
the Company’s activities in terms of legislation, regulation and
codes of best practice relating to:

* Ethics

» Stakeholder engagement, including policyholders, employ-
ees, customers and communities

* Compliance with transformation codes

* Environment

Ethical standards

The Company has a Code of Ethics (“Code”), which has
been fully endorsed by the Board and applies to all directors
and employees. The Code is regularly reviewed and updated
as necessary to ensure it reflects the highest standards of
behaviour and professionalism.

The Company has shown an improvement from an overall
/74.0% black representation in the prior period to /7.2%
black representation in the current period.

In summary, the Code requires that at all times the Company’s
personnel act with the utmost integrity and objectivity and
in compliance with the letter and spirit of both the law and

The Federated Employers’ Mutual Assurance Company
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Company policies. Failure by employees to act in terms of the
Code results in disciplinary action.

The Code is discussed with new employees as part of their
induction training and forms part of their employment
contract.

A “whistle-blowing” facility exists for reporting of non-
adherence to the Code of Ethics or ethics-related matters.

Social and ethics governance

Details of the committee and meeting attendance are included
in the Corporate Governance Report contained elsewhere in
this Integrated Annual Report.

The committee’s responsibilities include monitoring of the
Company’s activities relating to:

* Social and economic development

* Good corporate citizenship

* The Company’s promotion of equality

* Prevention of unfair discrimination

* Zero tolerance to corruption

» Contribution to development of the communities in which
the Company’s activities are predominantly conducted

* Donations and charitable giving

* Consumer relationships, including the Company’s adver-
tising, public relations and compliance with consumer
protection laws

INTEGRATED ANNUAL
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* Labour and employment, including the protection of any

stakeholder making reports to the whistle blowing facility

The members of the committee believe that the Company is
substantially addressing the issues required to be monitored
by the committee in terms of the Companies Act.

Transformation

The company is committed to the spirit of and intent behind
the Broad-Based Black Economic Empowerment (BBBEE)
Act. The Company’s long term BBBEE plan is aligned to the
Department of Trade and Industry (DTI) codes of good
practice.The Social and Ethics committee are accountable for
transformation. The Chief Financial Officer and Chief Human
Resource Officer are responsible for the implementation of
the long term BBBEE plan.

Allocated 2012 2011

Ownership 0.52 0.54
Management control 20 6.25 6.25
Employment equity 10 15.00 14.68
Skills development I5 12.73 12.23
Preferential procurement 15 18.17 16.19
Enterprise development 20 I'1.79 2.20
Socio-economic development |5 5.00 425
5 69.46 56.34

Recognition level 100 100% 80%

It is pleasing to report that the Company has made progress
on its BBBEE rating from a recognition level of 80% in the prior
period to a 100% in the current period. The current period is
defined as the validity period of the BBBEE rating certificate.The
Company’s rating is done during the March month following
the financial year end. The BBBEE rating for the financial year
end 2012 will be done during March 2013.The BBBEE spend
on socio-economic development for the financial year ended
31 December 2012 was R4.406m (201 1: R3.682m). During the
year the Company made an investment of R15.5m in the Cadiz
Enterprise Development Fund.

* Ownership: Due to its mutual structure, the Company,
will in future be measured under Statement 004: Scorecard
for Specialised Enterprises.

The Federated Employers’ Mutual Assurance Company
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¢ Management control: The management control
element of the Company’s scorecard includes the board
of directors and executive management. The Company

maintained 6.25 points out of the allocated |0 points.

¢ Employment equity: The Company is committed to
creating a diverse workforce through an advancement of
previously disadvantaged people, women and employees
with disabilities. The Company plans to maintain the
current score of |5 points out of the allocated 15

points.

e Skills development: The Company is committed to
developing the skills and knowledge of its employees.
The Company has also through the skills development
program provided bursaries for university students. The
Company also pays a monthly stipend allowance to these
students.The Company isin the process developing scarce
and critical skills in its claims processing department.

¢ Preferential procurement: The

procurement policy is to source products and services

Company’s

from empowered suppliers. The Company has scored
12 out of the allocated 12 points (2011: 12 points)
on procurement from suppliers based on their BBBEE
recognition level and 3 out of the allocated 3 points
(2011: 3 points) on procurement from small enterprises.
The Company has scored the maximum points of 3
(2011: 1.01 points) for procurement from enterprises
that are more than 50% black owned.

* Socio-economic development: The Company
continues to fund Habitat for Humanity for the housing
project in the Orange Farm area and the Northcliff
Rotary Club for the wheelchair project.The Company has
scored the maximum points of 5 (201 1: 4.25 points).

¢ Enterprise development: The Company has scored
1.8 points out of 15 (2011: 2.2 points) as a result of
funding black entrepreneurs.

BBBEE rating - future developments

Owing to the Company’s mutual structure and consequent

lack of beneficial ownership, the Company qualifies to be
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rated under the adjusted scorecard as provided for in

Statement 004: Scorecards for Specialised Enterprises. The
Adjusted Scorecard for Specialised Enterprises will apply
with effect from the 2013 rating. The applicable elements
and point’s allocation of the scorecard are:

Allocated

Management control

Employment equity I5
Skills development I5
Preferential procurement 20
Enterprise development 20
Socio-economic development I5
I5

100

Employment equity occupation levels - 2012

Employment equity

An employment equity plan has been in operation for
some time and is overseen by the managing director and
chief human resource officer. We have ensured that our
employment policies, practices and working environment are
nondiscriminatory.

For the year under review 80% (201 1: 92%) of our vacancies
have been filled with candidates from designated groups
against our target of 90%. Due to low staff turnover, the focus
of accelerated development programmes has been protracted,
but we have identified succession planning as crucial and staff
from designated groups have been identified to be fast-tracked
and developed in an endeavour to be placed in key positions
in the organisation.

2012 African Indian Coloured White Total
Executive management
Senior management 2 3 - - 5
Middle management 2 2 3 4 [l
Junior management 16 8 9 9 42
Tactical level 9 | 4 I I5
Total 29 16 16 18 79
59.5% of the total staff compliment is black female.
Employment equity occupation levels - 201 |
2012 African Indian Coloured White Total
Executive management - 2 - 4 6
Senior management 2 3 - I 6
Middle management 3 2 2 3 10
Junior management |4 6 8 10 38
Tactical level 10 - 5 2 |7
Total 29 13 I5 20 77
55.8% of the total staff compliment is black female.
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poy Proprietary Limited FERF); | 9 REPORT 2012 Social And Ethics Committee Report



Employment equity occupation levels - % Black representation

2012 2011

Executive management 33.3%
Senior management 100.0%
Middle management 63.6%
Junior management 78.6%
Tactical level 93.3%
Total 77.2%

33.3%
83.3%
70.0%
73.7%
88.2%

74.0%

I:.-_:,,ﬁ._ﬂ;" .=

JR Barrow
Co Chairman: Social & Ethics Committee

FEM Employees at the Habitat for Humanity site in Orange Farm.
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The Company has shown an improvement from an overall
74.0% black representation in the prior period to 77.2%
black representation in the current period. Black female
representation has also increased from 55.8% in the prior
period to 59.9% in the current period.Attracting and retaining
senior black talent remains a challenge for the Company.

.I ]

H Ngakane
Co Chairman: Social & Ethics Committee

= =2 iTTHl
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RISK AND COMPLIANCE COMMITTEE REPORT
for the year ended 31 December 2012

CS Jiyane - Chairman

The committee is responsible for ensuring that the Company has implemented an effective policy
and plan for the management of risk and compliance,

The risk and compliance committee was established by the
Board with effect from | January 2012, in compliance with
the requirements of the Companies Act. The committee has
an independent role and is governed by a formal charter.The
Board is responsible for the oversight of the risk management
and compliance process and has delegated this responsibility
to the risk and compliance committee.

The committee is responsible for ensuring that the Company
has implemented an effective policy and plan for the
management of risk and compliance.

The primary responsibilities of the committee include:

* drafting a risk management policy, including risk tolerance
levels and risk appetite limits, for consideration by the
Committee and ultimate approval by the board (to be
distributed widely throughout the Company following
approval);

* conducting a systematic, documented, formal risk

assessment at least once a year:

* applying a top down approach to identify and assess
the risks affecting the various income streams of the
Company, the critical dependencies of the business,
the sustainability and the legitimate interests and
expectations of stakeholders;

» prioritising and ranking risks to focus responses and
interventions;

* quantifying the key risks where practicable;

* deciding the

appropriate risk responses and

interventions;

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

* maintaining a risk register recording the above items and
reporting thereon to the Committee at each meeting;

* preparing summary risk reports for presentation to the
Audit Committee and the Board; and

* integrating risk in the day-to-day activities of the
Company (including performance of risk assessments
and monitoring of risk responses and interventions on a
continuous basis).

Risk governance

The Company follows a disciplined approach in evaluating risks
and developing appropriate strategies to mitigate and manage
the risk. In compliance with King lll, the Board obtained
assurance from internal audit regarding the effectiveness of
the risk management process and the adequacy of the risk
methodology process. The risk and compliance committee is
responsible for ensuring that the Company has implemented
an effective plan for risk and that the disclosure on the risk
register is comprehensive and relevant.

Internal audit facilitates the annual risk management
workshop and reports its findings and risk ratings to the
audit committee on an annual basis.

The Managing Director is responsible for designing,
implementing and maintaining the risk register and the
monitoring thereof on an on-going basis. The Managing
Director and executive management reviews the risks on
a regular basis to ensure the validity of the risk and the

implementation of mitigating actions.
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Risk management process

Risk management is included in the Company’s annual
planning cycle. In determining the strategic and operational
plans for the year ahead, each department is required to
review its register. This includes the review of the risks
of the previous financial year and the validity thereof and

considering any new risks.

* The Company understands the importance of risk
management and implementation of an appropriate
governance structure for the reporting of risk and
control.

* The Company has undertaken a robust and comprehensive
risk identification process.This is an ongoing process as
new risks in the Company are identified and the changes
in existing risks are identified.

* Each risk is evaluated in terms of the likelihood of the risk
occurring and the impact that the risk would have, should
it occur.The effectiveness of the internal control structure
is assessed.

* Management has a robust process for evaluating,
monitoring and reporting on key internal controls over
identified risks. Clear reporting lines are established to
ensure that control failures and the occurrence of risk
events are appropriately reported and assessed.

* The Company has the ability to identify and adapt to
changes that might occur in the risk profile and adapt to

any occurrence of risk events.

Risk ratings

Each risk on the register is assigned an impact and likelihood
rating.The impact assigned to a risk is assessed on a five-point
scale,and considers the human resource, compliance, financial
and reputational impact on the Company.The likelihood of a

risk occurring is measured on a five-point scale.

The impact and likelihood ratings are then multiplied to
determine inherent or gross risk to the Company. Detailed
risk mitigating plans and processes are identified or developed
for each risk which then determines the residual risk or net
risk level. Residual ratings are then assigned to each risk.

