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INTRODUCTION

The Federated Employers’ Mutual Assurance Company (RF) Proprietary Limited (FEM or the Company) 
has pleasure in presenting its Annual Report for the 2016 financial year. The report covers the performance 
of the Company for the period 1 January 2016 to 31 December 2016. The Company operates solely 
in the Republic of South Africa, however, a portion of its investment income is earned from foreign 
investments. 

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

The audited annual financial statements have been prepared according to International Financial 
Reporting Standards (IFRS), and the Companies Act 71 of 2008, as amended. The Company’s joint 
external auditors, PricewaterhouseCoopers Inc. South Africa and SizweNtsalubaGobodo Inc. have 
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 of 1941, was granted a licence to transact workmen’s compensation 
insurance for certain classes of businesses in the construction industry.  

Its business operations are confined to the insurance of employers against their liabilities under the 
Compensation for Occupational Injuries and Diseases Act of 1993 (the COID Act) and extend to any 
employer falling within Class V of the Commissioner’s industrial classifications for the construction 
industry.

In terms of its Memorandum of Incorporation (MOI), the Company operates as a mutual short-term 
insurer and shareholding is effectively restricted to policyholders. Shareholders are not entitled to any 
dividends or distribution of the assets of the Company, except for their share of the nominal amount 
of share capital upon dissolution. The mutual structure of the Company is entrenched in unalterable 
provisions in the MOI of the Company, hence the ‘RF’ designation in the Company’s name.

Targets

The primary objective of the Company is to assure policyholders and claimants of the ongoing 
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 monitor the long-term 
financial sustainability of the Company. Two 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 normal annual premium rebates to be paid to qualifying 
policyholders and before any investment income expected to be earned by the Company). 
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Currently, premium rebates are uncapped 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. 

The Company achieved its targeted underwriting result for the year:

Notwithstanding the

R1.785 billion 

(2015: R0) of special payments 
approved by shareholders during 
the year, the Company remains 
conservatively capitalised in excess of 
statutory capital requirements.

R125.4 million 

(2015: underwriting loss of 
R248.0 million).

Recording an underwriting profit 
before investment income

INTRODUCTION

The new B-BBEE codes for the construction industry 

are about to be introduced; their effect will be felt. We 

encourage our policyholders to do what is required to 

assist government to transform the economic environment. 
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The year 2016 was one of municipal elections and uncertainty about downgrading, however, the 
Company managed to deliver good benefits to our policyholders, as can be seen in the rest of this 
annual report. During the year, the Company paid out R1.035 billion to its policyholders, based on 

their contribution and claims performance over the past 20 years.  For many policyholders, this was most 
welcome, in light of the difficult trading conditions prevailing in the construction industry.

In addition, the Company has set aside R750 million to establish the FEM Education Foundation, which 
will assist students that show potential to achieve their dreams. The board is unanimous in its view of 
the importance of education in the empowerment of individuals and, thus, to the long-term future 
of our country. We are convinced that with proper planning and management, appropriately directed 
and controlled funding can make a meaningful difference in promoting educational and leadership 
development in our country.

The new B-BBEE codes for the construction industry are about to be introduced; their effect will be felt. 
We encourage our policyholders to do what is required to assist government to transform the economic 
environment. The industry welcomes the infrastructure rollout, which is beginning to make a difference 
and we are hopeful that this will support improved economic growth. 

Our Chief Executive Officer, Mrs Thelma Pugh, retired on 31 March 2017 and we wish to thank her for 
her outstanding service to FEM. Thelma received a number of special awards from industry associations, 
and a special letter of thanks from the Minister of Labour, for her dedication and commitment to health 
and safety in the construction industry. We wish Thelma everything of the very best for the future.

I am delighted to welcome our new Chief Executive Officer, Mrs Ndivhuwo Manyonga, who joins the 
Company and has been appointed to the board effective 1 April 2017.  Ndivhuwo is a qualified actuary 
who headed the employee benefits and human capital consulting division within Aon Hewitt South 
Africa prior to joining FEM. We wish her well in her new position.

REPORT OF  
THE CHAIRMAN

NF Maas

Chairman

We are convinced that, with 
proper planning and management, 
appropriately directed and 
controlled funding can make a 
meaningful difference in promoting 
educational and leadership 
development in our country.



4THE FEDERATED EMPLOYERS’ MUTUAL ASSURANCE COMPANY (RF) PROPRIETARY LIMITED ANNUAL REPORT 2016

I would like to thank the directors and staff of FEM for their dedication and hard work over the past year. 
They are available to deal with all queries, large and small, and policyholders are encouraged to bring 
problems to their attention.

NF Maas 

Chairman
Johannesburg
20 April 2017

REPORT OF THE CHAIRMAN
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The Company recorded 

favourable results and 

continues to grow in key 

areas of its business.

A special distribution of  

R1.035 billion
paid in the financial year 2016

R856 million 
in annual merit rebates over  

a five-year period

R163.6 million 
paid in medical claims in the 

financial year 2016

R84.4 million 
paid in pensions in the financial 

year 2016

R486 million 
to be paid to qualifying policyholders 

over a two-year period
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We are pleased to report on the activities and results of The Federated Employers’ Mutual 
Assurance Company (RF) Proprietary Limited for the year ended 31 December 2016. The 
Company recorded favourable results and continues to grow in key areas of its business. 

The Company continues to recognise policyholders with favourable loss ratios and has paid R856 
million in annual merit rebates over a five-year period. Included in the financial statements is a 
further R486 million to be paid to qualifying policyholders over a two-year period and a special 
distribution of R1.035 billion paid in the current year. The Company has also paid R163.6 million in 
medical claims and R84.4 million in pensions in the current financial year. 

Economic environment

Although the South African construction industry got off to a slow start in 2016, it remains a major 
contributor to employment and economic growth in the country. The industry has been in a slump 
for a number of years under the negative impact of no real promised infrastructure implementation, a 
significant skills shortage, decreasing order books and ongoing industrial unrest.

The latter part of 2016 started to show some signs of improvement and the majority of the nine largest 
construction groups reflected an increase in market capitalisation with an approximate 11% increase in 
the latter half of the year. 

The increase in the value of awarded civil projects was below the inflationary increase and this could 
suggest that this sector is not growing at all. The rate of decline appears to have bottomed out and 
reports indicate that the civil sector has begun to show signs of stabilisation. 2017 could be a big 
improvement if we take into account the 22% increase in civil projects out to tender. There is a strong 
and increasing demand from smaller construction companies in respect of industry sales. 

TT Pugh

Chief Executive Officer

The Company continues to 
recognise policyholders with 
favourable loss ratios and has paid 
R856 million in annual merit rebates 
over a five-year period.

REPORT OF THE CHIEF 
EXECUTIVE OFFICER 
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This appears to be supported by the Government’s drive to foster small construction companies and to 
assist them in taking advantage of opportunities that are arising. Projects are currently being divided 
into smaller phases, which is also allowing the smaller companies to compete with the larger players in 
the sector. 

The Government’s plan to address the infrastructure requirements in the future remains a promising 
development. This will, however, depend largely upon the relationship and coordination with the 
construction sector in order to resolve the mistrust arising from the collusion findings. We must remain 
cognisant of the fact that the construction industry is a lagging industry and there will have to be a 
significant turnaround in South Africa’s general economic growth before we can experience any significant 
construction industry growth. 

The construction industry remains remarkably resilient and appears to be coping with the downturn.

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 
in the financial services industry, the board strives and is committed to achieve compliance with all 
applicable regulations. 

Our governance processes continue to be enhanced. During the year, the Company continued its focus 
on the proposed new solvency requirements introduced by the Financial Services Board with regards 
to Solvency Assessment and Management (SAM). The Company is well positioned to meet these new 
solvency requirements proposed by the regulator.

Board of directors 

The Company has a stable board, which is considered to be well balanced in terms of skills and 
experience. Ten of the thirteen directors (77%) are non-executive directors of which four (40%) are black. 
In terms of the Company’s MOI, 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 ten non-executive directors, including the chairman, are classified as independent in 
terms of King III requirements.

Overall performance

Premiums raised on initial wage declarations for the current year increased by 9.0%. This favourable 
growth rate was offset by reduced premiums on finalisation of the previous year’s wage declarations, 
resulting in an overall 5.3% growth in gross premium income, which totalled R826.4 million for the year.

Premium growth was supported by a significant increase in new business, which amounted to R28.4 
million compared to R18.5 million in the previous year.

Gross claims and benefits decreased by 54.9% to R282.8 million for the year, mainly as a result of the 
year-on-year change in the pension valuation charge. 

REPORT OF THE CHIEF EXECUTIVE OFFICER 
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REPORT OF THE CHIEF EXECUTIVE OFFICER 

The pension valuation charge constituted a R32.5 million credit to profit for the current year compared 
to a R275.4 million charge against profit in the previous year. The main contributors to this significant 
year-on-year change are: (i) a change in actuarial valuation methodology to align to the ‘economic 
yield curve’ methodology required by the proposed new SAM capital regime; (ii) favourable changes in 
economic assumptions; and (iii) positive experience variances. 

New pensions awarded during the year totalled R123.0 million (2015: R127.4 million). The annual 
pensions increase approved by the Minister of Labour, effective 1 April 2017, is 5.0% (1 April 2016: 5.0%).

Administration expenses increased by R19.4 million to R124.3 million for the year, which is in line with 
the targeted cap of 15% of gross written premium. 

Accident prevention expenses and grants increased by 9.9% to R22.5 million for the year, reflecting 
the Company’s continued commitment to contribute to improved health and safety practices in the 
construction industry.

The Company recorded an underwriting profit before investment income of R125.4 million (2015: loss 
of R248.0 million) for the year. 

Investment income totalled R246.4 million and represents a 3.9% return on average financial assets held 
during the year (2015: 11.5%). This return is reflective of the prevailing market conditions and is ahead 
of the investment portfolio’s benchmark for performance of 2.7% for the year.

After adding net investment income, the Company recorded a net profit for the year of R343.8 million 
(2015: R440.2 million)

Special payments approved by shareholders, comprising R1.035 billion of special rebates to policyholders 
and R750 million to establish the FEM Education Foundation, are required by the relevant accounting 
standards to be expensed through the Company’s profit and loss account, resulting in the reporting of a 
net deficit in total comprehensive income for the year of R1.191 billion (2015: net credit of R190.2 million).

General

Information & technology

The Company’s computer operating system continues to be enhanced to meet 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 programming.

Employment equity

The Company is committed to creating a diverse workforce through the advancement of previously 
disadvantaged people, women and employees with disabilities. The Company continues to make 
progress on its employment equity plan.

Broad-based black economic empowerment (B-BBEE)

The Company also continues to make progress on its long-term B-BBEE strategy and has a current 
B-BBEE rating of ‘AAA’ (level two B-BBEE contributor). This is a 125% procurement recognition level and 
the Company aims to maintain this rating. 
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The Company is currently rated under the Financial Sector Charter (FSC) codes and was granted 
exemption for the following elements of the FSC scorecard due to its mutual status:

• Ownership
• Empowerment financing
• Access to financial services

Corporate governance

It is pleasing to report that the Company is substantially compliant with the recommendations of the 
King III code as detailed in the Corporate Governance report.

Solvency margin – international basis

The international solvency margin is calculated as net assets, per the financial statements, over the net 
insurance premium revenue. 

The decrease in the solvency margin from 509.5% to 336.3% at 31 December 2016 is wholly attributable 
to the R1.534 billion of special payments provided for in the current year. 

Occupational health, safety and rehabilitation

Financial assistance amounting to R12.9 million (2015: R9.9 million) was provided to the health and 
safety programmes of the various construction industry associations. Statistics reflect a 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 five years is presented 
below. The Company’s claims-registered cycle is normally 2½ years and, therefore, the figures for the 
2015 and 2016 years are subject to change. There is a clear indication of the decrease over time.

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

UNDERWRITING YEAR 2012 2013 2014 2015 2016

Financial year end

2012 2.43 – – – –

2013 2.65 2.41 – – –

2014 2.68 2.63 2.26 – –

2015 2.69 2.67 2.52 2.40 –

2016 2.70 2.69 2.55 2.54 2.45

It is also pleasing to report 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 2016, 
R233.5 million (2015: R225.5 million) was paid to policyholders in annual merit rebates.

REPORT OF THE CHIEF EXECUTIVE OFFICER 
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Health & safety awards

The Company continues to recognise policyholders that achieve excellence in health and safety. To 
receive these awards, policyholders have to meet or exceed very stringent criteria set by the Company. 
In addition to their normal merit rebate payment, award recipients also received an additional annual 
rebate. The 2016 recipients of these prestigious awards are:

• Platinum award: Murray & Roberts Power & Energy  
• Gold award: Cornfield Construction (Pty) Ltd
• Silver award: Actom Industry 
• Bronze award: Rodcol Contracts (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 you, we extend our very best 
wishes for the time that lies ahead.

Acknowledgements

Sincere thanks to our fellow directors for their continued advice and wise counsel throughout the year. 
On behalf of the board, we wish to convey our thanks to the executive team and employees of the 
Company for their commitment and loyalty and to our policyholders for their continued support.

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.

As I take leave from my office after 48 years of service, I would like to wish the construction industry 
everything of the best. Welcome to the incoming Chief Executive Officer, Mrs Ndivhuwo Manyonga, on 
the new journey that you have embarked on. Thanks to my executive team for their unwavering support 
and the board for your guidance.    

TT Pugh

Chief Executive Officer 

Johannesburg
31 March 2017

REPORT OF THE CHIEF EXECUTIVE OFFICER 
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The Chairman and Chief Executive Officer 

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.
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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 
codes of corporate practice and conduct recommended in the King III report and will be adopting the 
updated King IV approach in the year ahead.
 
By supporting these codes, the Company demonstrates its commitment to the highest standards of 
integrity and ethical conduct in dealings with all its stakeholders.

CORPORATE 
 GOVERNANCE

Board of directors

At the end of the period under review, there were 13 directors (2015: 13 directors) on the board, ten 
(2015: ten) of whom are non-executive. The non-executive directors bring diversity, experience, insight 
and independent judgement on issues of strategy, performance, resources and standards of conduct. 
Proposed new appointments are recommended by the Remuneration and Nominations committee for 
approval by the board. All such appointments are subject to shareholder approval at the next annual 
general meeting. The roles of Chairman and Chief Executive Officer do not vest in the same person, and 
the chairpersons of the various board committees are independent non-executive directors.
 
The Chairman and Chief Executive Officer 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. 

Executive directors have service contracts with the Company containing standard terms and normal 
notice periods. Non-executive directors have contracts stipulating their duties and responsibilities. 
These contracts provide for the removal of the director in inappropriate circumstances. In terms of the 
Company’s MOI, 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 Mr NF Maas, Mr MG Ilsley, Ms K 
Moodley and Mr FGM Cardoso. Executive and non-executive directors’ emoluments are disclosed in the 
accompanying annual financial statements. 

The board of directors meets 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.



3.  JR Barrow
  Non-Executive Director

10. H Walker
 Non-Executive Director

13. Dr APH Jammine
 Non-Executive Director

6. A Daya
 Executive Director

1. GM McIntosh 
 Executive Director

8. EJ Willis
 Company Secretary

7. K Moodley
 Non-Executive Director

Absent – FGM Cardoso
Non-Executive Director

12. TT Pugh
 Chief Executive Officer

5. Dr H Ngakane
 Non-Executive Director

2. MG Ilsley
 Non-Executive Director

9. MA Letshele
 Non-Executive Director

11. NF Maas
 Chairman

4. CJ Jiyane
 Non-Executive Director
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Attendance at meetings during the year 

BOARD FEB MAY SEPT OCT NOV

NON–EXECUTIVE DIRECTORS

NF Maas (Chairman) √ √ √ √ √

H Walker (Lead independent director) √ √ √ √ √

JR Barrow √ √ √ √ √

FGM Cardoso √ √ √ √ √

MG Ilsley √ √ √ √ √

APH Jammine √ √ √ √ √

CS Jiyane √ √ √ √ √

MA Letshele √ √ √ √ √

K Moodley √ √ √ √ √

H Ngakane √ √ √ √ √

EXECUTIVE DIRECTORS

TT Pugh (retired 31 March 2017) √ √ √ √ √

A Daya √ √ √ √ √

GM McIntosh √ √ √ √ √

√     Attended

Mrs N Manyonga has replaced Mrs TT Pugh as Chief Executive Officer and was appointed to the board 
effective 1 April 2017. 

Mr T Headbush’s appointment as the Compensation Commissioner’s representative on the board was 
formalised on 20 April 2017.  
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Audit committee

The Audit committee meets at least twice a year with management, the external auditors and internal 
auditors in attendance.  The external auditors 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 statutory report of the committee is presented on pages 19 and 20. 

Attendance at meetings during the year

 APR AUG

MG Ilsley (Chairman) √ √

JR Barrow √ √

H Walker √ √

K Moodley √ √

√     Attended 

Remuneration and Nominations committee

The Remuneration and Nominations committee advises the board on remuneration policies, packages 
and other terms of employment for all directors and senior executives.  Its specific terms of reference 
also include recommendations to the board on matters relating to, inter alia, staff remuneration policies, 
incentive schemes, executive incentives, nomination of new directors, recommendations on the 
composition of the various subcommittees and directors’ fees. The committee may seek advice from 
independent professional advisors.  The committee meets at least once a year unless otherwise required.

Attendance at meetings during the year

 APR NOV

H Walker (Chairman) √ √

NF Maas √ √

APH Jammine √ √

CS Jiyane √ √

√     Attended

CORPORATE 
 GOVERNANCE
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Investment committee

The Investment committee includes executive members, meets at least four times a year and acts under 
a delegated authority within the parameters of a board approved investment charter. 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 JUN AUG SEPT NOV APR

APH Jammine (Chairman) √ √ √ √ √ √ √

MG Ilsley √ √ √ √ √ √ √

NF Maas √ √ √ √ √ √ √

H Ngakane √ √ √ √ √ √ √

H Walker √ √ √ √ √ √ X

√     Attended

X     Not attended

Risk and Compliance committee

The Risk and Compliance 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 
the monitoring of actions taken in response to risks identified. The committee is also responsible for 
oversight of the compliance function. The committee may seek advice from independent professional 
advisors and meets at least twice a year unless otherwise required.

Attendance at meetings during the year

APR JUL NOV

H Walker (Chairman) √ √ √

MG Ilsley √ √ √

MA Letshele √ √ √

CS Jiyane √ √ √

K Moodley √ √ √

TT Pugh √ √ √

A Daya √ √ √

√     Attended

CORPORATE GOVERNANCE
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Social and Ethics committee

The Social and Ethics committee has an independent role and is governed by a formal charter. It assists 
the board in monitoring the Company’s activities in terms of legislation, regulation and codes of best 
practice with regards to compliance, transformation codes and interaction with policyholders and 
employees. The committee may seek advice from independent professional advisors and meets at least 
twice a year unless otherwise required.

Attendance at meetings during the year

FEB MAY AUG OCT

H Ngakane (Chairman) √ √ √ √

JR Barrow √ √ √ √

FGM Cardoso √ √ √ √

MA Letshele √ √ √ √

TT Pugh √ √ √ X

A Ismail √ √ √ √

A Daya √ √ √ √

√     Attended

X     Not attended

Executive committee

The Executive committee is appointed by the Chief Executive Officer and as such is not a subcommittee 
of the board.

The Chief Executive Officer, Mrs Thelma Pugh, chairs her Executive committee, which comprises executive 
directors and other senior executives. The committee is responsible for implementing the strategies and 
policies approved 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. 

During the year under review, the committee comprised:

• TT Pugh (Chief Executive Officer)
• A Daya (Chief Financial Officer)
• A Ismail (Chief Human Resources Officer)
• GM McIntosh (Chief Information Officer)
• R van Deventer (Chief Operations Officer)
• RG Spreadbury (Chief Underwriting Officer and Cape Town branch manager)
• MT Chirume (Chief Risk Officer)

Mrs Thelma Pugh retired on 31 March 2017 and has been replaced as Chief Executive Officer by  
Mrs Ndivhuwo Manyonga. Mr Robert Spreadbury retired on 31 March 2017 and has handed his 
responsibility for the Cape Town branch to Mr Bandile Mangisa. Mr Spreadbury’s underwriting 
responsibility has been transferred to the Chief Operations Officer. 

CORPORATE GOVERNANCE
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FINANCIAL OVERVIEW
FOR THE YEAR ENDED 31 DECEMBER 2016
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Statement of directors’ responsibilities

The Company’s board of directors is responsible for preparing this report and for the preparation and 
fair presentation of the accompanying annual financial statements for the year ended 31 December 2016 
in accordance with IFRS and the Companies Act (the Act). In accordance with section 29(2) of the Act, 
the board is responsible for ensuring that the annual financial statements are not false, misleading or 
incomplete in any material respect. 

The joint independent auditors are responsible for reporting on whether the accompanying annual 
financial statements are fairly presented in accordance with IFRS.

Internal financial controls

The board has considered and satisfied itself as to the adequacy of the Company’s system of internal 
financial controls. This assessment is supported by the report of the Audit committee.

Going concern

The annual financial statements have been prepared on the basis that the Company will continue as a 
going concern for a period of at least 12 months from the reporting period end. The board has reviewed 
the capital adequacy of the Company and the operating budget for the forthcoming year and has 
satisfied itself as to the appropriateness of the going concern assumption.  This assessment is supported 
by the report of the Audit committee.

General information

General information about the Company is provided in note 1 to the accompanying annual financial statements.

Financial review

Details of the Company’s financial position at 31 December 2016 and its results and cash flows for the 
year then ended are provided in the accompanying annual financial statements. A brief commentary 
thereon is set out below.

The Company recorded an underwriting profit before investment income of R125.4 million (2015: loss of 
R248.0 million) for the year. After adding net investment income, the Company recorded a net profit for 
the year of R343.8 million (2015: R440.2 million).

Special payments approved by shareholders, comprising R1.035 billion of special rebates to 
policyholders and R750 million to establish the FEM Education Foundation, are required by the relevant 
accounting standards to be expensed through the Company’s profit and loss account, resulting in the 
reporting of a net deficit in total comprehensive income for the year of R1.191 billion (2015: net credit of  
R190.2 million).

The Company’s net asset value decreased by R1.191 billion in line with the net deficit in total 
comprehensive income for the year.

DIRECTORS’  
REPORT

at 31 December 2016 



21THE FEDERATED EMPLOYERS’ MUTUAL ASSURANCE COMPANY (RF) PROPRIETARY LIMITED ANNUAL REPORT 2016

Protection of policyholders’ interests

The Company’s MOI includes unalterable provisions designed to protect the long–term interests of 
policyholders by entrenching the mutual status of the Company.

Investments strategy and returns

The Company’s investment strategy is managed by the Investment subcommittee of the board, acting 
on the advice of specialist investment consultants. An asset-liability modelling exercise is performed 
annually to determine the optimum percentage allocation of investments to different asset classes 
after taking into account the liability profile of the Company. Ranges are then specified around these 
strategic asset allocations to facilitate tactical asset allocation decisions during the year. The objective 
is to enhance the Company’s investment returns for the benefit of stakeholders, while ensuring that 
the Company remains adequately capitalised and has adequate liquid cash resources to meet all of its 
obligations.

Investment income totalled R246.4 million (2015: R707.0 million), representing a 3.9% (2015: 11.5%) 
return on average investments held during the year. This lower return is reflective of the prevailing 
market conditions and is ahead of the investment portfolio’s benchmark for performance of 2.7% for the 
year.

Dividends

In accordance with clause 3.1.6 of the MOI, the Company may not make any form of distribution to its 
shareholders in their capacity as shareholders. Accordingly, all profits or assets of the Company are to 
be retained or applied to and paid as policyholder payments as determined by the board in accordance 
with the relevant provisions of the MOI.

Prospects

Notwithstanding the challenging conditions in the construction industry, the Company has achieved 
pleasing results and made substantial special rebate payments to policyholders, while fulfilling its 
mandate to fund claims and benefits for injured workers and their dependants. No material changes 
are anticipated to be made to the Company’s current strategy and operations in the forthcoming year.

Preparation of annual financial statements

The accompanying annual financial statements were prepared under the supervision of the Chief 
Financial Officer, Mr A Daya (CMA, MBA).

Approval of annual financial statements

The accompanying annual financial statements were approved by the board and are signed on its behalf by:

Mr NF Maas          Mr A Daya

Chairman           Chief Financial Officer
Johannesburg

20 April 2017

DIRECTORS’ REPORT
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CERTIFICATE BY  
COMPANY SECRETARY

at 31 December 2016

EJ Willis
Company Secretary

I hereby confirm, in terms of the Companies Act 
(the Act), that for the year ended 31 December 
2016, the Company has lodged with the Registrar 
of Companies all such returns as are required of 
the Company in terms of the Act and that all such 
returns are true, correct and up to date.

EJ Willis

Company Secretary
Johannesburg

20 April 2017
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REPORT BY  
AUDIT COMMITTEE

at 31 December 2016

This report to shareholders is issued in compliance with section 94(7)(f) of the Companies Act and has 
been approved by all members of the Audit committee. The Audit committee has adopted formal 
terms of reference that cover all of its statutory responsibilities under the Companies Act and include 
additional responsibilities delegated to the committee by the board. The committee considers that it 
has discharged all of its responsibilities under these terms of reference during the year. 