The Federated Employers’ Mutual Assurance Company
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Key risks

* Loss of trading license — management constantly review
the progress and application of all license conditions
and ensure that the necessary action is taken where
applicable.

* BBBEE requirements — a long term plan is in place and to
date the Company has achieved their target.

* Loss of key staff — retaining skilled employees in the medical
claims assessing area remains a key focus area.

* Internal and external fraud — all operating processes are
constantly reviewed and enhanced.

* Negative impact on financial markets — the Company has
a diverse investment portfolio. The Company prepares an
asset liability model and ensures that all insurance liabilities
are backed by low risk assets.

The Company’s overall risk rating results reflect a marginal

improvement from the previous year.
Compliance Review

Deloitte completed a detailed compliance review of the
Company duringthe year under review.T heir recommendations
required a few minor amendments to internal policies and
further detailed consideration of compliance issues relating
to the Consumer Protection Act. After subsequent meetings,
Deloitte are in the process of obtaining an opinion as to
whether the business of underwriting COIDA (Compensation
for Injuries and Diseases Act) is subject to the Consumer

Protection Act.

e d
gL PR

CS Jiyane
Chairman
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INVESTMENT COMMITTEE REPORT
for the year ended 3| December 2012

8

APH Jammine - Chairman

The Company has achieved an average return of 18.7% (201 1: 7.6%) for the period.

The investment committee has an independent role and is
governed by a formal charter.The Board is responsible for the
oversight of the Company’s investment management and has
delegated this responsibility to the investment committee.

The committee is essentially responsible for ensuring that the
Company has implemented an effective policy and plan for
the management of investments. Investments are classified
and accounted for as “at fair value through income”.

Investment governance

Details of the committee and meeting attendance are included
in the Corporate Governance Report contained elsewhere in
this Integrated Annual Report.

The investment committee’s primary responsibilities are:

* tocarryoutthe responsibilities delegated to the committee
by the Board as outlined in the charter

* to appoint, monitor the performance of and, where
necessary, replace the mandated investment consultants

* to formulate the Company’s investment policy with
the assistance of the mandated investment consultants
(including the specified strategic asset allocation and
allocation range limits) and recommend approval thereof
by the board

* to implement tactical asset allocation, asset class and
manager re-balancing, and transition management based
on input from the mandated investment consultants

* to appoint, monitor the performance of and, where
necessary, replace the mandated investment managers,

The Federated Employers’ Mutual Assurance Company
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based on the recommendations of the investment
consultants

* reporting on activities to the Board at each board
meeting

Investment consultants

The Company has appointed RisCura as their asset consultants.

Their primary responsibilities are:

* Assistance in the formulation of the Investment Policy

* Annual asset/liability modelling exercise based on the
Company’s most recent financial position and advice
regarding any required changes to the strategic asset
allocation

* Recommendations regarding tactical asset allocation

* Monitoring of asset managers and recommendations on
any changes required to the appointed managers

* Recommendations on written mandates to be implemented
with asset managers and assistance with the negotiation of
related fee arrangements

* Input on investment benchmarks for sign off by the
investment committee

* Reporting at each committee meeting on investment
performance relative to benchmarks,as well as appropriate
reporting on exposures to credit risk

* Annual reporting on liquidity and counter party risk

Asset managers

During September 2010 the Company transitioned its
investments from a single asset manager to multiple asset
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managers. RisCura advised the committee on the optimum

allocation of asset managers to each asset class.The Company
currently has a total of twelve asset managers and eighteen
portfolios compared to one asset manager and 2 portfolios
pre transition.

Asset match

The Company’s asset consultants prepare an asset liability model
(“ALM”) each year to ensure the appropriate asset allocation
to match the liabilities of the Company. The necessary assets
are rebalanced to ensure the appropriate liability coverage.
The Company adopts the following asset mix:

* Pensioner’s liability — low risk investments
* Insurance liabilities — low to moderate risk investments
* Surplus — medium risk investments

The Company is currently diversified across the following
asset classes and geographic regions:

Equities — South Africa
Listed and unlisted bonds — South Africa
Inflation linked bonds — South Africa
Cash — South Africa
Property — South Africa

Unlisted equities and property — Africa

Equities — International

CRISA

The Company has not as yet enforced or adopted the code for
responsible investing in South Africa (“CRISA”).The Company
will take into account the constraints around the code before
making a final decision.

Performance benchmark

The Company uses the following benchmark to monitor asset
manager performance.

Balanced funds — CPI plus 5%
Local equity — SWIX index
Local bonds —ALBI index

—R197 and R202 ILB
— FTSE / JSE SA listed property

Local inflation link bonds

Local property

index
Local cash — SteFl index
Africa equity and property —FTSE/JSEAfrica 30 excluding SA
index
Global equity — MSCI world index

f
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A.PH Jammine

Investment return

The Company has achieved an average return of 18.7% (201 |:
7.6%) for the period.

Chairman
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES
for the year ended 3| December 2012

The Company’s directors are responsible for the preparation
and fair presentation of the annual financial statements,
comprising the statement of financial position at 3lst
December 2012, and the statements of comprehensive
income, changes in equity and cash flows for the year then
ended, and the notes to the financial statements, which
include a summary of significant accounting policies and other
explanatory notes, in accordance with International Financial
Reporting Standards, and the requirements of the Companies
Act of South Africa. In addition, the directors are responsible
for preparing the directors’ report.

The directors are also responsible for such internal
control as the directors determine is necessary to enable
the preparation of financial statements that are free from
material misstatement, whether due to fraud or error, and
for maintaining adequate accounting records and an effective
system of risk management.

4 oA
AT A L
NF Maas

Chairman

The directors have made an assessment of the ability of the
Company to continue as a going concern and have no reason
to believe that the business will not be a going concern in the
year ahead.

The joint external auditors are responsible for reporting
on whether the financial statements are fairly presented
in the accordance with the applicable financial reporting
framework.

Approval of annual financial statements
The annual financial statements were approved by the board

of directors on 10 April 2013 and are signed on behalf of the
Company by:

A

Managing Director

The Federated Employers’ Mutual Assurance Company
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CERTIFICATE BY COMPANY SECRETARY
for the year ended 3| December 2012

E ] Willis - Secretary

As Company Secretary, | hereby confirm, in terms of the of Companies all such returns as are required of the Company
Companies Act of South Africa, that for the year ended 31 in terms of the Act, and that all such returns are true, correct

December 2012, the Company has lodged with the Registrar and up to date.

"

Forad

E ) Willis
Secretary

10 April 2013
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DIRECTORS’ REPORT
for the year ended 31 December 2012

The directors have pleasure in presenting their report
together with the Company’s annual financial statements
for the year ended 31 December 2012.

Business

The Federated Employers’ Mutual Assurance Company
Propriety Limited (RF) (“the Company”) provides insurance
cover to the construction industry alongside the State’s
Compensation Fund, which is managed by the Compensation
Commissioner. This insurance compensates employees or
their dependants following injury or death arising from
occupational accidents and illness occasioned by industrial
diseases.

The Company operates as a mutual insurer. The Company’s
shareholding is effectively restricted to policyholders of the
Company. Shareholders are not entitled to any dividends or
distribution of the assets of the Company.

Share Capital

There were no changes in the authorised or issued share

capital of the Company during the period under review.
New Memorandum of Incorporation (MOI)

The Shareholders adopted a new MOI for the Company on
10th of April 2013.The new MOI was implemented to:

* bring the MOI in line with the requirements of the new
Companies Act of South Africa;

* increase the maximum number of directors to
accommodate additional appointments required under the
Company’s licensing conditions; and

* entrench the protection of policyholders’ interests within

the mutual structure of the Company.
Change of Name

Following the adoption of the new MOI, the Company’s
name has changed from The Federated Employers’ Mutual
Assurance  Company Limited (registration

1936/008971/06) to The Federated Employers’

number
Mutual

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

Assurance Company Proprietary Limited (RF) (Registration
Number 1936/008971/07).

Post balance sheet events

There have been no significant developments after the financial

year end.

Directors and secretary

NON-EXECUTIVE DIRECTORS

NF Maas (Chairman)
JR Barrow

CS Jiyane

MG lisley

APH Jammine

H Ngakane

PL Siphayi

H Walker

EXECUTIVE DIRECTORS

TT Pugh (Managing Director)
A Daya (Chief Financial Officer)
G MclIntosh (Chief Information Officer)

SECRETARY

EJ Willis

RESIGNATION

GD Irons resigned as a non-executive director with effect
from 18 September 2012.

RETIREMENT AND RE-ELECTION OF DIRECTORS
In accordance with the Company’s memorandum of
incorporation (“MOI”) Messrs JR Barrow, APH Jammine, and
H Walker retire by rotation at the forthcoming annual general
meeting.The retiring directors, being eligible, offer themselves
for re-election.
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AUDIT COMMITTEE’S REPORT

MG llsley - Chairman

The Audit Committee has considered the financial position of the Company and the budget
approved by the Board for the next financial year and is of the opinion that the Company will
remain a going concern for the foreseeable future.

This report to Shareholders is issued in compliance with
section 94(7)(f) of the Companies Act of South Africa and has
been approved by all members of the Audit Committee.

The Audit Committee held two meetings during the year and
has held one meeting after the financial year end. At these
meetings, the committee received and considered reports
from the external and internal auditors and from management.

The committee inter alia:

* reviewed and approved the external audit plan for the year
ended 3| December 2012,approved the proposed external
audit fees, and satisfied itself regarding the independence
of the joint external auditors; and

* reviewed and approved the internal audit work plan,
considered the findings of internal audit reports and
reported thereon to the board.

After consideration of all of the findings reported by internal
audit covering those areas included in their annual work plan,
explanations given by management and discussions with the
joint external auditors on the results of their audit, the Audit
Committee concluded that:

* nothing has come to its attention, which would indicate
that there was a material breakdown in the overall internal
financial control systems during the year;and

The Federated Employers’ Mutual Assurance Company
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¢ the internal financial controls form a reasonable basis for
the preparation of reliable financial statements.

The Audit Committee has considered the financial position of
the Company and the budget approved by the Board for the
next financial year and is of the opinion that the Company will

remain a going concern for the foreseeable future.

TheAudit Committee has satisfied itself of the appropriateness
of the expertise, resources and experience of the Company’s
finance function.

The Board has concurred with the Audit Committee’s
assessments regarding the Company’s internal financial

controls, going concern status and finance function.

The Audit Committee has recommended to the Board the
approval of the annual financial statements for the year ended
3| December 2012.