The Audit committee comprised the following independent directors who all held office throughout the 
reporting period under review and were in attendance at all meetings:

• MG Ilsley (Chairman)
• JR Barrow
• K Moodley
• H Walker

The Chief Executive Officer, Chief Financial Officer, Chief Information Officer and representatives of 
internal and external audit were in attendance at all meetings. An actuarial report was presented by the 
outsourced actuarial service provider at the year-end Audit committee meeting.

The Audit committee held two meetings for the period under review. At these meetings, the Audit 
committee received and considered reports from the internal and external auditors and from management. 
The committee, inter alia:

•  reviewed and approved the external audit plan for the year ended 31 December 2016, approved the 
engagement terms and proposed external audit fees, satisfied itself regarding the independence 
of the joint independent auditors and considered the findings reported by the joint independent 
auditors following the conclusion of their audit;

•  reviewed and approved the internal audit work plan, approved the proposed internal audit fees and 
considered the findings of internal audit reports, including internal audit’s overall assessment of the 
Company’s control systems;

•  received summary risk management reports and considered the financial reporting consequences for 
the interim and annual financial statements issued by the Company;

•  assessed the appropriateness of the going concern assumption underlying the preparation of the 
annual financial statements;

• assessed the adequacy of the Company’s finance function;  
• reviewed the interim report and the annual financial statements issued by the Company; 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 committee concluded that:

•  nothing has come to its attention that would indicate that there was a material breakdown in the 
Company’s systems of internal financial controls during the year; and

•  the Company’s internal financial controls form a reasonable basis for the preparation of reliable 
financial statements.
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REPORT BY AUDIT COMMITTEE

After consideration of a written assessment prepared by management to support the going concern 
assumption underlying the preparation of the annual financial statements, the committee concluded that 
the Company is adequately capitalised and should remain a going concern for the foreseeable future.

The Audit committee has satisfied itself that the Chief Financial Officer has appropriate expertise and 
experience and has satisfied itself of the appropriateness of the expertise, resources and experience of 
the Company’s finance function.

The committee has nominated, for election at the forthcoming annual general meeting, 
PricewaterhouseCoopers Inc. and SizweNtsalubaGobodo Inc. as the joint independent auditors and 
Messrs A Taylor and D Manana as the designated joint auditors responsible for performing the functions 
of auditor, for the 2017 year.

The Audit Committee recommended approval by the board of the annual financial statements for the year 
ended 31 December 2016.

On behalf of the Audit committee:

Mr MG Ilsley

Chairman of Audit committee
Johannesburg

20 April 2017
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To the shareholders of The Federated Employers’ Mutual Assurance 
Company (RF) Proprietary Limited

Opinion 

We have audited the financial statements of The Federated Employers Mutual Assurance Company (RF) 
Proprietary Limited as set out on pages 29-72, which comprise the statement of financial position at  
31 December 2016, the statement of comprehensive income, the statement of changes in equity and 
the statement of cash flows for the year then ended, and notes to the financial statements, including a 
summary of significant accounting policies.

In our opinion, the financial statements present fairly, in all material respects, the financial position of 
The Federated Employers Mutual Assurance Company (RF) Proprietary Limited as at 31 December 2016, 
and its financial performance and cash flows for the year then ended in accordance with IFRS and the 
requirements of the Companies Act of South Africa.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities 
under those standards are further described in the Auditors’ Responsibilities for the Audit of the Financial 
Statements section of our report. We are independent of The Federated Employers Mutual Assurance 
Company (RF) (Pty) Ltd in accordance with the Independent Regulatory Board for Auditors’ Code of 
Professional Conduct for Registered Auditors (IRBA Code) and other independence requirements 
applicable to performing audits of financial statements in South Africa. We have fulfilled our other ethical 
responsibilities in accordance with the IRBA Code and in accordance with other ethical requirements 
applicable to performing audits in South Africa. The IRBA Code is consistent with the International 
Ethics Standards Board for Accountants Code of Ethics for Professional Accountants (Parts A and B). We 
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion.

Other information

The Company’s directors are responsible for the other information. The other information comprises 
the Directors’ Report as required by the Companies Act of South Africa, and the Introduction, Report of 
the Chairman, Report of the Chief Executive Officer and the Corporate Governance report. The other 
information does not include the financial statements and our auditors’ report thereon.

Our opinion on the financial statements does not cover the other information and does not express an 
audit opinion or any form of assurance conclusion thereon.

Independent Auditors’ Report to the members of The Federated Employers’ 
Mutual Assurance Company (RF) Proprietary Limited

INDEPENDENT  
AUDITORS’ REPORT

at 31 December 2016
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In connection with our audit of the financial statements, our responsibility is to read the other information 
and, in doing so, consider whether the other information is materially inconsistent with the financial 
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If, 
based on the work we have performed, we conclude that there is a material misstatement of this other 
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of the directors for the financial statements

The directors are responsible for the preparation and fair presentation of the financial statements in 
accordance with IFRS 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 misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the Company’s ability 
to continue as a going concern, disclosing, as applicable, the matters related to a going concern and 
using the going concern basis of accounting unless the directors either intend to liquidate the Company 
or cease operations, or have no realistic alternative but to do so.

Auditors’ responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole 
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report 
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee 
that an audit conducted in accordance with ISAs will always detect a material misstatement when it 
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the 
aggregate, they could reasonably be expected to influence the economic decisions of users taken on 
the basis of these financial statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional 
scepticism throughout the audit. We also:

•  Identify and assess the risks of material misstatement of the financial statements, whether due to 
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit 
evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting 
a material misstatement resulting from fraud is higher than for one resulting from error, as fraud 
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal 
control.

•  Obtaining an understanding of internal control relevant to the audit 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 Company’s internal control.

•  Evaluate the appropriateness of accounting policies used and the reasonableness of accounting 
estimates and related disclosures made by the directors.

•  Conclude on the appropriateness of the directors’ use of the going concern basis of accounting and 
based on the audit evidence obtained, whether a material uncertainty exists related to events or 
conditions that may cast significant doubt on the Company’s ability to continue as a going concern. 
If we conclude that a material uncertainty exists, we are required to draw attention in our auditors’ 
report to the related disclosures in the financial statements or, if such disclosures are inadequate, to 
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our 
auditors’ report. However, future events or conditions may cause the Company to cease to continue 
as a going concern.

INDEPENDENT AUDITORS’ REPORT
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•  Evaluate the overall presentation, structure and content of the financial statements, including the 
disclosures, and whether the financial statements represent the underlying transactions and events 
in a manner that achieves fair presentation.

We communicate with the directors regarding, among other matters, the planned scope and timing of 
the audit and significant audit findings, including any significant deficiencies in internal control that we 
identify during our audit.

PricewaterhouseCoopers Inc.      SizweNtsalubaGobodo Inc.

Director: A Taylor         Director: Dumisani Manana

Registered Auditor         Registered Auditor
Chartered Accountant (SA)       Chartered Accountant (SA)
Johannesburg          Johannesburg

28 April 2017          28 April 2017

INDEPENDENT AUDITORS’ REPORT
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2016 2015

NOTE  R’000  R’000 

ASSETS

Furniture, equipment and motor vehicles 6  6 899  5 257 

Reinsurance assets 7  1 709  4 307 

Financial assets at fair value through profit or loss 8  5 794 782  6 541 709 

Other financial assets measured at amortised cost

Insurance receivables 9  15 368  10 881 

Other receivables 10  13 888  9 772 

Cash and cash equivalents  201 770  58 478 

Total assets  6 034 416  6 630 404 

EQUITY AND LIABILITIES

Stated capital 11  10  10 

Retained income SOCE  2 742 926  3 933 821 

Total equity  2 742 936  3 933 831 

Insurance liabilities  2 469 476  2 652 479 

Pension liabilities 12  1 546 935  1 540 897 

Unpaid claim liabilities 13  308 378  279 609 

Unearned premium liabilities 14  128 161  119 908 

Premium rebate liabilities 15  486 002  712 065 

Financial liabilities measured at amortised cost

Trade and other payables 16  822 004  44 094 

Total liabilities  3 291 480  2 696 573 

Total equity and liabilities  6 034 416  6 630 404 

STATEMENT OF  
FINANCIAL POSITION (SOFP)

at 31 December 2016
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STATEMENT OF COMPREHENSIVE 
INCOME (SOCI)

for the twelve months ended 31 December 2016

2016 2015

NOTE  R’000  R’000 

GROSS PREMIUM INCOME  826 413  784 918 

Premiums raised on initial wage declarations for the current year  790 383  725 411 

Premiums raised on final wage declarations for the previous year  36 030  59 507 

Annual rebates to policyholders 15  (257 468)  (269 690)

Unearned premium  (8 252)  (12 690)

Gross earned premium  560 693  502 538 

Insurance premium ceded to reinsurers  (10 853)  (12 805)

Net earned premium  549 840  489 733 

Gross claims and benefits  (282 780)  (626 582)

Gross claims expense  (359 960)  (379 280)

Claims recoveries  44 673  28 058 

Pension valuation charge 12  32 507  (275 360)

Claims recovered from reinsurers  5 140  9 904 

Net claims and benefits  (277 640)  (616 678)

Underwriting profit/(loss) before operating expenses  272 200  (126 945)

Administration expenses 17  (124 289)  (100 631)

Accident prevention expenses and grants  (22 486)  (20 457)

Underwriting profit/(loss) before investment income  125 425  (248 033)

Net investment income 18  218 394  688 278 

Investment income  246 384  707 025 

Investment expenses  (27 990)  (18 747)

Net profit for the year before special payments  343 819  440 245 

Special payments approved by shareholders  (1 534 715)  (250 000)

Special rebates paid to policyholders  (1 034 715)  – 

Release of provision for special rebates  250 000  (250 000)

Establishment of FEM Education Foundation  (750 000)  – 

Net (loss)/income  (1 190 896)  190 245 

Other comprehensive income  –  – 

Total comprehensive (loss)/income for the year  (1 190 896)  190 245 
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 ORDINARY 

 SHARE CAPITAL 

 RETAINED 

 INCOME  TOTAL 

 R’000  R’000  R’000 

Opening balance at 1 January 2015  10  3 743 577  3 743 587 

Total comprehensive income for the 2015 year  –  190 245  190 245 

Closing balance at 31 December 2015  10  3 933 822  3 933 832 

Total comprehensive loss for the 2016 year –  (1 190 896)  (1 190 896)

Closing balance at 31 December 2016  10  2 742 926  2 742 936 

STATEMENT OF CHANGES  
IN EQUITY (SOCE)

at 31 December 2016
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STATEMENT OF CASH FLOWS 
(SOCF)

for the twelve months ended 31 December 2016

2016 2015

NOTE R’000 R’000

CASH FLOWS FROM OPERATING ACTIVITIES

Net profit for the year SOCI  343 819  440 245 

Adjustments for depreciation and other non-cash items:  (103 515)  (494 859)

Depreciation 17  2 843  2 415 

Impairment of insurance receivables  (1 254)  4 405 

Net foreign currency loss/(gain) on financial assets 18  52 215  (159 534)

Net valuation gain on financial assets measured at fair value 18  (157 320)  (341 943)

Net loss/(profit) on disposal of furniture, equipment and 
motor vehicles

17  1  (202)

Net movements in operating assets and liabilities 19  87 687  439 270 

Reallocation of interest and dividend income (see note 20)  (141 279)  (205 548)

Cash generated from operations  186 712  179 108 

Special rebates paid to policyholders  (1 034 715) –

Charged to profit or loss  (784 715)  (250 000)

Movement in provision  (250 000)  250 000 

Establishment of FEM Education Foundation – –

Charged to profit or loss  (750 000) –

Movement in provision  750 000 –

Cash (utilised)/generated from operating activities  (848 003)  179 108 

CASH FLOWS FROM INVESTING ACTIVITIES

Net disinvestment/(investment) in financial assets measured at 
fair value

20  995 782  (150 119)

Purchases of furniture, equipment and motor vehicles  (4 499)  (2 694)

Proceeds on disposals of furniture, equipment and motor vehicles  12  309 

Cash generated from/(applied to) investing activities  991 295  (152 504)

Net increase in cash for the year  143 292  26 604 

Cash and cash equivalents at beginning of year  58 478  31 874 

Cash and cash equivalents at year end  201 770  58 478 
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1. General information about the Company

The Company is a short-term insurer registered in terms of the Short-Term Insurance Act No. 53 of 1998. 
More specifically, the Company operates as a mutual association licensed under the COID Act No. 130 
of 1993 to carry on the business of insurance of certain classes of employers within the construction 
industry against their liabilities to employees in terms of this Act.

Owing to the mutual shareholding structure of the Company, it is classified as a private company under 
the Companies Act. However, the provisions of the Company’s MOI make it subject to the same extended 
accountability provisions as are applicable to a public company.

Each ordinary share in the issued capital of the Company ranks pari passu with each other ordinary share 
in all respects and entitles its holder to exercise one vote on any matter to be decided by shareholders 
of the Company. A share does not entitle its holder to any form of distribution from the Company save 
upon the liquidation of the Company. 

No transfer of shares in the Company, whether fully paid up or not, shall be effected or purported to be 
effected without the approval of the board and shares in the Company shall only be capable of being 
held by or transferred to policyholders in terms of the MOI or The Federated Employers’ Trust Proprietary 
Limited (FET). Only policyholders and FET may acquire and continue to hold shares in the Company. 
Immediately upon ceasing to be a policyholder for any reason whatsoever, such former policyholder 
shall be obliged, without further notice, to transfer all shares held by them in the Company to FET. The 
Company Secretary is authorised, without further notice, to sign all documents on behalf of such former 
policyholder to effect the transfer. Following the adoption of the latest MOI, new policyholders shall only 
be entitled to acquire one ordinary share in the Company.

2. Application of new and revised IFRS

The only new or revised IFRS, which has been issued and became effective for the current financial year, 
is an amendment to IAS 1, ‘Presentation of financial statements’ disclosure initiative, effective 1 January 
2016. This amendment had no impact on the presentation of the Company’s financial statements.

3. New and revised IFRS not yet effective

The Company intends to apply the temporary exemption provided to insurance companies in respect of 
the new accounting standard on financial instruments, IFRS 9, which becomes effective for financial years 
commencing 1 January 2018. This exemption is expected to continue to apply until the proposed new 
accounting standard on insurance contracts has been issued and becomes effective at a future date yet 
to be determined.  Aside from IFRS 9, there are no new or revised accounting standards that have been 
issued but are not yet effective that are expected to have a material impact on the presentation of the 
Company’s financial statements.

NOTES TO THE  
FINANCIAL STATEMENTS

at 31 December 2016
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NOTES TO THE FINANCIAL STATEMENTS

4. Significant accounting policies

4.1  Statement of compliance

The financial statements have been prepared in accordance with IFRS.

4.2  Basis of preparation

The Company’s financial statements have been prepared on the historical cost basis except for financial 
instruments that are subsequently measured at fair value or amortised cost as explained in the accounting 
policy notes below.

Historical cost is generally based on the fair value of the consideration given in exchange for goods and 
services. Fair value is defined in note 26, which also provides information on the application of the fair 
value measurement hierarchy to the Company.

4.3  Financial instruments

Insurance assets and liabilities, other than insurance receivables and payables, are not accounted for as 
financial instruments and are subject to separate, specific accounting policy notes.  

Financial assets and financial liabilities are recognised when the Company becomes a party to the 
contractual provisions of the instruments. Receivables and payables are recognised when due.

Classification

All financial assets, other than cash and receivables, are classified as financial assets at fair value through 
profit or loss and are subsequently measured at fair value. This includes debt instruments irrevocably 
designated as measured at fair value at initial recognition.  

Cash and receivables are classified as loans and receivables and are subsequently measured at amortised 
cost. Short-term receivables are measured without discounting.

The Company is prohibited under its MOI from issuing any debt instruments. Consequently, financial 
liabilities are limited to payables and derivative financial liabilities.  

Payables are classified as other financial liabilities and are subsequently measured at amortised cost. 
Short-term payables are measured without discounting.

The Company enters into a variety of derivative financial instruments to manage the exposure of its 
investments to equity, interest rate and foreign exchange rate risks, including foreign exchange forward 
contracts, interest rate swaps and cross currency swaps. Derivative assets and liabilities are classified 
as financial assets or liabilities at fair value through profit or loss and are subsequently measured at fair 
value.
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NOTES TO THE FINANCIAL STATEMENTS

Initial measurement

At initial recognition, financial assets and financial liabilities are measured at fair value plus or minus, 
in the case of a financial asset or financial liability classified as loans and receivables or other financial 
liabilities subsequently measured at amortised cost, transaction costs that are directly attributable to 
the acquisition or issue of the financial asset or financial liability. The transaction price is assumed to 
reasonably approximate this initial measurement value unless there is clear evidence to the contrary.
 
Subsequent measurement

Gains or losses arising on the subsequent remeasurement of financial assets and financial liabilities 
measured at fair value are recognised in profit or loss. The net gain or loss recognised in profit or loss 
incorporates any dividend or interest earned on financial assets and is included in the ‘Net valuation 
gain/(loss) on financial assets measured at fair value’ item within investment income in the statement of 
profit or loss and other comprehensive income.

Interest income arising on the subsequent remeasurement of financial assets and financial liabilities 
measured at amortised cost is recognised through profit or loss over time by applying the effective 
interest method, except for short-term receivables and payables when the effect of discounting is 
immaterial.
 
Financial assets measured at amortised cost are assessed for indicators of impairment at the end of each 
reporting period and are considered to be impaired when there is objective evidence that as a result of 
one or more events that occurred after the initial recognition of the financial asset, the estimated future 
cash flows to be derived from the asset have been affected.

Offsetting

Financial assets and liabilities are offset and the net amount reported in the SOFP only when there is a 
legally enforceable right to offset the recognised amounts and there is an intention to settle on a net 
basis, or to realise the asset and settle the liability simultaneously.

4.4  Equity instruments issued to policyholders

All policyholders of the Company must be shareholders in terms of our MOI. To facilitate this, each new 
policyholder is issued with one share. On cancellation of the policy, the share is returned to the pool.

Equity instruments issued by the Company are recognised as the proceeds received, net of direct issue 
costs, and are subject to specific restrictive conditions stipulated in the Company’s MOI. These restrictive 
conditions are designed to entrench the mutual shareholding structure of the Company and protect 
the long-term interests of policyholders.  Inter alia, the Company may not change the terms of the 
existing ordinary shares in issue (other than to convert the par value shares to shares of no par value) and 
may only issue new shares if such shares are of the same class and have the same preferences, rights, 
limitations and other terms as the existing ordinary shares in issue.

4.5  Insurance contracts issued

Insurance assets and insurance liabilities are recognised when the Company becomes party to the 
contractual provisions of insurance contracts issued to policyholders.
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NOTES TO THE FINANCIAL STATEMENTS

Classification

The  Company issues statutory insurance contracts under the COID Act to certain classes of employers 
within the construction industry against their liabilities to employees in terms of the COID Act. These 
contracts, which transfer significant insurance risk, provide various forms of compensation to the 
employees of policyholders in the event of injury on duty or occupational disease. Details of the various 
forms of compensation are provided in note 24.

The benefits and obligations arising from insurance contracts issued by the Company consist of premiums 
due and receivable from policyholders, compensation due and payable to claimants and longer-term 
expected payables in respect of: unpaid or incurred but not reported claims; pension claims; and 
premium rebates. 

Premium receivables are classified as financial assets subsequently measured at amortised cost. Short-
term receivables are measured without discounting.

Longer-term expected payables are classified as insurance liabilities and are measured in accordance 
with IFRS 4, ‘Insurance Contracts’ as explained below.

Discretionary participation features

The insurance contracts issued by the Company when read in conjunction with the Company’s MOI 
provide for a discretionary participation feature, which entitles the policyholder to receive merit rebates 
of premiums (also referred to as premium rebates):

• that are likely to be a significant portion of the total contractual benefits;
•  whose amount and timing is to be determined at the sole and absolute discretion of the board of 

directors of the Company in accordance with the provisions of the MOI.

Relevant details of this discretionary participation feature and critical judgements to be made by the 
directors to determine the related liability for premium rebates to policyholders at each financial period 
end are provided in note 5.1.
  
Recognition and measurement

Premiums are recognised as revenue (earned premiums) proportionally over the annual period of 
coverage ending in February each year. The portion of premium received that relates to unexpired risks 
at the balance sheet date is calculated on the 1/365ths basis and reported as unearned premium liability. 
Premiums are not subject to any commissions, taxes or duties.

Premiums are raised based on the rates applicable to the projected wage returns submitted by employers 
at the commencement of each underwriting year (declared wage returns) and are adjusted when actual 
wages are reported by the employer at the conclusion of the underwriting year (actual wage returns). 

Claims and directly related expenses are charged to profit or loss as incurred based on the estimated 
liability for compensation owed to injured workers, surviving spouses and minor children. These include 
all direct claims settlement costs that arise from events that have occurred up to the end of the reporting 
period even if they have not yet been reported to the Company. The Company makes provision for 
indirect claims costs, which are included in the outstanding claims liability.
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The Company does not discount its liabilities for unpaid claims other than for pension liabilities as 
explained below. Liabilities for unpaid claims are estimated using the input of assessments for individual 
cases reported to the Company (based on: medical assessments; current medical treatment costs; recent 
experience on settlements of similar cases; and the applicable statutory compensation amounts) and 
statistical analyses of historical experience for incurred but not reported claims (including analysis of 
average claims costs and the number of claims).

Pension liabilities are determined as the sum of the discounted present value of the expected future 
pension payments and directly related future administration expenses. This determination is based 
on assumptions as to future pension increases, mortality, morbidity, pension administration expenses 
and investment returns. The discount rate is determined by reference to investment yields, specifically 
yields on South African government bonds, which approximate the weighted average duration of the 
pensioner portfolio. A margin for adverse deviations is included in the assumptions.

Liability adequacy test

At the end of each reporting period, the Company considers the need for liability adequacy tests to be 
performed to assess the adequacy of insurance liabilities in respect of the current portfolio of unexpired 
risks. There was no need to perform liability adequacy tests at the end of the current or previous financial 
years owing to the favourable gross claims ratios (before premium rebates) recorded by the Company 
in the respective financial years.
 
4.6  Reinsurance contracts held

The Company enters into reinsurance contracts with reinsurers under which the Company is compensated 
for large individual or cumulative losses on insurance contracts issued by the Company. These contracts 
transfer significant insurance risk to the reinsurer and, accordingly, are classified as reinsurance contracts 
held.

The benefits to which the Company is entitled under its reinsurance contracts consist of current 
receivables due from reinsurers (in respect of the reinsurers’ share of settled claims and any profit 
commissions receivable by the Company) and longer-term expected receivables from reinsurers not yet 
due for payment to the Company (in respect of the reinsurers’ expected share of unpaid and incurred but 
not reported claims). Receivables are classified as subsequently measured at amortised cost, whereas 
expected receivables are classified as reinsurance assets and measured consistently with the related 
insurance liabilities in accordance with the terms of each reinsurance contract. 

Premiums payable for reinsurance contracts are recognised when due and are subsequently classified as 
financial liabilities measured at amortised cost. Short-term payables are measured without discounting.

The aggregate amounts receivable and expected to be receivable from individual reinsurers are 
assessed for recoverability on an annual basis. If there is objective evidence that the aggregate amount 
recoverable is impaired, the Company reduces the carrying amount thereof to its recoverable amount 
and recognises that impairment loss through profit or loss. The Company gathers the objective evidence 
that a balance is impaired using the same process adopted for financial assets held at amortised cost.
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4.7  Furniture, leasehold improvements, equipment and motor vehicles

Furniture, leasehold improvements, equipment and motor vehicles are stated at cost less accumulated 
depreciation and accumulated impairment losses. Depreciation is recognised so as to write off the cost 
of assets less their residual values over their useful lives, using the straight-line method. The estimated 
useful lives, residual values and depreciation method are reviewed at the end of each reporting period, 
with the effect of any changes in estimate accounted for on a prospective basis.

Assets are derecognised upon disposal or when no future economic benefits are expected to arise 
from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an asset is 
determined as the difference between the sales proceeds and the carrying amount of the asset and is 
recognised through profit or loss.

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
• Leasehold improvements  3 years
• Motor vehicles    4-5 years
• Computer equipment  3 years

4.8  Provisions

Provisions are recognised when the Company has a present obligation (legal or constructive) as a result 
of a past event; it is probable that the Company will be required to settle the obligation; and a reliable 
estimate can be made of the amount of the obligation.

4.9  Operating lease expenses

Operating lease payments are recognised as an expense on a straight-line basis over the lease term. In 
the event that lease incentives are received to enter into operating leases, the aggregate benefit of such 
incentives is recognised as a liability and is applied as a reduction of rental expense on a straight-line 
basis over the lease term.

4.10  Retirement benefit expenses

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 Pension Fund Act of 1956. 
The fund covers all qualifying employees. 

Payments to the fund are recognised as an expense when employees have rendered service entitling 
them to the contributions.

4.11  Income tax

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

NOTES TO THE FINANCIAL STATEMENTS
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4.12  Foreign currencies

Transactions in currencies other than Rands (foreign currencies) are recognised at the rates of exchange 
prevailing at the dates of the transactions. At the end of each reporting period, monetary items 
denominated in foreign currencies are retranslated at the rates prevailing at that date. Exchange 
differences on monetary items are recognised in profit or loss in the period in which they arise.

4.13  Segment reporting

The Company offers a single statutory insurance product and is managed within a single geographical 
segment, namely the Republic of South Africa. Consequently, there are no distinguishable operating 
segments and no segment reporting is provided in the financial statements.