MG lisley
Chairman: Audit committee

10 April 2013
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INDEPENDENT AUDITOR’S REPORT THE MEMBERS OF THE FEDERATED
EMPLOYERS” MUTUAL ASSURANCE COMPANY PROPRIETARY LIMITED (RF)

We
Federated

of The
Company

financial
Mutual

have audited the statements

Employers’ Assurance
Proprietary Limited (RF) set out on pages 30 to 66,
which comprise the statement of financial position as at
31 December 2012, and the statement of comprehensive
income, statement of changes in equity and statement of
cash flows for the year then ended, and the notes, comprising
a summary of significant accounting policies and other
explanatory information.

the financial

Directors’ for

statements

responsibility

The company’s directors are responsible for the preparation
and fair presentation of these financial statements in
accordance with International Financial Reporting Standards
and the requirements of the Companies Act of South Africa,
and for such internal control as the directors determine is
necessary to enable the preparation of financial statements
that are free from material misstatements, whether due to
fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial
statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those
standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud
orerror.Inmaking those risk assessments,the auditor considers
internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design
audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies
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used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of
the financial statements.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit

opinion.
Opinion

In our opinion, the financial statements present fairly, in all
material respects, the financial position of The Federated
Employers’ Mutual Assurance Company Proprietary Limited
(RF) as at 3|1 December 2012, and its financial performance
and its cash flows for the year then ended in accordance
with International Financial Reporting Standards and the

requirements of the Companies Act of South Africa.
Other reports required by the Companies Act

As part of our audit of the financial statements for the year
ended 3| December 2012, we have read the Audit Committee
Report, the Certification by Company Secretary and the
Directors’ Report for the purpose of identifying whether
there are material inconsistencies between these reports
and the audited financial statements. These reports are the
responsibility of the respective preparers. Based on reading
these reports we have not identified material inconsistencies
between these reports and the audited financial statements.
However, we have not audited these reports and accordingly
do not express an opinion on these reports.
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Director: A.Taylor Director: N. Sigasa

Registered Auditor Registered Auditor
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STATEMENT OF FINANCIAL POSITION
as at 3| December 2012

2012 2011
Note R'000 R'000

ASSETS
Furniture, equipment and motor vehicles 5 3 448 3414
Financial assets at fair value through income 6.1 3771949 2 848 483
Insurance receivables 8 28 527 16 592
Other receivables 9 12 181 12 041
Taxation receivable - 6 300
Reinsurance assets 7 9 379 108l
Cash and cash equivalents 20 022 20 083
Total assets 3 845 506 2917 994
EQUITY AND LIABILITIES
Ordinary share capital I 10 10
Statutory contingency reserve 12 - 38719
Retained income 2 386 675 | 590 894
Total equity 2 386 685 | 629 623
Liabilities
Insurance liabilities 14 | 426 273 | 263 572

capitalised value of pensions 864 550 772 314

outstanding claims 244 962 195 864

unearned premium reserve 89 196 81 406

merit rebates 227 152 213 664

reinsurance liability 413 324
Employee leave liability 6 902 | 633
Trade and other payables I5 31 646 23 166
Total liabilities 1 458 821 | 288 371
Total equity and liabilities 3 845 506 2917 994

The Federated Employers’ Mutual Assurance Company 30
Proprietary Limited (RF)

INTEGRATED ANNUAL
REPORT 2012

Statement of Financial Position




STATEMENT OF COMPREHENSIVE INCOME
for the year ended 31 December 2012

2012 2011

Note R'000 R'000
Insurance premium revenue 17 554 005 486 727
Insurance premium ceded to reinsurers 17 (6 268) (5 270)
Net insurance premium revenue 547 737 481 457
Investment income 18 707 508 218 007
Net income 1 255 245 699 464
Gross claims 19 158 504 120 354
Claims recovered from reinsurers 19 (1 726) (5782)
Net claims 156 778 114 572
Pensions 19 150 698 190 503
Premium rebates 14.4 109 492 98 595
Net insurance benefits and claims 416 968 403 670
Administration expenses 20 59 443 60 504
Accident prevention expenses and grants 14 760 15795
Asset management expenses 7012 4 940
Expenses 498 183 484 909
TOTAL COMPREHENSIVE INCOME FOR THE YEAR 757 062 214 555
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STATEMENT OF CHANGES IN EQUITY
for the year ended 31 December 2012

Share Statutory Retained
capital contingency income TOTAL
reserve
R'000 R'000 R'000 R'000

Balance at | January 2011 10 37 281 1 377 777 1415 068
Profit for the year - - 214 555 214 555
Transfer to contingency reserve - | 438 (1 438) -
Balance at 31 December 201 1| 10 38719 1 590 894 1 629 623
Balance at | January 2012 10 38719 1 590 894 1 629 623
Profit for the year - - 757 062 757 062
Transfer from contingency reserve - (38719 38719 -
Balance at 31 December 2012 10 - 2 386 675 2 386 685
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STATEMENT OF CASH FLOWS
for the year ended 31 December 2012

2012 2011

Note R'000 R'000
Cash flows from operating activities
Net cash generated by operating activities 21 342 099 307 882
Cash flows from investing activities
Purchases of financial assets at fair value through income (3 624 695) (3872 727)
Proceeds on disposals of financial assets at fair value through income 3284 194 3549 730
Net cash invested (340 501) (322 997)
Purchase of furniture, equipment & motor vehicles 5 (1 744) (1 598)
Proceeds on disposal of furniture, equipment & motor vehicles 85 237
Net cash utilised in investing activities (342 160) (324 358)
Net decrease in cash and cash equivalents for the year 6l) (16 476)
Cash and cash equivalents at beginning of the year 20 083 36 559
Cash and cash equivalents at year end 20 022 20 083
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

I. GENERAL INFORMATION

The Company is a private Company, incorporated and
domiciled in SouthAfricaand s licensed asa Short-terminsurer
by the Financial Services Board. Under the Memorandum of
Incorporation, the Company is subject to the same extended
accountability provisions as applicable to a public company.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The following are the principal accounting policies of the
Company, which have been applied on a basis consistent with

the previous year, unless otherwise stated.

2.1. Basis of presentation

The financial statements of the Company have been prepared
in accordance with the International Financial Reporting
Standards (‘IFRS’), as issued by the International Accounting
Standards Board (‘IASB’), and the Companies Act of South
Africa. The policies set out below have been consistently
applied to all the years presented.

The financial statements have been prepared under the
historical cost convention, as modified by the revaluation
of financial assets at fair value though income and financial

liabilities, including derivative instruments.

The preparation of financial statements in conformity with
IFRS requires the use of certain critical accounting estimates.
It also requires management to exercise its judgement in the
process of applying accounting policies of the Company. The
areas involving a higher degree of judgement or complexity,
or areas where assumptions and estimates are significant
statements are disclosed

to the Company’s financial

in Note 3.

New and revised IFRS in issue but not yet

effective

The Company has not applied the following new and revised

IFRS that have been issued but are not yet effective:

Amendments to IAS |2

Amendments to IFRS |

Amendments to IFRS 7

Amendments to |IAS|

IAS 19

IFRS 9

IFRS 9

Amendments to IFRS 9

IFRS 10

IFRS 11

IFRS 12

IFRS 13

IAS 27 revised 201 |

IAS 28 revised 201 |

Amendments to |IAS 32

|
“Income taxes” on deferred tax

First time adoption on
2
government loans

Financial Instrument: disclosure
L .2
— asset and liability offsetting

Presentation of financial
3
statements

Employee benefits’

Financial instruments (2009)2
Financial instruments (201 0)2
Financial instruments (201 I)4

Consolidated financial
2
statements

. 2
Joint arrangements

Disclosure of interests in other
L2
entities

. 5
Fair value measurement
. 2
Separate financial statements
Associates and joint ventures?

Financial instruments
presentation®

I Effective for annual periods beginning on or after | January 2012,
not applicable to the Company.

2 Effective for annual periods beginning on or after | January 2013,
not applicable to the Company.

3 Effective for annual periods beginning on or after | July 2012.
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4 Effective for annual periods beginning on or after | January 2015,
not applicable to the Company.

5 Effective for annual periods beginning on or after | January 2013.

6 Effective for annual periods beginning on or after | January 2014,
not applicable to the Company.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

The above amendments are not expected to have a material

impact on the Company.
2.2. Furniture, equipment and motor vehicles

Furniture,equipmentand motor vehicles are stated at historical
cost less accumulated depreciation. Historical cost includes
expenditure that is directly attributable to the acquisition of
the items. All repairs and maintenance are charged to the
income statement during the financial period in which they

are incurred.

Depreciation is calculated using the straight-line method to
reduce the cost of assets to their residual values over their

estimated useful lives as follows:

* Furniture & fittings 5— 10 years
* Motor vehicles 4 — 5 years
* Computer equipment 3 years

The assets’ residual values and useful lives are reviewed at
each balance sheet date and adjusted as appropriate. Where
the carrying amount of an asset is greater than its estimated
recoverable amount, it is written down immediately to its
recoverable amount. Gains and losses on disposal of furniture,
equipment and motor vehicles are determined by comparing
proceeds with carrying amounts, and are included in the

statement of comprehensive income.
2.3. Financial assets

The Company classifies its financial assets into the following
categories: at fair value through profit or loss and loans &
receivables. This classification is determined by management
at initial recognition and depends on the purpose for which
the investments were acquired.

2.3.1 Classification and measurement
Classification
(a) Financial assets at fair value through profit or loss
This category has two sub-categories: financial assets held

for trading and those designated at fair value through

profit or loss at inception.

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

All financial asset other than loans and receivables are
classified into the ‘financial assets at fair value through

profit or loss’ category at inception.
(b) Loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted
in an active market other than those that the Company
intends to sell in the short term or that it has designated
as at fair value through profit or loss or available for sale.
Receivables arising from insurance contracts are also
classified in this category and are reviewed for impairment

as part of the impairment review of loans and receivables.
Measurement

Financial assets are initially recognised at fair value and in the
case of all financial assets not carried at fair value through
profit or loss, transaction costs that are directly attributable
to their acquisition are expensed in the statement of

comprehensive income.

Financial assets are derecognised when the rights to receive

cash flows from them have expired.
Receivables are carried at fair value.

Gains and losses arising from changes in the fair value of the
‘financial assets at fair value through profit or loss’ category
are included in the statement of comprehensive income in
the period in which they arise. Dividend income from financial
assets at fair value through profit or loss is recognised in the
statement of comprehensive income as part of other income

when the Company’s right to receive payments is established.
2.3.2 Impairment of assets
(a) Financial assets carried at amortised cost

The Company assesses at each end of the reporting period
whether there is objective evidence that a financial asset
or a group of financial assets is impaired. A financial asset
or group of financial assets is impaired and impairment

losses are incurred only if there is objective evidence of

INTEGRATED ANNUAL
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

impairment as a result of one or more events that have
occurred after the initial recognition of the asset (a ‘loss
event’) and that loss event (or events) has an impact on
the estimated future cash flows of the financial asset or
group of financial assets that can be reliably estimated.

If there is objective evidence that an impairment loss
has been incurred on loans and receivables carried at
amortised cost, the amount of the loss is measured as the
difference between the asset’s carrying amount and the
present value of estimated future cash flows (excluding
future credit losses that have been incurred) discounted
at the financial asset’s original effective interest rate.
The carrying amount of the asset is reduced and the
amount of the loss is recognised in the statement of

comprehensive income.

If in a subsequent period, the amount of the impairment
loss decreases and the decrease can be related objectively
to an event occurring after the impairment was recognised
(such as improved credit rating), the previously recognised
impairment loss is reversed by adjusting the allowance
account. The amount of the reversal is recognised in the
statement of comprehensive income.

2.4 Cash & cash equivalents

Cash and cash equivalents: includes cash in hand and
deposits held at call with banks, which includes petty cash,
operational bank account, investment settlement bank
account and other short-term investments which are highly
liquid investments with original maturity of three months
or less, that comprise local and foreign denominated
currency money market investments, as well as cash held in

foreign currencies.

2.5 Foreign currency translation
a) Currency

The financial statements are presented in Rands, which is
the Company’s functional and presentation currency.

b) Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of
such transactions and from the translation at year-
end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the

statement of comprehensive income.

Translation differences on financial assets and liabilities
at fair-value through profit or loss are reported as
investment income.

2.6 Financial liabilities

Financial liabilities are recognised initially at fair value,
generally being their issue proceeds net of transaction
costs incurred. Financial liabilities are subsequently stated at
amortised cost and interest is recognised over the period
of the borrowing using the effective interest method.

2.7 Insurance contracts
The Company issues insurance policies in respect of statutory

benefits payable in terms of the Compensation for Injuries
and Diseases Act (“COID Act”). These benefits include
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

the cost of medical treatment, temporary and permanent

disability payments and pensions paid to disabled workers

and surviving dependents.

Recognition and measurement

Premiums

Premium income is recognised in the financial period that the

risk incepts. The statutory period of insurance cover is from

| March to 28 February i.e.annual business. Premium income

is shown net of allowances for impairments and write offs of

premiums receivable.

0

b)

Estimated premiums

Policyholders project their employees’ wages for the
insurance period and, based on COIDA rates, an estimated
premium for that period is declared. At the end of the
period of insurance, the policyholder reports actual wages,
which will determine the actual premium. The variance
between the estimated premium and actual premium is
referred to as “adjustment to estimates”.

Pipeline premiums

This refers to the above-mentioned ‘“adjustment to
estimates” i.e. premium which has been “earned” in
the current financial period, but will only be updated
by the policyholders in the next financial period. In the
subsequent financial period, when the actual premium
adjustment is ascertained, the pipeline premium accrual

is reversed.

Pipeline premiums have been calculated as a percentage
of current years estimated premium, currently 5% (201 1:
3.5%). The percentage used is based on prior year’s
history and economic factors, specifically relating to the
construction industry including the current shortage of
skills and materials.

Unearned premiums are carried forward and are those
proportions of the written premiums that relate to risk
periods that have not expired at the end of the financial
year. The proportions unearned are calculated on the
[/365th basis.
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Claims & benefits

The Company has two main categories of claims and benefits,
as detailed below:

a) Capitalised Value of Pensions

The Capitalised Value of Pensions (“CVP”) liability is
the present value of future liabilities for existing claims
payments and administration expenses. The liability is
based on assumptions as to future pension increases,
mortality and morbidity and pension administration
expenses which are reviewed for reasonableness by
management on an annual basis.

This liability is recalculated at each balance sheet date,
using the assumptions above. Independent actuarial
valuations of the CVP are carried out annually and
adjusted for any changes in the assumptions. Adjustments
to the liability are charged to income as incurred.

b) Claims

Claims expenses are charged to income as incurred,
based on the estimated liability for compensation. They
include all costs incurred and arise from events that have
occurred up to the balance sheet date, even if they have
not yet been reported to the Company. The Company

does not discount its liabilities for unpaid claims.

Liabilities for unpaid claims are based on an estimated
cost per claim for each underwriting year. The incurred
but not reported claims (“IBNR”) are based on
estimated unreported claims extrapolated by an average
historical cost per claim. The average cost per claim
is based on the actual claims paid and awards made,
and estimated outstanding costs (based on the latest
and most reliable information available), and the number
of claims registered.

Liability adequacy test in respect of claims and
benefits

At each balance sheet date, liability adequacy tests are
performed to ensure the adequacy of the insurance liabilities.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

In performing these tests, current best estimates of future
cash flows and administration expenses,as well as investment
income, are used. Any deficiency is immediately charged

to income.

Reinsurance

Reinsurance recoveries are the benefits to which the Company
is entitled under its reinsurance contracts in respect of claims
and benefits incurred.The amounts recoverable are dependent
on the expected claims and benefits, as described above, and
are calculated in accordance with the terms and conditions of
the reinsurance contracts.

Reinsurance assets are the unsettled amounts due and payable
by the reinsurers in respect of reinsurance recoveries to which
the Company is entitled under its reinsurance contract. These
assets consist of short-term balances due from reinsurers,
which are classified as other receivables, and longer-term
receivables, which are classified as reinsurance assets.

Reinsurance premium (Premium revenue ceded) are the
premiums payable in respect of the reinsurance contract,
including the anticipated liability in respect of pipeline
premiums and are recognised as an expense when incurred.
In certain cases retrospective reinsurance premiums are paid
(reinstatement premiums), which are charged to income as

incurred.

Reinsurance liabilities are premiums outstanding in respect of
the reinsurance contract.

The Company assesses its reinsurance assets for impairment
on an annual basis. If there is objective evidence that the
reinsurance asset is impaired, the Company reduces the
carrying amount of the asset to its recoverable amount and
recognises that impairment in the income statement. The
Company gathers the objective evidence that a reinsurance
asset is impaired, and accounts for the impairment loss using
the same process adopted for other receivables.

Rebates

Rebates are paid to policyholders with low claims experiences,
specifically to recognise and reward health and safety.
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Rebates are paid 2'2 years after the inception of an
underwriting period. The amount paid is based primarily
on the policyholder’s claims experience in respect of that
underwriting year, and calculated as a percentage of premium

paid.

In each underwriting year a provision for rebates, to be paid
in 24 years, is made. The provision is calculated at 21%
(201 1: 21%) of premium income, and any shortfall / excess
in the provision is charged / released to income in the year

of payment.

Receivables and payables related to insurance
contracts

Receivables and payables are recognised when due. These
include amounts due to and from policyholders, including,
but not limited to, premiums, refunds and rebates. If there is
objective evidence that the insurance receivable is impaired,
the Company reduces the carrying amount of the receivable
to its recoverable amount and recognises that impairment in
the statement of comprehensive income.

2.8 Income tax

The Company is exempt from income tax in terms section
10(1)(t)(xvi)(cc) of the Income Tax Act.

2.9 Employee benefits

Retirement obligations

The Company operates a defined contribution provident
fund. Under a defined contribution plan the Company pays
contributions to a privately administered provident fund on a
mandatory,contractual basis. The contributions are recognised

as an employee benefit expense when they are due.
2.10 Provisions

Provisions are recognised when the Company has a present
legal or constructive obligation as a result of past events, it is
probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and a reliable

estimate of the amount of the obligation can be made.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2.11 Income

Interest income on financial assets: debt securities are
recognised using the effective interest rate method, which is
a method of calculating the amortised cost of a financial asset
and of allocating the interest income over the relevant period.
The effective interest rate is the rate that exactly discounts
estimated future cash receipts through the expected life of
the financial asset. The calculation includes all fees, transaction
costs and premiums or discounts on the instrument. The
amount is charged / credited to income as part of interest

income on debt securities.

Interest income on money market instruments and cash & cash
equivalents is recognised in the statement of comprehensive
income as earned i.e. the accrual basis.

Dividend income for financial assets at fair value through
income is recognised when the right to receive payment is
established — this is the ex-dividend date for equity securities.

2.12 Leases
Operating leases

Leases of assets under which the lessor effectively retains all
the risks and benefits of ownership are classified as operating
leases. Payments made under operating leases are charged to
the statement of comprehensive income on a straight-line
basis over the period of the lease.

When an operating lease is terminated before the lease period
has expired, any payment required to be made to the lessor
by way of penalty is recognised as an expense in the period in
which termination takes place.

L.I
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3. CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS IN APPLYING ACCOUNTING
POLICIES

The Company makes estimates and assumptions that affect
the reported amounts of assets and liabilities within the
next financial year. Estimates and judgements are continually
evaluated and based on historical experience and other factors,
including expectations of future events that are believed to be
reasonable under the circumstances.

a) The ultimate liability arising from claims made under
insurance contracts:

The estimation of the ultimate liability arising from claims
made under insurance contracts is the Company’s most
critical accounting estimate.There are several sources of
uncertainty that need to be considered in the estimate
of the liability that the Company will ultimately pay for
such claims. These uncertainties will also have a direct

impact on the reinsurance assets:

* Liabilities for reported claims are based on a best
estimate per claim for each underwriting year (see
note 2.8). Due to the nature of the claims (injuries
and long tail), uncertainty exists regarding the
ultimate future costs.

* Liabilities in respect of incurred but unreported
claims (“IBNR”), are based on the average claims cost
and the estimated unreported number of claims for
the current and previous two years. The unreported
claims are calculated based on history and may differ
from the actual number of claims reported and the
ultimate cost thereof.
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* The capitalised value of pensions (“CVP”) liability
is the present value of future liabilities for existing
claims payments and administration expenses, net of
any investment income that may be earned (see note
2.8). The liability is based on assumptions as to future
pension increases, mortality & morbidity, pension
administration expenses and investment income, which
are reviewed by management on an annual basis for
reasonableness, and results in uncertainty regarding

the future liabilities.
b) The ultimate liability arising in respect of premium rebates:

Rebates are provided for in the year in which premium is
earned (see note 2.8). The rebate provision is based on
a percentage of premium income. The percentage used
is based on management intention in that financial year,
but the ultimate payment of rebates may differ from the
original provision. The ultimate amount payable is at the
discretion of the Board.

The percentage used is reviewed annually and adjustments

to previous provisions are made as necessary.
Pipeline premium and all related financial liabilities:

Pipeline premium has been calculated as a percentage of
estimated premium (see note 2.8). The percentage used is
based on management’s judgement, using history and other
industry information available, but the ultimate premium
received in respect of pipeline premiums may differ from
the original provision. All related liabilities, reinsurance,
unearned premium liability and rebates are subject to the

same uncertainty.

Differences between the actual premium adjustment
and pipeline premium are accounted for in the following
financial period, once reported by policyholders. The

percentage used is reviewed annually.
Sensitivity analysis
Below is the impact on profit for the year if the 5.0%(201 I:

3.5%) currently provided is actually 2.5% or 7.5%(2011: 1.75%
or 5.25%).
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2012 2011
R’000 R’000
The impact on profit for the year at 5596 (3,812)
5.00% as provided (201 I: 3.50%)
The impact on profit for the year at (2,292)  (8,903)
2.50% (201 1: 1.75%)
The impact on profit for the year at 13,484 1,278

7.50% (2011:5.25%)

The 5.0% utilised in the pipeline premium calculation resulted
in a positive impact to net profit of R5,596 million. Net profit
would have decreased by R2,292 million if 2.5% was used
and increased by R13,484 million if 7.5% was used in the
pipeline premium calculation. The impact to profit includes

the premium growth in the current period.
4. MANAGEMENT OF RISK
4.1. Insurance risk

The Company issues insurance policies in respect of
benefits payable to workmen injured on duty, in terms of the
Compensation for Injuries and Diseases Act (“COID Act”) and
operates under licence to the Compensation Commissioner.
These benefits include, but are not limited to, medical costs,
temporary loss of income, permanent disablement, sundry

costs and pensions, as defined in the COID Act.