5.  Critical accounting judgements and key sources of estimation 
uncertainty

In the application of the Company’s accounting policies, which are described in note 4, the directors of 
the Company are required to make judgements, estimates and assumptions about the carrying amounts 
of assets and liabilities that are not readily apparent from other sources. The estimates and associated 
assumptions are based on historical experience and other factors that are considered to be relevant. 
Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 
estimates are recognised in the period in which the estimate is revised if the revision affects only that 
period or in the period of the revision and future periods if the revision affects both current and future 
periods.

5.1  Critical judgements in applying accounting policies

The following are the critical judgements, apart from judgements involving estimations (see note 5.2 
below), that the directors have made in the process of applying the Company’s accounting policies and 
that have the most significant effect on the amounts recognised in the financial statements:

Ultimate liability for premium rebates to policyholders

The insurance contracts issued by the Company when read in conjunction with the Company’s MOI provide 
for a discretionary participation feature, which entitles the policyholder to receive premium rebates:

• that are likely to be a significant portion of the total contractual benefits;
•  whose amount and timing is to be determined at the sole and absolute discretion of the board of 

directors of the Company in accordance with the provisions of the MOI.

The Company’s MOI provides that the board shall in its sole and absolute discretion determine the 
specific measurement criteria and period of measurement to be applied to determine the requirements 
for policyholders to participate in premium rebates (including, without limitation, the quantum and timing 
thereof) and the basis of allocation of the aggregate quantum of premium rebates among and between 
the participating policyholders. Such determination shall be made by the board on each occasion that 
premium rebates are to be paid and may vary from time to time.



40THE FEDERATED EMPLOYERS’ MUTUAL ASSURANCE COMPANY (RF) PROPRIETARY LIMITED ANNUAL REPORT 2016

NOTES TO THE FINANCIAL STATEMENTS

The MOI further provides that, in exercising its discretion, the board shall consider the relative contributions 
of policyholders to the underwriting profits of the Company, as determined by the premium income and 
claims expenses recorded in the Company’s accounts during the period of measurement determined by 
the board, and the need to incentivise improved health and safety practices. 

The decisions of the board regarding premium rebate payments are final and binding on each policyholder.

The board currently targets to pay approximately 30% (2015: approximately 30%) of premium income 
as annual premium rebates to qualifying policyholders. This amount totals R236.8 million to be paid in 
2017 and R249.2 million to be paid in 2018 and is recognised as an annual merit rebate expense through 
profit or loss. 

Premium rebates are generally paid in the last quarter of the year following the completion of the relevant 
underwriting year ending in February. The aggregate carrying amount of the premium rebate liabilities 
at 31 December 2016 in respect of the current and previous underwriting years is R486.0 million (2015: 
R712.1 million). Dependent upon the Company’s future operating results and external developments 
impacting on the Company during the intervening periods, the ultimate amounts paid in respect of the 
current and previous underwriting years may differ from the carrying amount of the premium rebate 
liabilities at 31 December 2016.

5.2  Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and other key sources of estimation 
uncertainty at the end of the reporting period, that have a significant risk of causing a material adjustment 
to the carrying amounts of assets and liabilities within the next financial year:

Ultimate liability for claims made under insurance contracts

The estimation of the ultimate liabilities arising from claims made under insurance contracts is the 
Company’s most critical source of estimation uncertainty. 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 
(net of any reinsurance recoveries):

Liabilities for unpaid claims are based on best estimates for individual cases reported to the Company (based 
on: medical assessments; current medical treatment costs; recent experience on settlements of similar 
cases; and the applicable statutory compensation amounts) and statistical analysis of historical experience 
for incurred but not reported claims (including analysis of average claims costs and the number of claims). 
The ultimate cost of unpaid claims may differ from the aggregate liability recorded at 31 December 2016 
of R308.4 million (2015: R279.6 million).
  
Pension liabilities are determined as the sum of the discounted present value of the expected future 
pension payments and directly related future administration expenses. This determination is based 
on assumptions as to: future pension increases; morbidity (in respect of the period of temporary 
disability payments); longevity (in respect of the period of monthly pension payments); and the 
discount rate applied. A margin for adverse deviations is included in the assumptions. The ultimate 
cost of settling current pension obligations may differ from the aggregate liability recorded at  
31 December 2016 of R1.547 billion (2015: R1.541 billion).
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Ultimate pipeline premium adjustment for current underwriting year 

Under the statutory insurance policies underwritten by the Company, policyholders are required to 
estimate their premium based on their expected payroll. If the actual payroll is less than or in excess of 
the estimate, an adjustment is made at the end of the underwriting year. This net adjustment is referred 
to as pipeline premium. 

The Company does not accrue for pipeline premium owing to the difficulty of making reliable estimates and 
the relative immateriality of year-on-year movements. Ultimate premium receipts for each underwriting 
year are, therefore, expected to differ from amounts initially reported in the financial statements.
  
Fair value of financial instruments

The fair value of financial instruments where no active market exists or where quoted prices are not 
otherwise available are determined by using valuation techniques. This applies to unlisted equity 
investments and is equally relevant to valuations of unquoted corporate bonds and illiquid quoted 
corporate bonds where reliance is of necessity placed on the application of internal valuation models by 
the Company’s mandated bond managers or by their outsourced third-party valuators.  

While investment mandates generally provide some form of independent assurance on the application 
of these internal valuations, this does not provide direct assurance as to the reliability of internal 
valuations of these financial assets. Changes in credit risk, liquidity discount and volatility factors, or 
the incorrect application of internal models, could affect the reported fair value of unquoted corporate 
bonds and illiquid quoted corporate bonds held by the Company and valued at R493.5 million at  
31 December 2016 (2015: R429.0 million).

NOTES TO THE FINANCIAL STATEMENTS
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FURNITURE 

AND 

FITTINGS

R’000

LEASEHOLD

IMPROVEMENTS

R’000

OFFICE

EQUIPMENT

R’000

COMPUTER

EQUIPMENT

R’000

MOTOR 

VEHICLES

R’000

TOTAL

R’000

COST

Balance at  
1 January 
2015

 2 053  400  1 046  4 670  5 625  13 794 

Additions  87 –  34  1 136  1 437  2 694 

Disposals – – –  (954)  (929)  (1 883)

Balance at  
31 December 
2015

 2 140  400  1 080  4 852  6 133  14 605 

Additions  62 –  76  972  3 389  4 499 

Disposals – –  (13)  (17)  (1 736)  (1 766)

Balance at  
31 December 
2016

 2 202  400  1 143  5 807  7 786  17 338 

ACCUMULATED DEPRECIATION

Balance at  
1 January 
2015

 (1 696)  (217)  (833)  (2 826)  (3 138)  (8 710)

Depreciation 
charge

 (97)  (166)  (73)  (984)  (1 095)  (2 415)

Disposals – – –  943  834  1 777 

Balance at  
31 December 
2015

 (1 793)  (383)  (906)  (2 867)  (3 399)  (9 348)

Depreciation 
charge

 (114)  (18)  (82)  (1 240)  (1 389)  (2 843)

Disposals – –  13  4  1 735  1 752 

Balance at  
31 December 
2016

 (1 907)  (401)  (975)  (4 103)  (3 053)  (10 439)

NET CARRYING AMOUNT

2015  347  17  174  1 985  2 734  5 257 

2016  295 (1)  168  1 704  4 733  6 899 

6.   Furniture, equipment and motor vehicles
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7.   Reinsurance assets

2016 

R’000

 2015 

R’000

Reinsurance share of insurance liabilities  1 709  4 307 

Reinsurance assets consist of the reinsurers’ share of unpaid and incurred but not reported claims 
(the reinsurance underwriting year coincides with the financial year and, consequently, there are no 
unearned portions of premiums ceded to reinsurers). The reinsurers’ share of settled claims is included 
in other receivables.

The Company reviewed the amounts expected to be receivable from reinsurers at year end and 
determined that no impairment is necessary.

8.   Financial assets at fair value through profit or loss

2016 

R’000

 2015 

R’000

LOCAL

Listed equity securities  1 495 725  1 581 365 

Listed debt securities: fixed interest rate  266 906  192 736 

Listed debt securities: inflation linked  1 262 184  1 353 001 

Corporate debt securities with derivative overlay (note 1)  334 093  275 834 

Derivative contracts  10 599  (12 969)

Money market investments  808 249  644 663 

 4 177 756  4 034 630 

FOREIGN

Listed equity securities  1 289 412  2 162 983 

Corporate debt securities with derivative overlay (note 1)  159 398  153 146 

Derivative foreign exchange forward contract liability (note 1)  2 781  (56 610)

USD cash  5 601  80 392 

Pooled unlisted equity securities  131 039  142 070 

 1 588 231  2 481 981 

Accrued income  9 407  6 938 

Assets under management  5 775 394  6 523 549 

Enterprise development fund  19 388  18 160 

Total financial assets at fair value through profit or loss  5 794 782  6 541 709 

NOTES TO THE FINANCIAL STATEMENTS
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Note 1

The Company has invested, through investment-linked insurance policies, in illiquid, unlisted and listed 
local corporate bonds with maturity dates of up to 2 years. As part of the so-called ‘credit opportunities/
alpha transport’ product structure:
•  interest rate duration and currency risks on the bonds are immunised through interest rate swaps into 

short-term rates and currency swaps into Rands; and
•  the Company purchases equity forward contracts for the same nominal value as the aggregate value 

of the corporate bonds.

Thus the Company effectively receives a local equity market return (based on an approximation of 
the JSE SWIX Total Return Index) plus the credit and liquidity spread on the bonds. Note that the 
corresponding capital amount invested is exposed to both equity pricing risk on the relevant market 
indices and credit default risk on the separate corporate bonds.

A maturity analysis of the Company’s financial assets is provided in note 25.

The Company’s financial assets are exposed to various financial risks.  Details of these risks and results 
of sensitivity testing of the key risks are provided in note 25.

The Company’s application of the fair value hierarchy to the measurement of its financial assets, as 
required by IFRS 13, fair value measurement, is shown in note 26.

9.   Insurance  receivables

2016 

R’000

 2015 

R’000

Premiums receivable

Due from policyholders  21 925  18 692 

Allowance for impairments  (6 557)  (7 811)

 15 368  10 881 

A maturity analysis of the insurance receivables is provided in note 25.

The carrying amount of insurance receivables is considered to be a reasonable approximation of fair 
value. 

Impairment charges for unrecoverable  premium receivables amounting to R5.5 million (2015: R0) have 
been written off against premium income in the current year.
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10.   Other  receivables

11.   Stated capital

Ordinary share capital  10  10 

The Company’s authorised and issued ordinary share capital remained unchanged during the current 
and previous financial years and consists of 500,000 ordinary shares of no par value.

2016 

R’000

 2015 

R’000

Amounts due from reinsurers  9 941  7 078 

Prepayments  1 590  230 

Other amounts receivable (individual balances of less than R1 million)  2 357  2 464 

 13 888  9 772 

A maturity analysis of other insurance receivables is provided in note 25. The carrying amount of other 
receivables is considered to be a reasonable approximation of fair value. The Company reviewed the 
recoverable amounts of other receivables at year end and determined that no impairment is necessary.
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12.   Pension liabilities

2016 

R’000

 2015 

R’000

Pension liabilities  1 546 935  1 540 897 

The movement in pension liabilities is analysed as follows:

Pension liabilities  1 540 897  1 219 974 

Release of risk margins and reserves  (127 245)  (105 747)

Risk margins  (127 245)  (105 747)

Aids reduction – –

Opening best estimate liability  1 413 652  1 114 227 

Best estimate charge to profit and loss  (45 850)  253 863 

Unwind of discount rate  130 294  104 949 

Basis change

Change in economic assumptions  (21 698)  84 408 

Change in methodology  (118 623)  41 697 

Actual versus expected experience and other adjustments  (35 823)  22 809 

New pensions awarded  122 956  127 381 

Transferred from unpaid claims liabilities (at Commissioner’s value)  78 273  75 102 

Adjustment to actuarial valuation of awarded pensions  44 683  52 279 

Pensions paid  (84 411)  (81 818)

Closing best estimate liability  1 406 347  1 413 653 

Reinstatement of risk margins and reserves  140 588  127 244 

Risk margins  140 588  127 244 

Aids reduction – –

 1 546 935  1 540 897 

Reconciliation of P&L expense

Best estimate charge to profit and loss  (45 850)  253 863 

Movement in risk margins and reserves  13 343  21 497 

Pension valuation charge for the year  (32 507)  275 360 

The principal assumptions used to determine the discounted present value of pension liabilities and 
the results of sensitivity testing of these assumptions are detailed in note 24.
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13.   Unpaid claims liabilities

2016

R’000

2015

R’000

Unpaid reported claims per subsystem  192 024  174 994 

Other unpaid claims liabilities

Claims handling expenses  44 891  34 117 

Unreleased pensions  772  777 

Adjustment to Commissioner’s valuation of unawarded pensions  24 368  26 514 

Incurred but not reported claims  46 323  43 207 

 308 378  279 609 

The movement in unpaid claims liabilities is analysed as follows:

Opening balance  279 609  225 534 

Unpaid reported claims per subsystem  174 994  152 327 

Other unpaid claims liabilities  104 615  73 207 

Movement in subsystem balances  17 030  22 667 

Current year claims  213 654  230 335 

Adjustments to prior year estimates  73 886  64 873 

Claims paid  (201 384)  (197 439)

Pensions awarded (at Commissioner’s valuation)  (69 126)  (75 102)

Movements in other unpaid claims liabilities  11 739  31 408 

Claims handling expenses  10 774  4 064 

Unreleased pensions  (5)  430 

Adjustment to Commissioner’s valuation of unawarded pensions  (2 146)  7 756 

Incurred but not reported claims  3 116  19 158 

Closing balance  308 378  279 609 

Reconciliation of P&L expense:

Current year claims  213 654  230 335 

Adjustments to prior year estimates  73 886  64 873 

Movements in other unpaid claims liabilities  11 739  31 408 

Adjustments to Commissioner’s valuation of pensions awarded  60 681  52 664 

Gross claims expense for the year  359 960  379 280 

NOTES TO THE FINANCIAL STATEMENTS



48THE FEDERATED EMPLOYERS’ MUTUAL ASSURANCE COMPANY (RF) PROPRIETARY LIMITED ANNUAL REPORT 2016

14. Unearned premium liabilities

2016

R’000

2015

R’000

A maturity analysis of unearned premium liabilities is provided in note 25.