Medical costsinclude all medical expenditure (e.g.hospitalisation,
consultations and medication) incurred as a result of an injury
on duty.

Temporary loss of income refers to payments made in respect of
the loss of wages as a result of being off work.

Permanent disablement is a lump sum payout to workmen as a
result of a defined permanent injury / disability, which is not
severe enough to prevent the individual from working again,

but rather compensation for the minor injury / disablement.
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Sundry costs relate to all other expenditure, as defined in the
COID Act, which are incurred as a result of the work injury.

Disability pensions are paid to employees who are disabled as a
result of the work-related injury or disease, and are paid until
the pensioner dies.

Pensions are paid to the dependant(s) (widows and children) of
employee’s who have died as a result of a work-related injury
or disease. The pensions paid to widows are paid until the
widow dies, and pensions to children are paid until the child
turns 8.

The risk under an insurance contract is the possibility that the
insured event occurs and the uncertainty of the amount of the
resulting claim. By the very nature of an insurance contract,
the risk is random and therefore unpredictable.

Where the theory of probability is applied to pricing and
provisioning, the principal risk that the Company faces under
its insurance contracts is that the actual claims and benefit
payments exceed the premiums charged. This could occur
because of the frequency or severity of claims and benefits
are greater than estimated. Insurance events are random
and the actual number of claims and benefits will vary from
year to year from the estimates using established statistical

techniques.

Factors that aggravate insurance risk include lack of risk
diversification in terms of type and amount of risk,geographical

location and the type of industry covered.

Workmen’s Compensation Insurance

The Company only covers one type of insurance risk, namely
workmen’s compensation, for the construction industry
throughout South Africa. The Company has unlimited exposure
in respect of claims and benefits, which vary depending on the
severity and nature of the accident and injury. The premium
rates are determined by the Compensation Commissioner
(“CC”), which are reviewed and recalculated on an
annual basis. Class V has various “sub-classes” / industry
classifications, each with their own rate. To date the rates
determined by the CC have been adequate to cover the cost

of claims and pensions awarded by the Company.
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Risks

The most significant risk to the Company at present is the
lack of skills in the construction industry, coupled with the
high level of construction activity within South Africa, exposing
the Company to an increase in the number of accidents, and

therefore injuries, on duty.

In respect of costs incurred in the rehabilitation of the injured
worker, the Company is also exposed to the effect of HIV /
AIDS in respect of recovery periods — the longer the period of
recovery the higher the costs incurred, or, due to the inability
to recover fully, a pension may be awarded; this risk may be
alleviated by the introduction of anti-retroviral drugs & AIDS /
HIV awareness campaigns.

The risk of fraudulent claims and or pensions is mitigated by
good systems of internal controls and segregation of duties
within the claims departments. All claims reported and
registered are matched / linked to in-force policies and good
communication with the policyholders (employers of injured
workmen) exists. A pension can only be created if a claim has
been registered, and thereafter the Company is exposed to
fraud in respect of:

* lIdentity fraud e.g. a pensioner dies (and the family does
not inform the Company) and an individual obtains a
false identity document (“ID”) and presents themselves
as this pensioner. This risk is mitigated by comparing ID
documents on file to the presented ID.

* Unreported deaths e.g.an individual dies and the family does
not inform the Company and therefore the Company
continues paying the monthly pension. This risk exists for
a maximum period of 12 months as annual life certificate
confirmations are requested, together with a copy of their
ID. If the necessary documentation is not received by 30

June each year, the pension is suspended.

The Company can increase rates and benefits.The risk of rates
and benefits being mismatched is low.

Management of risks

Rates are reviewed annually based on costs incurred and ac-

cidents registered relative to the premium income generated.
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The Company constantly promotes health and safety in the
construction industry and,where required,assists policyholders
to improve their safety via site visits, training, sponsorships etc.
The Company also recognises excellent safety records via its
rebate programme (see note 2.7)

Sources of uncertainty in the estimation of future
claim payments

Claims are payable on a claims-occurrence basis and
therefore the Company is liable for all insured events that
occurred during the period of insurance, even if the loss is
only discovered after the end of the contract term.Accidents

are generally reported within the year incurred (88%), and

Claims and benefits

by the end of the following year, 99% of accidents have
been reported. Claims payments however, take longer with
between only 50% and 60% of costs being paid in the year
of the accident, and up to 90% being paid by the end of the
following year.As a result, the estimation of outstanding costs
is based on the best available information and knowledge at
each year-end. Given the uncertainty as a result of the factors
above, it is likely that the final outcome will be different
from the original liabilities (outstanding estimates and IBNR)
raised. The pension’s liability is also exposed to assumptions
made at the end of each year. A sensitivity analysis of these
assumptions is provided in the pension liability note 14.2. (See
note 3 regarding areas of judgement).

Claims and benefits, including the number of accidents per region, are tabled below:

Claims Pensions Accidents
Costs awarded registered
R’000 R’000
2012
Johannesburg 63,132 43,018 4,244
Cape Town 32,514 16,004 2,723
Durban 13,760 7,669 1,290
Total 109,406 66,691 8,257
2011
Johannesburg 58,887 32,697 4,364
Cape Town 28,944 13,384 2,511
Durban 11,977 14,340 1,224
Total 99,808 60,421 8,099

4.2. Financial risk

The Company is exposed to financial risk through its financial

assets, financial liabilities, reinsurance assets and insurance

The Federated Employers’ Mutual Assurance Company
Proprietary Limited (RF)

liabilities. The key financial risk is that the proceeds from its
financial assets are not sufficient to cover the obligations arising
from its insurance contracts.The main components are interest

rate risk, equity price risk, credit risk and liquidity risk.

INTEGRATED ANNUAL

REPORT 2012 Notes to the Financial Statements



NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

4.2.1. Interest-rate risk

The Company holds 25% (201 1: 28%) of its financial assets in
debt securities (Government Bonds and Public Utility Bonds)
and the remainder of investments are invested in equities,
collective investment schemes, credit opportunities, money
market and unit trusts. The return on these instruments, and
market value of debt securities are affected by fluctuations in
interest rates.

A sensitivity analysis on interest rate movements is

disclosed in note 6.7.

The pensions liability is actuarially valued on an annual basis,
which is impacted by the future anticipated interest return —
see note 14.2.

4.2.2. Credit risk

The Company has exposure to credit risk, which is the risk
that a counterparty will be unable to pay amounts in full when

due. Key areas of exposure are:

* reinsurers’ share of insurance liabilities,

* amounts due from reinsurers’ in respect of claims payments
already made, and

* amounts due from policyholders

* debt securities.

Reinsurers

The credit worthiness of reinsurers is considered on an annual
basis by reviewing their financial strength before finalising any
contract. The Company’s reinsurance liabilities are covered by
seven diverse reinsurers. Where possible, the Company only

uses companies with minimum credit rating of A.

4.2.3. Liquidity risk

The Company is exposed to daily calls on its available cash
resources, mainly from short term claims. Liquidity risk is the
risk that cash resources are not available to pay claims when
due. The Company ensures that adequate levels of cash are

available immediately without incurring penalties.

0-1 year 1-3 years > 3 years Total
2012
Trade and other payables 26,508 5,551 - 32,059
Capitalised value of pensions 67,000 142,040 630,443 839,483
Provision for rebates: non-current - 121,613 - 121,613
Provision for rebates: current 105,539 - - 105,539
Total 199,047 269,204 630,443 1,098,694
2011
Trade and other payables 18,924 4,566 - 23,490
Capitalised value of pensions 54,808 116,741 600,765 772,314
Provision for rebates: non-current - 109,050 - 109,050
Provision for rebates: current 104,614 - - 104,614
Total 174,604 234,099 600,765 1,009,468

4.2.4. Equity price risk

This is the risk that the Company will not realise the value of
its equity securities, which may impact the Company’s ability

to meet liabilities. In terms of the Company’s licence from the

The Federated Employers’ Mutual Assurance Company 43
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Compensation Commissioner,a minimum value of investments,
to cover all insurance liabilities, must be invested in low-risk
/ no-risk instruments, and therefore all equity securities are
considered “surplus assets”. A sensitivity analysis on equity risk
is disclosed in note 6.7.
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Furniture & Office Computer Motor
fittings | equipment | equipment| vehicles Total
R'000 R'000 R"000 R'000 R"000
5. FURNITURE, EQUIPMENT
AND MOTOR VEHICLES
Year ended 31 December 2012
Opening cost 1741 810 3 000 4723 10 274
Opening accumulated depreciation (1 470) (662) (2 266) (2 462) (6 860)
Opening net book amount 271 148 734 2 261 3414
Additions 24 57 713 950 1 744
Disposals - - ) (23) (€1)]
Depreciation charge (88) (48) (660) (883) (1 679)
Closing net book amount 207 157 779 2 305 3448
Cost 1764 867 3 541 4 502 10 674
Accumulated depreciation (1 558) 710) (2761) (2197) (7 226)
Net book amount 206 157 780 2 305 3448
Year ended 3| December 201 |
Opening cost I 694 810 2567 4 847 9918
Opening accumulated depreciation (1373) (604) (1 443) (2 697) 6 117)
Opening net book amount 321 206 | 124 2150 3801
Additions 47 - 458 | 093 1 598
Disposals - - 9) (63) (72)
Depreciation charge (97) (58) (839) 919) (1913)
Closing net book amount 271 148 734 2261 3414
Cost | 741 810 3000 4723 10 274
Accumulated depreciation (1 470) (662) (2 266) (2 462) (6 860)
Net book amount 271 148 734 2261 3414

Depreciation expenses of R1,68m (201 [:RI,9m) have been charged to management expenses (Note 20).
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2012 2011
R'000 R'000
6. FINANCIAL ASSETS
6.1 At fair value through income
Local:
- Listed equity securities 611566 438 401
- Balanced fund portfolios 431 978 332 502
- Listed debt securities: fixed interest rate 175 790 129 619
- Unlisted debt securities: fixed interest rate - 30218
- Listed debt securities: inflation linked 765 861 633 346
- Unlisted corporate debt securities with derivative overlay 386 799 336 978
2371 994 | 901 064
Foreign:
- Unitised investments 501 773 572 837
- Unitised equity securities 73 658 53 425
- Unlisted corporate debt securities with derivative overlay 251 926 220 586
827 357 846 848
Money market investments
- Local 238 655 100 525
- Foreign with derivative overlay 333 943 46
572 598 100 571
3771949 2 848 483
Non Current 3 199 351 2747 912
Current 572 598 100 571
Total financial assets 3771 949 2 848 483

The Company has invested through investment linked insurance policies into unlisted local and foreign corporate debt
securities with non-discretionary derivative overlays. The effect of the derivative overlays is to swap the cash return on the
underlying debt securities for equity returns on the full notional amount invested (based on the performance of
representative local and global equity indices). The residual return derived from these instruments thus comprises both the
credit spread on the underlying debt securities and the equity returns based on the performance of the relevant indices.
The instruments are unlisted and liquidity is dependent upon the maturity dates of the underlying debt securities, which

range between 3 and 5 years.