The movement in the unearned premium liability is analysed as follows:

Opening balance  119 908  107 218 

Net charge to gross premium income  8 253  12 690 

Release of opening balance  (119 908)  (107 218)

Unearned portion of current year premiums  128 161  119 908 

 128 161  119 908 

The reinsurance underwriting year coincides with the financial year and, consequently, there are no 
unearned portions of premiums ceded to reinsurers.

15.   Premium rebate liabilities

2016

R’000

2015

R’000

Premium rebate liabilities relating to:

Special rebate to policyholders –  250 000 

Underwriting year ended February 2016 (2015: February 2015)  236 797  225 268 

Underwriting year ending February 2017 (2015: February 2016)  249 205  236 797 

Total premium rebate liabilities  486 002  712 065 

A maturity analysis of the premium rebate liability is provided in note 25.

The movement in premium rebate liability is analysed as follows:

Opening balance  712 065  417 896 

Premium rebate charge for the year  257 468  269 690 

Current year  249 205  236 797 

Adjustment for previous year  8 263  32 893 

Provision for special rebates to policyholders  784 715  250 000 

Annual premium rebates paid  (233 531)  (225 521)

Special rebates paid to policyholders  (1 034 

715)
–

Closing balance  486 002  712 065 
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16.   Trade and other payables

2016

R’000

2015

R’000

Staff incentives payable  16 762  17 418 

Uninsured employers contribution to State Compensation Fund  15 904  7 722 

Audit fees  1 263  1 544 

Accrued leave liability  2 573  1 948 

Asset management fees  6 743  1 638 

Consulting and other professional fees  3 976  553 

Workmen’s compensation fee  15 904  7 722 

FEM Education Foundation  746 392  – 

Reinsurance premium and claim recoveries due  5 381  1 457 

Other current payables (individual balances of less than R1,5 million)  7 106  4 092 

Total trade and other payables  822 004  44 094 

A maturity analysis of trade and other payables is provided in note 25.
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17.   Administration expenses

2016

R’000

2015

R’000

Socio-economic and skills development disbursements  22 654  17 535 

Depreciation  2 843  2 415 

Directors’ remuneration  14 959  15 126 

Employee costs (average No. of 103 employees (2015: 89 employees))  47 844  41 298 

Basic salaries  30 886  26 904 

Retirement fund contributions  4 421  3 498 

Retirement fund transfer adjustments –  2 128 

Medical aid contributions  2 545  1 952 

Training and recruitment costs  3 430  1 070 

Travelling allowances  2 312  1 791 

Temporary staff  44  96 

Incentive costs  4 206  3 859 

External audit fees  1 793  1 540 

Current year  1 793  1 540 

Prior years – –

Legal fees  688  656 

Professional and other fees  10 473  7 056 

Premises rentals  4 365  5 419 

Loss/(profit) on disposal of furniture, equipment and motor vehicles  1  (202)

Other expenses  18 669  9 788 

Total administration expenses  124 289  100 631 
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18.   Net investment income

2016

R’000

2015

R’000

Investment income  246 384  707 025 

   Interest income  90 696  153 066 

   Dividend income  50 583  52 482 

   Net foreign currency (loss)/gain on financial assets  (52 215)  159 534 

   Net valuation gain on financial assets measured at fair value  157 320  341 943 

Investment expenses  (27 990)  (18 747)

  Asset management fees  (17 551)  (13 409)

  Asset reporting fees  (2 148)  (3 591)

  Performance fees  (8 291)  (1 747)

Total net investment income  218 394  688 278 

The net gain on financial assets at fair value through profit or loss on pooled funds incorporates any 
interest and dividends earned on the financial assets.

Certain of the Company’s mandated asset managers offset their investment fees and transactional 
costs in unit pricing and, consequently, these expenses are incorporated in the net valuation gain on 
financial assets measured at fair value. Where investment expenses are explicitly disclosed by asset 
managers, these are included in the investment expense line item.

19.    Net movements in operating assets and liabilities

2016

R’000

2015

R’000

  Insurance receivables  (3 233)  (1 190)

  Other receivables  (14 281)  6 893 

  Reinsurance assets  2 598  (716)

  Insurance liabilities (excluding provision for special rebates)  66 997  431 857 

  Trade and other payables (excluding provision for FEM Education 
  Foundation)

 35 606  2 426 

Total net movements in operating assets and liabilities  87 687  439 270 
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2016

R’000

2015

R’000

  Purchases of financial assets measured at fair value  (4 540 768)  (4 539 341)

  Proceeds on disposals of financial assets measured at fair value  5 447 487  4 024 140 

  Net foreign currency (loss)/gain on financial assets  (52 216)  159 534 

  Reinvestment of interest and dividend income  141 279  205 548 

Net disinvestment/(investment) in financial assets measured at 

fair value
 995 782  (150 119)

21.    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 aggregate operating lease expense (premises rentals), which is charged to profit or loss on a 
straight-line basis, is disclosed in note 17.

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

Due within 1 year  2 104  3 245 

Due in >1 year  2 405  3 578 

Total  4 509  6 823 

22.     Related-party disclosures

22.1    Related parties

The FET owns 26.8% (2015: 32.9%) of the issued shares of the Company. FET was created to 
facilitate the transfer of shares to new policyholders and the repurchase of shares from exiting 
policyholders.
         
Federated Employers’ Trust (the Trust), an inter vivos trust, owns 100% (2015: 100%) of the issued 
shares of FET. The sole purpose of the Trust is to hold the share capital of FET and the sole 
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 2016, the amount 
paid by the Company on behalf of the Trust amounted to R27k (2015: R26k).
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20.    Net disinvestment/(investment) in financial assets measured at fair value
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22.2   Related-party transactions

Transactions with related parties and amounts due from/(to) related parties are as follows:

The Company paid FET an administration fee of R303k (2015: R274k). The net amount due from FET 
at 31 December 2016 is R99k (2015: R90k).

The Company leases its Houghton offices from a related party, Barrow Properties Proprietary Limited. 
Operating lease costs paid for the year amounted to R4.5 million (2015: R4.1 million). There were no 
amounts due to the related party at 31 December 2016 (2015: R0).

Premium income

Certain non-executive directors are employed by construction companies, which hold policies issued 
by the Company. The following premiums invoiced to these companies were calculated at the same 
rates as would be applicable to other policyholders and no amounts were outstanding at the current 
and previous financial year ends:

2016

R’000

2015

R’000

Non-executive director                  Related policyholder

Mr JR Barrow                                     Barrow Construction (Pty) Ltd  1 584  932 

Mr NF Maas                                       Gauteng & Free State Piling (Pty) Ltd  265  136 

Mr FGM Cardoso                              Tiber Bonvec Construction (Pty) Ltd  730  908 

 2 579  1 976 

Rebates paid

Certain non-executive directors are employed by construction companies, which hold policies issued 
by the Company. The following premium rebates paid to these companies were calculated on the 
same scale as would be applicable to other policyholders and no amounts were outstanding at the 
current and previous financial year ends:

Non-executive director                  Related policyholder

Mr JR Barrow                                     Barrow Construction (Pty) Ltd  2 126  558 

Mr NF Maas                                       Gauteng & Free State Piling (Pty) Ltd  359  92 

Mr FGM Cardoso                              Tiber Bonvec Construction (Pty) Ltd  3 166  371 

 5 651  1 021 

NOTES TO THE FINANCIAL STATEMENTS
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22.3    Directors’ remuneration

2016

R’000

2015

R’000

Non-executive directors' fees:

Mr NF Maas (Chairman)  538  462 

Mr H Walker (Lead independent director)  661  594 

Mr JR Barrow  338  297 

Mr FGM Cardoso  241  199 

Mr MG Ilsley  579  543 

Dr APH Jammine  497  455 

Mr CS Jiyane  375  404 

Mr MA Letshele  324  311 

Miss K Moodley  351  300 

Dr H Ngakane  441  395 

Total non-executive directors’ fees:  4 345  3 960 

NOTES TO THE FINANCIAL STATEMENTS
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22.3    Directors’ remuneration

2016

R’000

2015

R’000

Executive directors’ remuneration:

Mrs TT Pugh

   Total cost of employment, excluding motor vehicles  2 036  1 911 

   Motor vehicle expenses  198  172 

   Short-term incentive  528  851 

   Medium-term incentive  2 340  2 601 

 5 102  5 535 

Mr A Daya

   Total cost of employment, excluding motor vehicles  1 416  1 329 

   Motor vehicle expenses  184  186 

   Short-term incentive  317  489 

   Medium-term incentive  1 142  1 103 

 3 059  3 107 

Mr GM McIntosh

   Total cost of employment, excluding motor vehicles  1 395  1 327 

   Motor vehicle expenses  154  154 

   Short-term incentive  273  269 

   Medium-term incentive  631  774 

 2 453  2 524 

Total executive directors’ remuneration  10 614  11 166 

Total directors’ remuneration (included in expenses in note 17)  14 959  15 126 

22.4    Executive committee remuneration (excluding executive directors)

   Total cost of employment, excluding motor vehicles  4 797  4 495 

   Motor vehicle expenses  685  564 

   Short-term incentive  958  1 293 

   Medium-term incentive  2 121  2 216 

 8 561  8 568 

NOTES TO THE FINANCIAL STATEMENTS
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NOTES TO THE FINANCIAL STATEMENTS

The principal capital management objective is to enhance the Company’s investment returns for the 
benefit of stakeholders, while ensuring that the Company remains adequately capitalised and has 
adequate liquid cash resources to meet all of its obligations. An asset-liability modelling exercise is 
performed annually to determine the optimum percentage allocation of investments to different asset 
classes after taking into account the liability profile of the Company. Ranges are then specified around 
these strategic asset allocations to facilitate tactical asset allocation decisions within these ranges. The 
implementation of the Company’s investment strategy is managed by the Investment committee of the 
board acting on the advice of specialist investment consultants. 

The Company is prohibited from making any borrowings and, therefore, no leverage is incorporated in 
the capital structure.

23.   Capital management

24.   Insurance risk 

The Company is exposed to various insurance risks as explained below. There have been no significant 
changes from the previous year in the exposure to insurance risk or policies, procedures and methods 
used to measure the risk.

The Company accepts insurance risk through statutory insurance contracts issued to certain classes of 
employers within the construction industry under the COID Act No. 130 of 1993 (the COID Act).  These 
classes of employers must procure the insurance covers provided under the COID Act either from the 
Company or the State Compensation Fund. The Company issues no other types of insurance contracts.

The following compensation is payable in respect of employees injured on duty in terms of the COID 
Act:

Temporary disablement

Periodic payments at 75% of the employee’s monthly earnings at the time of the accident, subject to a 
maximum payment of R25 219 per month for up to 24 months.

Permanent disablement

If the degree of disablement is 30% or less, compensation takes the form of a lump sum based on 15 
times the employee’s monthly earnings at the time of the accident, subject to minimum and maximum 
payments of R70 613 and R282 470 respectively. Where disablement is less than 30%, the lump sum is 
calculated proportionately.