The local equity derivative contracts reference an approximation of the JSE SWIX Total Return Index (by combining the
SWIX40 Total Return Index and the FINDI30 Total Return Index in proportions such that the exposure to the underlying
resource, industrial and financial sectors is mirrored as closely as possible to the JSE SWIX Total Return Index on the trade

date).

The global equity derivative contracts reference the MSCI All Countries Index.
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2012 2011

R'000 R'000
6.2 Movement in financial assets at fair value through income
At the beginning of year 2 848 483 2 426 148
Additions 3 624 695 3872726
Disposals (3 098 242) (3 579 809)
Income accrued 32019 40011
Foreign exchange differences 19 428 21 461
Net unrealised gain 345 566 67 946
At 31 December 3771 949 2 848 483

A requirement of the Company's licence is to hold assets which comply with the requirements of Regulation 34 of the
regulations made under section 76 of the short term insurance act of South Africa, regulating the composition of the assets
to be held in respect of insurance business, to cover specified insurance liabilities of the Company - minimum required assets.
This minimum requirement is RI 513,Im (201 [: Rl 372,8m) and qualifying assets totalled Rl 980,5m (201 /:RI 807,7m).
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2012 2011
R'000 R'000
6.3 Credit quadlity of financial assets
Debt securities
Fixed interst rate
AAA (Stable, high quality) 114 153 121 342
A+ (Stable, high quality) 12 344 -
BBB+ (Long term stable) 5240 -
131 737 121 342
Inflation linked
AAA+ (Stable, highest quality) 701 214 556 021
A+ (Stable, high quality) 64 646 -
897 597 677 363
Other financial assets
Investment linked insurance policies AA (Stable, high quality) 416 247 332502
Foreign debt securities BBB (Long term stable) 50 449 37 923
Local money market AA+ (Stable, high quality) 238 655 100 525
Foreign money market BBB- (Long term stable) 333943 -
1 039 294 470 950
Non-rated financial assets 1 835 058 1 700 170
2 874 352 2171120
Total financial assets at fair value through income 3771 949 2 848 483
Trade and other receivables
Counterparties without external rating:
Existing customers with no defaults in the past
Insurance receivables 28 527 16 592
Reinsurance assets 9 379 1108l
Other receivables 7 945 8396
Counterparties with external rating: other receivables
AAA+ (Stable, highest quality) 1734 1 272
AAA (Stable, high quality) 1 876 2373
A+ (Stable, high quality) 626 -
Total trade and other receivables 50 087 39714
Cash and cash equivalents
BBB+ (Stable) 11947 15389
BBB (Long term stable) 8 064 4683
Cash on hand 11 I
20 022 20 083
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2012 2011
R'000 R'000
6.4 Financial assets at fair value through income are
denominated in the following currencies:
- investment linked policies and equity securities - ZAR 1 043 545 770 903
- Equity securities - USD 575 431 626 262
- Money market investments - ZAR 238 655 100 525
- Money market investments - USD 333 943 46
- Unlisted corporate debt securities - ZAR 386 799 336 978
- Unlisted corporate debt securities - USD 251 926 220 586
- Debt securities - fixed interest rates - ZAR 175 790 159 837
- Debt securities - inflation linked - ZAR 765 860 633 346
3771949 2 848 483
ZAR 2610 649 2001 589
usD 1161 300 846 894
3771 949 2 848 483
6.5 Maturity analysis
Year ended 3| December 2012
0-1 year [-3 years 3-5 years Total
Local:
- Listed equity securities 611567 - - 611567
- Investment linked insurance policies - 431 978 - 431 978
- Listed debt securities: fixed interest rate - 175 790 - 175 790
- Listed debt securities: inflation linked - 765 860 - 765 860
- Listed unit trust investments - - - -
- Unlisted corporate debt securities - - 386 799 386 799
611 567 | 373 628 386 799 2 371 994
Foreign:
- Listed unit trust investments 501 773 - - 501 773
- Listed equity securities 73 658 - - 73 658
- Unlisted corporate debt securities - 251 926 - 251 926
575 431 251 926 - 827 357
Money market investments
- Local 238 655 - - 238 655
- Foreign 333 943 - - 333 943
572 598 - - 572 598
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5.5  Maturity analysis cont.

Year ended 31 December 201 |

0-1 year [-3 years 3-5 years Total
-ocal:
- Listed equity securities 438 403 - - 438 403
- Investment linked insurance policies - 332502 - 332502
- Listed debt securities: fixed interest rate - 159 837 - 159 837
- Listed debt securities: inflation linked - 633 344 - 633 344
- Credit opportunities - - 336 978 336 978
438 403 | 125 683 336 978 I 901 064
~oreign:
- Listed unit trust investments 572 837 - - 572 837
- Listed equity securities 53 425 - - 53 425
- Credit opportunities - 220 586 - 220 586
626 262 220 586 - 846 848
Money market investments
- Local 100 525 - - 100 525
- Foreign 46 - - 46
100 571 - - 100 571
Total financial assets | 165 236 | 346 269 336 978 2 848 483
2012 2011
R'000 R'000
5.6  Fair value hierarchy
—evel |
- Listed equity securities 685 225 491 828
- Listed unit trust investments 501 773 572 837
—evel 2
- Listed debt securities 941 650 793 18l
- Money market investments 572 598 100 571
- Investment linked insurance policies 431 978 332502
- Credit opportunities 638 725 557 564
3771 949 2 848 483

The Company has established clear guidelines for classifying financial instruments within the fair value hierarchy.
Classifications within each level of hierarchy have been consistently applied.
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2012 2011
R'000 R'000
6.7  Sensitivity analysis on market value
Impact on financial assets if:
- Emerging markets down by 30% (14%) (8%)
- Rand depreciates by 20% 5% 5%
- Alsi down by 10% and rates down by 2% 4% 3%
- Alsi down by 10% (2%) (4%)
- SA interest rates down 2% 5% 7%
South African rand value impact on financial assets if:
- Emerging markets down by 30% (531 986) (227 949)
- Rand depreciates by 20% 195 794 142 779
- Alsi down by 10% and rates down by 2% 137 042 78 282
- Alsi down by 10% (58 743) (108 600)
- SA rates down 2% 195 786 186 882
7. REINSURANCE ASSETS
Reinsurers' share of insurance liabilities 9 379 1108l
0 to | year 1477 1 979
2 to 5 years 3184 2834
> 5 years 4718 6 268
9 379 1108l
Amounts due from reinsurers in respect of claims already paid by the company, are included in other receivables.
8. INSURANCE RECEIVABLES
Pipeline premium accrued 25 764 16718
Due from policyholders 11 083 7 992
Less provision for impairment of amounts due from policyholders (8 320) (8 118)
28 527 16 592
0 to | year 28 527 16 592

There is no concentration of credit risk with respect to the amounts due from policyholders, as the Company has a number
of nationally dispersed policy holders.

The Company has written off R0,40 million (20/1: R1,60 million) for the impairment of amounts due from policyholders,
which has been set off against estimated premium income (Note 17).
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2012 2011
R'000 R'000
9. OTHER RECEIVABLES
Accrued investment income - financial assets 4 839 5063
Reinsurance receivables 6172 6 555
Prepayments 168 144
Related parties 131 109
Other 871 170
12 181 12 041
0 to | year 6 009 5486
2 to 5 years 3 402 2931
> 5 years 2770 3624
12 181 12 041

There is no concentration of credit risk with respect to the other receivables, as the amounts are due from various sources and

different parties.

10. Financial instruments by category

Financial
Fair value liabilities at ~ Non-financial
Year ended 31 December 2012 through Loans and amortised assets &
Assets as per statement of financial positic  income receivables cost liabilities Total
Financial assets at fair value through income 3771 949 - - - 3771949
Cash and cash equivalents - 20 022 - - 20 022
Furniture, equipment and motor vehicles - - - 3448 3448
Insurance receivables - 28 527 - - 28 527
Other receivables - 12 181 - - 12 181
Taxation receivables - - - - -
Reinsurance assets - - - 9379 9 379
Total 3771 949 60 730 - 12 827 3 845 506
Liabilities per statement of financial position
Insurance liabilities
- Outstanding Claims - - - 244 962 244 962
- Capitalised value of pensions - - - 864 550 864 550
- Unearned premium reserves - - - 89 196 89 196
- Merit rebates-non current - - - 121 613 121 613
- Merit rebates-Current - - - 105 539 105 539
- Reinsurance premium due - - 413 - 413
Employee benefit liabilities - - - 902 902
Trade and other payables - - 31 646 - 31 646
Total - - 32 059 1 426 762 1 458 821
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10. Financial instruments by category continued

Year ended 31 December 201 |
Assets as per statement of financial position

Financial assets at fair value through income
Cash and cash equivalents

Furniture, equipment and motor vehicles
Insurance receivables

Other receivables

Taxation receivables

Reinsurance assets

Total

Liabilities per statement of financial position
Insurance liabilities

- Outstanding Claims

- Capitalised value of pensions

- Unearned premium reserves

- Merit rebates-non current

- Merit rebates-Current

- Reinsurance premium due

Employee benefit liabilities

Trade and other payables

Total

Fair value of financial instruments

Financial
Fair value liabilities at Non-financial
through Loans and amortised assets &
income receivables cost liabilities Total
2 848 483 - - - 2 848 483
- 20 083 - - 20 083
- - - 3414 3414
- 16 592 - - 16 592
- 12 041 - - 12 041
- 6 300 - - 6 300
- - - 11 08l 11 08l
2 848 483 55016 - 14 495 2917 994
- - - 195 864 195 864
- - - 772 314 772 314
- - - 81 406 81 406
- - - 109 050 109 050
- - - 104 614 104 614
- - 324 - 324
- - - | 633 | 633
- - 23 166 - 23 166
- - 23 490 | 264 881 |1 288 371

The Company's financial instruments mainly consists of financial assets designated at fair value through income, loans and receivables and

financial liabilities. The methods for recognition and measurement of financial instruments are disclosed in the Company's accounting

policies. The fair values have been calculated and measured consistently with the methods described in the accounting policies.

Set out below is a comparison by class of the carrying amounts and fair value of the Company's financial instruments that are carried in the

financial statements.The table does not include fair values of non financial assets and non financial liabilities.

2012

Financial Assets at fair value through income
Investments

Loans and receivables
Cash and cash equivalents
Trade receivables

Total financial assets

Financial liabilities
Reinsurance premium due
Trade and other payables

Total financial liabilities

Financial assets and financial liabilities for which the carrying value approximates fair value.