If the degree of permanent disablement is 31% or more, compensation takes the form of a monthly 
pension. The monthly pension for 100% permanent disablement is calculated at 75% of the employee’s 
monthly earnings, subject to minimum and maximum monthly pensions of R3 531 and R25 219 
respectively.  Where the degree of permanent disablement is less than 100%, the pension is calculated 
proportionately.
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Compensation on death

Compensation to the surviving spouse consists of both a lump sum equal to twice the monthly pension 
applicable for 100% permanent disablement and a monthly pension equal to 40% of the pension 
applicable for 100% permanent disablement.  This pension continues on remarriage and only ceases 
upon death of the surviving spouse.

Compensation to each child under 18 years of age takes the form of a monthly pension equal to 20% of 
the pension applicable for 100% permanent disablement, provided that the total pension payable to the 
surviving spouse and children does not exceed the amount of the pension applicable for 100% permanent 
disablement. This pension ceases upon death, marriage or the attainment of 18 years of age, but continues 
after the child reaches 18 years of age if the child is physically or mentally handicapped (for such a period as 
can reasonably be expected that the deceased employee would have maintained the child).  The pension 
also continues after 18 years of age if the child is in secondary or tertiary education (for such period as can 
reasonably be expected that the deceased employee would have contributed to the child’s maintenance).

Compensation to the family for funeral costs to a maximum of R18 251 or the actual amount, whichever is the lesser.

Medical and transportation expenses

All reasonable medical expenses incurred by or on behalf of the employee and the reasonable expenses 
incurred for the conveyance of the injured employee to a hospital, doctor or to their residence.

The Company is exposed to a pricing risk to the extent that premiums are insufficient to meet the related 
future compensation costs. Premium rates are set by the State Compensation Commissioner, but may be 
loaded by the Company in the event of adverse claims experience in respect of individual policyholders.  

The Company applies loadings to policyholders’ rates each year based on a sliding scale above a 
threshold claims to premiums ratio, currently 65%. There was no premium deficiency in the current or 
previous financial years.

Underwriting risk is further mitigated by the Company’s reinsurance programme under which the Company 
is compensated above deductible amounts up to specified limits for large individual or cumulative losses 
on insurance contracts issued by the Company. The Company has reduced the quantum of reinsurance 
protection over time owing to the increased capacity to take risk onto the Company’s own balance sheet. 
Accordingly, the impact of reinsurance is immaterial in the ordinary course of events and is excluded 
from the sensitivity and claims development analyses shown in this section.

The risks associated with the statutory insurance contracts issued by the Company are complex and 
subject to a number of variables which complicate quantitative sensitivity analysis. This is addressed 
separately for claims made under insurance contracts and subsequent pension liabilities under 
appropriate headings below.

Claims made under insurance contracts

The Company applies various techniques based on past claims development experience to quantify 
these sensitivities. This includes indicators such as average claim cost, amount of claims occurrence, 
expected loss ratios and claims development over past financial periods.

Results of sensitivity testing based on expected loss ratios are as follows, shown gross of reinsurance as 
impact on underwriting profit:

NOTES TO THE FINANCIAL STATEMENTS
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2016

R’000

2015

R’000

Sensitivity:

   5% variation in loss ratio  41  321  39  246 

The development of accidents registered for the last five years is shown below:

ACCIDENT/UNDERWRITING YEAR 2012 2013 2014 2015 2016

– at end of underwriting year  7  565  7  402  7  584  5  382  7  670 

– one year later  8  246  8  563  8  567  6  074 –

– two years later  8  347  8  637  9  298 – –

– three years later  8  391  9  241 – – –

– four years later  8  771 – – – –

The development of the average Rand cost of claims for the last five years is shown below:

– at end of underwriting year  17  153  19  639  20  322  32  018  23  897 

– one year later  17  900  18  961  23  492  33  662 –

– two years later  17  903  19  291  20  382 – –

– three years later  16  488  16  977 – – –

– four years later  15  244 – – – –

NOTES TO THE FINANCIAL STATEMENTS

Pension liabilities

Pension liabilities are determined as the sum of the discounted present value of the expected future 
monthly payments arising from previous pension awards and directly related future administration 
expenses. 

This determination is based on assumptions as to: morbidity (in respect of the period of temporary 
disability payments); longevity (in respect of the period of monthly pension payments); future pension 
increases; pension administration expenses; and the discount rate applied. 

The discount rate is determined by reference to investment yields, specifically yields on South African 
government bonds which approximate the weighted average duration of the pensioner portfolio. A 
margin for adverse deviations is included in the assumptions.
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2016 2015

The principal assumptions used to determine the Company’s pension liabilities are as follows:

Expected future costs

Mortality/morbity (impacting period of disability pay) PA90 PA90

Longevity (impacting period of pension payments) PA90 PA90

Implied average inflationary pension increase(1) 5.00% 8.44%

Pension administration costs per pensioner per annum R2 400 R2 120

Annual increases in pensioner administration costs 13.21% 6.00%

Implied average discount rate(1) 9.23% 10.06%

(1)   For the current period, liabilities have been discounted using the real yield curve provided by the 
Financial Services Board. Using the real yield curve implicitly assumes that pension inflation will be 
equal to the difference between the real and nominal bond curves.

Results of sensitivity testing of the principal assumptions used to determine the Company’s pension 
liabilities are as follows, shown as an impact on profit:

PRINCIPAL ASSUMPTIONS IMPACT 2016 2015

10% increase in mortality Shorter period of current disability pay  31  671  34  754 

10% decrease in mortality i.e. a 
10% increase in longevity

Longer period of future pension payments  (35  191)  (38  771)

10% increase in direct pension  
administration expenses 

Increased expected future costs  (11  207)  (9  052)

1% once-off upliftment to monthly  
pensions

Increased future pension costs  (12  943)  (13  231)

0.5% absolute decrease in net 
discount rate (discount rate less 
annual pension increase rate)

Increased present value of liability  (89  067)  (89  983)

NOTES TO THE FINANCIAL STATEMENTS

25.   Financial risk

The Company’s financial instruments are exposed to various financial risks as explained below. There 
have been no significant changes from the previous year in the exposure to financial risk or policies, 
procedures and methods used to measure the risk.
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At 31 December 2016
A RATED  

OR BETTER

BELOW A  

OR UNRATED
TOTAL

Local

Listed equity securities  309  976  1  185  749  1  495  725 
Listed debt securities: fixed interest rate  132  729  134  177  266  906 
Listed debt securities: inflation link  1  254  993  7  191  1  262  184 
Corporate debt securities with derivative overlay  72  329  261  764  334  093 
Derivative contracts –  10  599  10  599 
Money market investments  808  249 –  808  249 

 2  578  276  1  599  480  4  177  756 

Foreign

Listed equity securities –  1  289  412  1  289  412 
Corporate debt securities with derivative overlay  51  485  107  912  159  398 
Derivative foreign exchange forward contract liability –  2  781  2  781 
USD cash –  5  601  5  601 
Pooled unlisted equity securities –  131  039  131  039 

 51  485  1  536  745  1  588  231 

Accrued income  6  236  3  171  9  407 

Assets under management  2  635  998  3  139  396  5  775  394 
Enterprise development fund  19  388 –  19  388 
Total financial assets at fair value through profit or loss  2  655  386  3  139  396  5  794  782 

Other financial assets at amortised cost

Insurance receivables –  15  368  15  368 
Other receivables –  13  888  13  888 
Cash and cash equivalents –  201  770  201  770 
Reinsurance assets –  1  709  1  709 

Total insurance and financial assets  2  655  386  3  372  131  6  027  517 

NOTES TO THE FINANCIAL STATEMENTS

25.1   Credit risk

Credit risk is the risk of financial loss to the Company if a debtor (including a counterparty to a financial 
instrument) fails to make payments of interest and the principal value when due. The Company is 
exposed to this risk through its bond and money market investments. Reinsurance assets do not present 
a material credit risk to the Company owing to the limited reinsurance covers in place. Furthermore, 
there is no material exposure to credit risk from premium debtors owing to the statutory nature of the 
insurance covers and the very limited concentration risk. The Company’s investment policy puts limits 
on local and foreign bond and money market investments, including portfolio composition and issuer 
type limits. The performance of the bond and money market investment portfolios are monitored by the 
Investment committee of the board.

The following table provides an analysis of the credit quality of insurance and financial assets.
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At 31 December 2016
A RATED OR 

BETTER

BELOW A OR 

UNRATED
TOTAL

Reinsurance assets  –    1 709  1 709 

Financial assets measured at fair value  2 638 409  3 156 373  5 794 782 

Liquid investments  2 398 842  2 380 703  4 779 545 

Equity investments  309 976  2 370 341  2 680 317 

Quoted equities  309 976  2 355 261   2 665 237 

Derivative equity forward contracts  15 080  15 080 

Bond investments

Quoted SA Government bonds  1 254 993  7 191  1 262 184 

Quoted non-SA government  –    –    –   

Money market investments  827 637  –    827 637 

Accrued investment income  6 236  3 171  9 407 

Unquoted or illiquid quoted investments  239 567  775 670  1 015 237 

Corporate bonds  132 729  134 177  266 906 

Corporate debt securities  106 838  386 653  493 491 

Africa (ex-SA) equities and property investments  254 840  254 840 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  –    15 368  15 368 

Other receivables  –    13 888  13 888 

Cash and cash equivalents  –    201 770  201 770 

Total reinsurance, financial and other assets  2 638 409  3 389 108  6 027 517 

NOTES TO THE FINANCIAL STATEMENTS
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At 31 December 2015
A RATED  

OR BETTER

BELOW A  

OR UNRATED TOTAL

Local

Listed equity securities  550 528  1 030 837  1 581 365 

Listed debt securities: fixed interest rate  102 648  90 088  192 736 

Listed debt securities: inflation link  1 343 812  9 189  1 353 001 

Corporate debt securities with derivative overlay  83 578  192 256  275 834 

Derivative contracts –  (12 969)  (12 969)

Money market investments  644 663 –  644 663 

 2 725 229  1 309 401  4 034 630 

Foreign

Listed equity securities  2 162 983  2 162 983 

Corporate debt securities with derivative overlay  54 673  98 473  153 146 

Derivative foreign exchange forward contract liability  (56 610)  (56 610)

USD cash  80 392  80 392 

Pooled unlisted equity securities  142 070  142 070 

 54 673  2 427 308  2 481 981 

Accrued income  5 549  1 386  6 935 

Assets under management  2 785 451  3 738 095  6 523 546 

Enterprise development fund  18 163 –  18 163 

Total financial assets at fair value through profit or loss  2 803 614  3 738 095  6 541 709 

Other financial assets at amortised cost

Insurance receivables –  10 881  10 881 

Other receivables –  9 772  9 772 

Cash and cash equivalents  1 524  56 954  58 478 

Reinsurance assets –  4 307  4 307 

Total insurance and financial assets  2 805 138  3 820 009  6 625 147 

NOTES TO THE FINANCIAL STATEMENTS

25.2     Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate as a 
result of market factors. Market factors include three types of risk: currency risk; interest rate risk; and 
equity risk. These are addressed under separate headings below.
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At 31 December 2015
A RATED OR 

BETTER

BELOW A OR 

UNRATED
TOTAL

Reinsurance assets  –    4 307  4 307 

Financial assets measured at fair value  2 795 338  3 746 371  6 541 709 

Liquid investments  2 562 709  3 055 284  5 617 993 

Equity investments  550 528  3 044 706  3 595 234 

Quoted equities  550 528  3 109 358  3 659 886 

Derivative equity forward contracts  (64 652)  (64 652)

Bond investments

Quoted SA Government bonds  1 343 812  9 189  1 353 001 

Quoted non-SA government  –    –    –   

Money market investments  662 820  –    662 820 

Accrued investment income  5 549  1 389  6 938 

Unquoted or illiquid quoted investments  232 629  691 087  923 716 

Corporate bonds  102 648  90 088  192 736 

Corporate debt securities  129 981  298 999  428 980 

Africa (ex-SA) equities and property investments  302 000  302 000 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  –    10 881  10 881 

Other receivables  –    9 772  9 772 

Cash and cash equivalents  1 524  56 954  58 478 

Total reinsurance, financial and other assets  2 796 862  3 828 285  6 625 147 

NOTES TO THE FINANCIAL STATEMENTS
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2016 2015

R’000 R’000

Listed equity securities  1 289 412  2 162 983 

Corporate debt securities with derivative overlay  159 398  153 146 

Derivative foreign exchange forward contract liability  2 781  (56 610)

USD cash  5 601  80 392 

Pooled unlisted equity securities  131 039  142 070 

 1 588 231  2 481 981 

Results of sensitivity testing of the financial asset value based on 20% depreciation in the Rand:

Sensitivity

20% depreciation in the Rand versus the USD:

increase in financial assets 5% 7%

increase in financial asset value  285 212  460 845 

NOTES TO THE FINANCIAL STATEMENTS

25.3     Currency risk

Currency risk relates to investments issued by foreign entities when adverse changes in foreign currency 
exchange rates occur. The Company holds equities, bonds and related derivative financial instruments 
issued by foreign entities domiciled in developed and emerging markets. Exposure to bonds issued in 
non-US Dollar currencies is eliminated by derivative currency swaps, but there is a risk that these swaps 
may not be completely effective. 