Carrying value Fair value Carrying value Fair value

3771949 2 848 483

20 022 20 022 20 083 20 083

40 708 40 708 34933 34933

60 730 3 832 679 55016 2 903 499

413 413 324 324

31 646 31 646 23 166 23 166

32 059 32 059 23 490 23 490

Management considers the carrying amount of financial assets and financial liabilities that are liquid or have a short term maturity (less than

12 months) to approximate their fair value.
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2012 2011
R'000 R'000
11. ORDINARY SHARE CAPITAL
Authorised and issued
500,000 ordinary shares of 2 cents each 10 10
(2011:500,000 ordinary shares of 2 cents each)
There has been no movement in the authorised and issued share capital of the Company for the year.
12. STATUTORY CONTINGENCY RESERVES
Opening balance 38719 37 28I
Movement (38719 | 438
Closing balance - 38719

Statutory contingency reserve comprise the following balances:

In terms of the reserving requirements of the Short-term Insurance Act of 1998, the Company is no longer required to hold

10% of gross premiums received less approved reinsurance less rebates as a statutory contingency reserve.

13. INCOME TAX

The Company is exempt from income tax and VAT in terms section 10(1)(t)(xvi)(cc) of the Income Tax Act.

14. INSURANCE LIABILITIES AND REINSURANCE ASSETS

Gross

Outstanding claims

Capitalised value of pensions
Unearned premiums

Provision for rebates - non-current
Provision for rebates - current
Reinsurance premiums due

Total insurance liabilities - gross
Recoverable from reinsurers

Outstanding claims recoveries

Total net insurance liabilities

244 962 195 864
864 550 772314
89 196 81 406
121 613 109 050
105 539 104 614
413 324
1 426 273 | 263 572
(9 379) (11 081)
1416 894 1 252 491
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2012 2011
R"000 R'000
14.1 Outstanding and unintimated claims
Outstanding claims - reported claims 226 280 180 326
Incurred but not reported ("IBNR") 18 682 15538
244 962 195 864

The risks associated with the number of accidents registered and the future claims to be paid are difficult to predict and the
liability therefore contains an element of uncertainty. The outstanding claims estimate is based on the average cost of a
claim for each underwriting year, less claims paid and pension awards made to date. The average cost per claim is
recalculated at each year end to ensure that the estimate is updated and correctly reflects the future anticipated costs. The
IBNR liability is based on historical trends which best reflect the future claims to be registered in respect of past

underwriting periods.

Claims development (Outstanding claims, accidents registered and average claims costs)

The development of gross outstanding claims for the last five years is shown below:

Accident / underwriting year prior to 2009 2009 2010 2011 2012
Estimate of ultimate claims costs (including IBNR)
- at end of underwriting year 129 043 147 692 144 584 111978 176 986
- one year later 126 096 120 473 136 604 120 138
- two Years later 114 621 132 744 144 141
- three years later 127 212 128 083
- four years later 135673
Current estimate of cumulative claims 135673 128 083 144 141 120 138 176 986
Cumulative payments & pension awards to date (101 809) (104 635) (109 683) (88 303) (55 628)
Liability recognised in balance sheet 33 864 23 448 34 458 31 835 121 358
Total liability recognised in the balance sheet 244 962
The development of accidents registered for the last five years is shown below:
Accident | underwriting year 2008 2009 2010 2011 2012
- at end of underwriting year 9 450 9313 8 537 7 324 7 565
- one year later 10 676 10 249 9072 7912 -
- two Years later 10 854 10 337 9 147 - -
- three years later 10 896 10 366 - - -
- four years later 10914 - - - -
The development of average cost of claims for the last five years is shown below:
Accident / underwriting year 2008 2009 2010 2011 2012

R R R R R
- at end of underwriting year 11035 13169 15311 13813 17 153
- one year later Il 586 13490 14 775 14971 -
- two years later 11907 1707 14 847 - -
- three years later 10 650 Il 594 - - -
- four years later 10 505 - - - -
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14.1 Outstanding and unintimated claims (continued)

Movement in outstanding claims and IBNR

2012

Claims and benefits
Notified claims

Incurred but not reported

Total at beginning of year

Cash paid for settled claims
Pensions awarded

Increase in liabilities

- arising from current year claims
- arising from prior year claims

Total at end of year

Notified claims
Incurred but not reported

Total at end of year

Movement for the year Note 19

2011

Claims and benefits
Notified claims

Incurred but not reported

Total at beginning of year
Cash paid for settled claims
Pensions awarded

Increase in liabilities

- arising from current year claims
- arising from prior year claims

Total at end of year

Notified claims
Incurred but not reported

Total at end of year
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Gross Reinsurance Net
180 326 (11 08l) 169 245
15538 - 15538
195 864 (11 081) 184 783
(109 406) 6232 (103 174)
(66 691) - (66 691)
309 971 (9 379) 300 592
176 986 (1 477) 175 509
132 985 (7 902) 125 083
329 738 (14 228) 315510
226 280 (9 379) 216 901
18 682 - 18 682
244 962 (9 379) 235 583
49 098 1 702 50 800
Gross Reinsurance Net
156 368 (10 235) 146 133
20 165 - 20 165
176 533 (10 235) 166 298
(101 023) 8 001 (93 022)
(60 421) - (60 421)
195 864 (8 847) 187017
111978 (1979) 109 999
83 886 (6 868) 77018
210 953 (11 081) 199 872
180 326 (11 081) 169 245
15538 - 15538
195 864 (11 081) 184 783
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2012 2011
R'000 R'000
14.2 Capitalised Value of Pensions
Opening balance 772 314 628 769
Transfer from income statement Note 19 92 236 143 545
Closing balance 864 550 772 314

Independent actuarial valuations of the capitalised value of pensions liability are ordinarily carried out every year. The most
recent valuations were done at 31 December 2012 and 3| December 201 I.

The principal actuarial assumptions utilised in the calculation of the liability are as follows:
Pensions liability assumptions

Investment return 9.09% 8,00%
Annual pensions increases 7,47% 6,50%
Net discount rate 1,51% 1,50%

Expense assumptions

Administration cost per pensioner R 1750 R 1650
Investment return 9.09% 8,00%
Inflation 7,47% 6,50%

Assumptions used

Mortality & morbidity

An allowance for HIV & AIDS has been made in line with the allowance made in 201 |. This has been based on the effect of
the allowance on the pensioner liability (i.e. an approximate 7.5% reduction in the liability).

Economic assumptions
The discount factors in respect of investment income, future pension increases and management expense inflation have all
been revised in line with the change in the economic environment, and are explained individually below:

Investment income:

Investment income returns have increased to 9.09% (201 1: 8.00%), with reference to fixed interest yields at the valuation
date, using a term matching the expected remaining lifetime of an average aged pensioner, that being 21 years.

Pension increases:
We have assumed that future pension increases will target inflation of 7.47% (2011: 5.5% + 1.0% ). We have therefore
assumed a pension escalation of 7.47%.

Expense increases:
Expense inflation for 2013 onwards is assumed to be 7.47% per annum.

Impact of HIV / AIDS
The actuaries have allowed for the impact of AIDS on the life expectancy of pensioners by reducing the pensioner liabilities
by 7.5%.This is in line with the effect of the AIDS reduction applied in the previous valuation.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000
14.2 Capitalised value of pensions (continued)
Experience adjustments in respect of independent external actuarial valuation
(Performed as at 31 December 2012, and 201 1)
Opening balance (Valuation 2012 & 201 1) 772 314 628 769
New pensions awarded 65 813 62 563
Catch-up increase to CPI purchasing power (201 1: 100%) - 28 574
Unwinding of discount rate and expected benefit payments and expenses 15 190 (30)
Movement in first tier margins 1 404 15099
Change in expectation for pension increases 79 777 32483
Other movement (69 948) 4 856
Closing balance (Valuation 2012 & 2011) 864 550 772 314

Sensitivity analysis
There are two critical assumptions made in the valuation of the pensions liability, namely the net discount factor and the inflation
assumption. A sensitivity analysis of this is summarised below:

R'000 %
Net discount factor
| % increase or decrease in the net discount factor would impact the pension liability as follows:
Current best estimate liability excluding reserves 781 124
| % increase in net discount rate 693013
Impact on the liability @88111I) -11,3%
|% decrease in net discount rate 891 242
Impact on the liability 110118 14,1%
Inflation assumption
|% increase or decrease in the inflation assumption would impact the pension liability as follows:
Current best estimate liability excluding reserves 781 124
|% increase in the inflation rate 883 886
Impact on the liability 102 762 13,2%
|% decrease in the inflation rate 696 988
Impact on the liability (84 136) -10,8%

Liquidity

Claims and benefits are currently funded by operational cash i.e. premium receipts plus investment income, less expenses paid. The
Company is not exposed to a high level of liquidity risk as it very rarely pays lump sum benefits to individuals and only incurs
monthly pension payments and normal short-term claims. The cash & cash equivalents and short term investments are adequate
to cover all short-term claims at year end.

All insurance liabilities (Note 14), excluding the rebates provision, are covered by bonds and investment linked insurance policies
(see note 6). Every 6-12 months the duration and future cashflows of the bonds are compared to the duration and future
cashflows of the existing pensioners. The last comparison was performed in December 2012 as part of the year end valuation and,
prior to that, in December 201 1. No material mis-matches were highlighted.
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2012 2011

R"000 R'000
14.3 Movement in unearned premium provision
Unearned premium provision
At beginning of year 81 406 77 398
Movement during the period (See note |7 Premium income) 7 790 4 008
- Increase in the period 89 196 81 406
- Release during the period (81 406) (77 398)
Total at end of year 89 196 81 406

As the reinsurance contract runs from Ol January to 31 December, there is no unearned premium asset in respect of

reinsurance.

14.4 Provision for rebates

Opening balance - non-current 105 539 104 614
Transfer to current (105 539) (104 614)
Charge to income statement 116 203 105 539
Closing balance - non-current 116 203 105 539
Opening balance - non-current pipeline premium 3511 4771
Increase / (decrease) in provision 1 899 (1 260)
Closing balance - non-current pipeline premium 5410 3511
Opening balance - current 104 614 94 374
Transfer from non-current 105 539 104 614
Rebates paid (96 003) (88 690)
Reversal to income @8e6ll) (5 684)
105 539 104 614
Charge to income 109 492 98 595
Total charge for rebates paid & provided 109 492 98 595
14.5 Reinsurance liabilities
Pipeline premium 413 324
Reinsurance premiums due 413 324
INTEGRATED ANNUAL
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
Notes R'000 R'000

I5. TRADE AND OTHER PAYABLES
Investment asset managers 770 411
Staff incentives 12 267 10 442
WCC uninsured Employers contribution 10 343 4909
SARS (PAYE) 404 403
Outstanding cheques 6 55
Outstanding investment settlements 352 283
Operating lease adjustment 972 477
Consulting fees 629 179
Internal audit - 223
Other 5903 5784

31 646 23 166
0 to | year 26 095 18 600
2 to 3 years 5551 4566

31 646 23 166
16. EMPLOYEE LEAVE LIABILITY
Opening balance 1 633 | 346
Utilised during the year (1 041) (253)
Charge to statement of comprehensive income 310 540
Closing balance 902 | 633
17. NET INSURANCE PREMIUM REVENVUE
Premium income 561 796 490 734
Estimated premium, net of allowances and write offs 514 322 471 680
Pipeline premium - current year 25 764 16 719
Adjustment to estimates - prior year 21710 2335
Change in unearned premium provision (7 791) (4 008)
Estimated premium (6 328) (4 978)
Pipeline premium (1 463) 970
Insurance premium revenue 554 005 486 726
Estimated premium ceded (6 181) (5 226)
Pipeline premium ceded (87) (43)
Insurance premium revenue ceded (6 268) (5 269)
Net insurance premium revenue 547 737 481 457

The reinsurance cover for 2012 and 201 | was purchased with an inception date of | January, and there is therefore no

unearned reinsurance asset at year—end.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000
18. INVESTMENT INCOME
Financial assets at fair value through income:
Interest income
- financial assets 55 409 56 304
- money market unit trusts 15412 12 521
- investment bank account 228 551
- operational bank account 639 | 188
71 688 70 564
Dividend income 33 366 22 422
Foreign exchange gains 19 489 25 683
Realised gains on financial assets
- equity securities 63 467 6 030
- debt securities 4 370 12 422
- balance fund's 100 5684
- unlisted corporate debt securities 84 680 13 587
- foreign investments 85 485 317
- money market instruments (1)) 86
Realised losses on financial assets
- equity securities (286) (1 104)
- debt securities (366) (5 629)
237 399 31393
Unrealised gains / (losses) on financial assets
- equity securities 104 667 17 942
- debt securities 99 162 46 503
- balance fund's 40 722 (9 845)
- foreign investment 81 922 25914
- unlisted corporate debt securities 19 093 (12 569)
345 566 67 945
Net gains / (loss) on financial assets 582 965 99 338
Total investment income 707 508 218 007
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000

19. INSURANCE CLAIMS & BENEFITS
Gross claims 158 504 120 354
Claims paid 109 406 101 023
Movement in claims liabilities Note 14.1 49 098 19 331

Claims 55 634 13014

Pending pension awards (6 536) 6317
Gross pensions 150 698 190 503
Pensions paid 58 462 46 958
Movement in pensions liability Note 4.2 92 236 143 545

New pensions awarded 66 691 60 421

Other movement in pensions liability 25 545 83 124
Reinsurance (1 726) (5782
Claims paid recovered from reinsurers 3 8ll) (8 001)
Movement in reinsurance assets Note 4.1 1 702 (846)
Movement in reinsurance receivables 383 3 065
Net claims and benefits 307 476 305 075
2012 Gross Reinsurance Net
Claims

Current year claims paid 54 894 - 54 894

Prior year claims paid 54512 38l11I) 50 701
Total 109 406 3s8ll) 105 595
Pensions

Current year pensions awarded 17 416 - 17 416

Prior year pensions awarded 49 275 - 49 275
Total 66 691 - 66 691
2011 Gross Reinsurance Net
Claims

Current year claims paid 46 953 - 46 953

Prior year claims paid 54 070 (8 00I) 46 069
Total 101 023 (8 001) 93 022
Pensions

Current year pensions awarded 17 416 - 17 416

Prior year pensions awarded 43 005 - 43 005
Total 60 421 - 60 421
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000

20. ADMINISTRATION EXPENSES
Depreciation Note 5 1 679 1 913
Staff costs Note 20.1 27 052 26 343
Directors' fees and remuneration Note 26 10 657 8 925
Auditors' remuneration Note 20.2 1 353 | 433
Operating lease rentals 3 996 3784
Profit on disposal of furniture, equipment and motor vehicle (54) (165)
BBBEE - Socio economic and skills development 4 406 3 682
BBBEE - Enterprise development - 3000
Claims recovery legal fees 140 1 792
Professional and other fees 3 826 3463
Other expenses 6 388 6334

59 443 60 504
Accident prevention expenses and grants 14 760 15795
Asset management expenses 7012 4 940

81 215 81 239
20.1 Staff costs
Basic salaries 20 077 18616
Pensions 2432 2 349
Medical aid 1 269 1318
Training & recruitment 998 473
Motor vehicles 995 1 124
Incentives 1223 2 435
Temporary staff 58 28

27 052 26 343
Average number of employees 76 75
20.2 Auditors’' remuneration
Auditors’ remuneration
Audit fees (current year) 1351 I 186
Audit fees (prior year) 2 247

1 353 | 433
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000
21. CASH GENERATED BY OPERATIONS
Income for the year 757 062 214 555
Adjustments for
- depreciation (Note 5) 1 679 1913
- profit on disposal of furniture, equipment & motor vehicles Note 20 (1)) (165)
- net gains on financial assets at fair value through income Note 18 (582 965) (99 338)
- changes in the impairment of insurance receivables 202 4100
Changes in operating assets and liabilities
- net (increase) / decrease in insurance receivables (12 137) 4926
- net (increase) / decrease other receivables (140) 3251
- net decrease / (increase) in reinsurance assets 1 702 (846)
- net increase in insurance liabilities 162 701 176 831
- net increase in trade and other payables 8 480 2 368
- net (decrease) / increase in employee leave provision (731) 287
Cash generated from operations 335 799 307 882
Income tax refunded 6 300 -
Net cash generated from operations 342 099 307 882

22. RETIREMENT BENEFITS

Provident fund

The retirement benefit fund, Sanlam Umbrella Provident Fund, is a defined contribution fund administered by Sanlam Employee
Benefits Administration Services and is governed by the Pensions Fund Act of 1956. The fund covers all qualifying employees.
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NOTES TO THE FINANCIAL STATEMENTS
for the year ended 31 December 2012

2012 2011
R'000 R'000

23. OPERATING LEASE COMMITMENTS
The Company leases all four regional offices under non-cancellable operating lease agreements. The leases have varying terms,
escalation clauses and renewal rights.

The Company also leases various computer and other equipment under cancellable lease agreements. The Company is
generally required to give between 3 and 6 months notice for the termination of these agreements.

The lease expenditure charged to the income statement during the year is disclosed in note 20.

The future aggregate minimum lease payments under non-cancellable operating leases are as follows:

Not later than | year 4 353 3996
Later than | year and not later than 5 years 11 464 15817
15817 19 813

24. RELATED PARTIES

24.1 Related parties

The Federated Employers' Trust Limited ("FET")

The Federated Employers' Trust Limited ("FET") owns 45.9% (201 I: 48.4%) of the issued share capital of the Company. FET
was created to facilitate the movement in shares transferred to and redeemed from new and cancelled policyholders
respectively.

Federated Employers' Trust ("The Trust")

The Trust, an inter-vivos trust, owns 100% (20/1: 100%) of FET, and was created to hold the share capital of FET. The
beneficiaries of The Trust are the policyholders of the Company. In terms of the Trust Deed, all reasonable expenditure
incurred by the trust must be paid by the Company.

In 2012 the amount paid to The Trust in respect of administration costs amounted to R22k (201 I: R2 k) which is included in
management expenses (Note 20).

24.2 Related party transactions

The Federated Employers' Trust Limited ("FET")

In 2012 FET charged the Company an administration fee of R58k (201 /: R53k) for services rendered which is included in
management expenses.

The net amount due by FET at 31 December 2012 is R131k (201 1:R109k).
Operating lease rentals

The Company leases its Houghton offices from Barrow Properties (Pty) Ltd , which is a related party. Operating lease costs
paid for the year were R3,20 million (201 I: R3,08 million). There were no amounts due to the related party at year end.
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2012
R'000

2011
R'000

24. RELATED PARTIES (continued)

24.2 Related party transactions (continued)

Premium income

Certain non-executive directors are employed by construction companies which hold policies issued by the Company. The
premium charged is at arms length, being at the same rates as would be applicable to all other policyholders. No amounts were
due by these these companies at year end. The following is a list of premium income received in respect of these related parties:

Director
Mr JR Barrow
Mr GD Irons
Mr NF Maas

Total premium income

Rebates paid

Company name

Barrow Construction (Pty) Ltd 472
Irons Construction (Pty) Ltd 1128
Gauteng Piling (Pty) Ltd & Free State Piling (Pty) Ltd 191

1791

404
423
252

| 079

Certain non-executive directors are employed by construction companies which hold policies issued by the Company. These
companies have received merit rebates. The basis of qualifying for merit rebates is the same as would be applicable to all other
policyholders. The following is a list of merit rebates paid in respect of these related parties:

Director Company name

Mr JR Barrow Barrow Construction (Pty) Ltd 139 138
Mr GD Irons Irons Construction (Pty) Ltd - 334
Mr NF Maas Gauteng & Free State Piling (Pty) Ltd 69 I
Total 208 483
25. EXECUTIVE COMMITTEE COMPENSATION

EXCLUDING EXECUTIVE DIRECTORS

Total cost of employment, excluding vehicle expenses 2572 2 16l
Vehicle expenses 398 367
Incentives 400 473
Medium term retention 862 536
Total earnings (Included in staff costs - note 20.1) 4 232 3537
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2012 2011

R'000 R'000
26. DIRECTORS' REMUNERATION
Executive Directors
Mrs TT Pugh
Basic salary 1403 1306
Provident fund 154 140
Medical aid 26 29
Leave encashment 80 -
Vehicle costs 170 170
Medium term retention 1457 1045
Incentive 469 653
Total earnings 3759 3343
Mr GM Mc Intosh
Basic salary 927 872
Provident fund 115 105
Medical aid 54 45
Leave encashment 123 43
Vehicle costs 153 122
Medium term retention 499 353
Incentive 139 242
Total earnings 2010 1782
Mr A Daya
Basic salary 939 862
Provident fund 110 100
Medical aid 50 61
Leave encashment 171 23
Vehicle costs 149 99
Medium term retention 499 343
Incentive 199 242
Total earnings 2117 1730
Total executive directors’ earnings 7 886 6 855
Non-Executive Directors' fees
Mr NF Maas (Chairman) 405 322
Mr JR Barrow 263 175
Mr MG llsley 409 316
Mr GD lrons 150 100
Dr APH Jammine 332 301
Mr CS Jiyane 231 147
Dr H Ngakane 281 193
Mrs PL Siphayi 243 176
Mr H Walker 457 340
Total non-executive directors' fees 2771 2070
Total directors’ earnings 10 657 8925
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THE FEM STORY

“The principal benefit will be that our company, however

large it may grow, will always take a more personal interest in

the affairs of its insured and in the care of injured workmen

than any impersonal State fund with its changing personnel of k
labour inspectors, police and magistrates. Our motto will be
‘service’ and | have no fear that in this connection, we can give

our insured better service than any State fund can do.”

This ‘credo’ from D F Corlett would serve Federated through
the coming generations as it does today.
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