The Company’s foreign investments are limited by South African foreign exchange control regulations to 
25% of total investments, but, at the discretion of the South African Reserve Bank, may increase beyond 
this percentage as a result of foreign investment gains relative to local investment gains. Foreign currency 
investments are monitored by the Investment committee of the board and holdings are adjusted when 
outside of asset allocation range limits. 

The following are foreign currency denominated investments included in financial assets measured at 
fair value:

Interest rate risk

Interest rate risk is the potential for financial loss caused by fluctuations in fair value or future cash flows 
of financial instruments because of changes in market interest rates.

The Company is exposed to this risk through its interest bearing investments, which include government 
and corporate bonds and money market investments.



65THE FEDERATED EMPLOYERS’ MUTUAL ASSURANCE COMPANY (RF) PROPRIETARY LIMITED ANNUAL REPORT 2016

NOTES TO THE FINANCIAL STATEMENTS

2016 2015

R’000 R’000

Sensitivity

2% increase in SA interest rates:

decrease in financial assets (5%) (6%)

decrease in financial asset value  (285 715)  (347 205)

Interest rate risk continued

Capital exposure to interest rate movements in yields on foreign fixed interest bonds and money market 
investments is eliminated through derivative interest rate swaps, but there is a risk that these swaps may 
not be completely effective.

Results of sensitivity testing of the financial asset value based on interest rate movements are as follows:

Sensitivity

10% reduction in the ALSI:

decrease in financial assets (3%) (3%)

decrease in financial asset value  (141 821)  (193 942)

Equity risk

Equity risk is the uncertainty associated with the valuation of assets arising from changes in equity 
markets. The Company is exposed to this risk through its equity investments, which include derivative 
equity forward contracts.

The Company is subject to prudential investment limits applicable to different asset classes under the 
Short-Term Insurance Act No. 53 of 1998 and is subject also to prescribed investment requirements under 
the COID Act No. 130 of 1993. The percentage allocation of investments to equities is determined by 
an annual asset-liability modelling exercise after taking into account the liability profile of the Company. 
Equities are monitored by the Investment committee of the board and holdings are adjusted when the 
investments are outside of the asset allocation range.

Results of sensitivity testing based on changes in equity market valuations are as follows, shown as 
impact on profit and the financial asset value:

Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet all cash outflow obligations as they 
become due. The Company mitigates this risk by monitoring cash activities and expected outflows. The 
Company does not have material liabilities that can be called unexpectedly on demand. The Company 
has no material commitments for capital expenditures and there is no need for such expenditures in the 
normal course of business. Claim payments, premium rebates and operational expenditure are currently 
funded by annual premium receipts. Consequently, the principal risk is that investment returns are 
inadequate to fund long-term pension obligations. This risk is considered to be low at the present time 
based on the Company’s investment strategy and high level of capital surplus retained by the Company.
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The expected maturity profile of the Company’s insurance and financial assets and its insurance and 
financial liabilities is as follows:

At 31 December 2016
LESS THAN 

1 YEAR

1-5 

YEARS

MORE 

THAN

5 YEARS

TOTAL

Local

Listed equity securities  1  495  725  –  –  1  495  725 

Listed debt securities: fixed interest rate  5  338  2  669  258  899  266  906 

Listed debt securities: inflation linked  25  244  12  622  1  224  318  1  262  184 

Corporate debt securities with derivative 
overlay

 –  –  334  093  334  093 

Derivative contracts  10  599  –  –  10  599 

Money market investments  808  249  –  –  808  249 

 2  345  155  15  291  1  817  310  4  177  756 

Foreign

Listed equity securities  1  289  412  –  –  1  289  412 

Corporate debt securities with derivative 
overlay

 – –  159  398  159  398 

Derivative foreign exchange forward contract 
liability

 2  781  –  –  2  781 

USD cash  5  601  –  –  5  601 

Pooled unlisted equity securities  – –  131  039  131  039 

 1  297  794  –  290  437  1  588  231 

Accrued income  9  407  –  –  9  407 

Assets under management  3  652  356  15  291  2  107  746  5  775  394 

Enterprise development fund  19  388  –  –  19  388 

Total financial assets at fair value through profit 
or loss

 3  671  744  15  291  2  107  746  5  794  782 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  15  368  –  –  15  368 

Other receivables  13  888  –  –  13  888 

Cash and cash equivalents  201  770  –  –  201  770 

Reinsurance assets  855  855  1  709 

Total insurance and financial assets  3  903 625  16 146  2  107 746  6  027 517 

NOTES TO THE FINANCIAL STATEMENTS
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Insurance liabilities  758  796  635  963  1  074  717  2  469  476 

Pension liabilities  85  460  386  758  1  074  717  1  546  935 

Unpaid and incurred but not reported claims  308  378  –  –  308  378 

Unearned premium liability  128  161  –  –  128  161 

Premium rebate liability  236  797  249  205  –  486  002 

Financial liabilities measured at amortised cost

Trade and other payables  822  004  –  –  822  004 

Total insurance and financial liabilities  1  580  800  635  963  1  074  717  3  291  480 

Net insurance and financial assets/(liabilities)  2  322  825  (619 818)  1  033  029  2  736  037 

There are no insurance and financial assets past due but not impaired at 31 December 2016.

NOTES TO THE FINANCIAL STATEMENTS
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The expected maturity profile of the Company’s insurance and financial assets and its insurance and 
financial liabilities is as follows:

At 31 December 2015
LESS THAN 

1 YEAR

1-5 

YEARS

MORE 

THAN

5 YEARS

TOTAL

Local

Listed equity securities  1 581 365  –  –  1 581 365 

Listed debt securities: fixed interest rate  3 855  1 927  186 954  192 736 

Listed debt securities: inflation linked  27 060  13 530  1 312 411  1 353 001 

Corporate debt securities with derivative overlay  –  –  275 834  275 834 

Derivative contracts  (12 969)  –  –  (12 969)

Money market investments  644 663  –  –  644 663 

 2 243 974  15 457  1 775 199  4 034 630 

Foreign

Listed equity securities  2 162 983  –  –  2 162 983 

Corporate debt securities with derivative overlay  –  –  153 146  153 146 

Derivative foreign exchange forward contract liability  (56 610)  –  –  (56 610)

USD cash  80 392  –  –  80 392 

Pooled unlisted equity securities  –  –  142 070  142 070 

 2 186 765  –  295 216  2 481 981 

Accrued income  6 938  –  –  6 938 

Assets under management  4 437 677  15 457  2 070 415  6 523 549 

Enterprise development fund  18 160  –  –  18 160 

Total financial assets at fair value through profit or loss  4 455 837  15 457  2 070 415  6 541 709 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  10 881  –  –  10 881 

Other receivables  9 772  –  –  9 772 

Cash and cash equivalents  58 478  –  –  58 478 

Reinsurance assets  2 154  2 153  4 307 

Total insurance and financial assets  4 537 122  17 610  2 070 415  6 625 147 
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Insurance liabilities  961 002  626 984  1 064 493  2 652 479 

Pension liabilities  86 217  390 187  1 064 493  1 540 897 

Unpaid and incurred but not reported claims  279 609  –  –  279 609 

Unearned premium liability  119 908  –  –  119 908 

Premium rebate liability  475 268  236 797  –  712 065 

Financial liabilities measured at amortised cost

Trade and other payables  44 094  –  –  44 094 

Total insurance and financial liabilities  1 005 096  626 984  1 064 493  2 696 573 

Net insurance and financial assets/(liabilities)  3 532 026  (609 373)  1 005 922  3 928 574 

There are no insurance and financial assets past due but not impaired at 31 December 2015.

26.  Fair value measurement

Fair value is a market-based measurement, not an entity-specific measurement. For some assets and 
liabilities, observable market transactions or market information might be available. For other assets and 
liabilities, observable market transactions and market information might not be available. However, the 
objective of a fair value measurement in both cases is the same – to estimate the price at which an orderly 
transaction to sell the asset or to transfer the liability would take place between market participants at 
the measurement date under current market conditions (i.e. an exit price at the measurement date from 
the perspective of a market participant that holds the asset or owes the liability).  Fair value excludes 
transaction costs which would be incurred to sell the asset or transfer the liability e.g. sales commission.
 
When a price for an identical asset or liability is not observable, an entity measures fair value using 
another valuation technique that maximises the use of relevant observable inputs and minimises the 
use of unobservable inputs. Because fair value is a market-based measurement, it is measured using the 
assumptions that market participants would use when pricing the asset or liability, including assumptions 
about risk. As a result, an entity’s intention to hold an asset or to settle or otherwise fulfil a liability is not 
relevant when measuring fair value.

Fair value for measurement and/or disclosure purposes in these financial statements is determined on 
the basis explained above, except for leasing transactions that are within the scope of IAS 17 Leases, 
and measurements that have some similarities to fair value but are not fair value, such as the value in use 
in IAS 36 Impairment of Assets and the estimation of insurance liabilities and related reinsurance assets 
under IFRS 4 Insurance Contracts.  Key areas of estimation uncertainty affecting insurance liabilities are 
explained in note 5.2 and information concerning insurance risks, including results of sensitivity testing 
of key insurance risks is provided in note 12.

For financial reporting purposes, fair value measurements of financial assets and financial liabilities are 
categorised into Level 1, 2 or 3 based on the degree to which the inputs to the measurements are observable 
and the significance of the inputs to the measurement in its entirety, which are described as follows:
Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities that the 
entity can access at the measurement date;
Level 2 inputs are, other than quoted prices included within Level 1, observable for the asset or liability, 
either directly or indirectly; and
Level 3 inputs are unobservable inputs for the asset or liability.
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Application of the fair value hierarchy to the Company’s financial assets and financial liabilities is as follows:

At 31 December 2016 LEVEL 1 LEVEL 2 LEVEL 3 TOTAL

Local

Listed equity securities  1 495 725  –  –  1 495 725 
Listed debt securities: fixed interest rate  266 906  –  –  266 906 
Listed debt securities: inflation linked  1 262 184  –  –  1 262 184 
Corporate debt securities with derivative overlay  –  334 093  –  334 093 
Derivative contracts  10 599  –  –  10 599 
Money market investments  –  808 249  –  808 249 

 3 035 414  1 142 342  –  4 177 756 

Foreign

Listed equity securities  1 289 412  –  –  1 289 412 
Corporate debt securities with derivative overlay  –  159 398  –  159 398 
Derivative foreign exchange forward contract liability  2 781  –  –  2 781 
USD cash  5 601  –  –  5 601 
Pooled unlisted equity securities  –  131 039  –  131 039 

 1 297 794  290 437  –  1 588 231 

Accrued income  9 407  –  –  9 407 

Assets under management  4 342 615  1 432 779  –  5 775 394 

Enterprise development fund  –  19 388  –  19 388 

Total financial assets at fair value through profit or loss  4 342 615  1 452 167  –  5 794 782 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  –  15 368  –  15 368 
Other receivables  –  13 888  –  13 888 
Cash and cash equivalents  –  201 770  –  201 770 

Total financial assets  4 342 615  1 683 193  –  6 025 808 

Financial liabilities measured at amortised cost
Trade and other payables  –  822 004  –  822 004 

Total financial liabilities  –  822 004  –  822 004 

Net financial assets  4 342 615  861 189  –  5 203 804 
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Application of the fair value hierarchy to the Company’s financial assets and financial liabilities is as follows:

At 31 December 2015 LEVEL 1 LEVEL 2 LEVEL 3 TOTAL

Local

Listed equity securities  1  581  365  –  –  1  581  365 
Listed debt securities: fixed interest rate  192  736  –  –  192  736 
Listed debt securities: inflation linked  1  353  001  –  –  1  353  001 
Corporate debt securities with derivative overlay  –  275  834  –  275  834 
Derivative contracts  (12  969)  –  –  (12  969)
Money market investments  –  644  663  –  644  663 

 3  114 133  920  497  –  4  034  630 

Foreign

Listed equity securities  2  162  983  –  –  2  162  983 
Corporate debt securities with derivative overlay  –  153  146  –  153  146 
Derivative foreign exchange forward contract liability  (56  610)  –  –  (56  610)
USD cash  80  392  –  –  80  392 
Pooled unlisted equity securities  –  142  070  –  142  070 

 2  186  765  295  216  –  2  481  981 

Accrued income  6  938  –  –  6  938 

Assets under management  5  307  836  1  215  713  –  6  523  549 

Enterprise development fund  –  18  160  –  18  160 

Total financial assets at fair value through 

profit or loss
 5  307  836  1  233  873  –  6  541  709 

OTHER FINANCIAL ASSETS MEASURED AT AMORTISED COST

Insurance receivables  –  10  881  –  10  881 
Other receivables  –  9  772  –  9  772 
Cash and cash equivalents  –  58  478  –  58  478 

Total financial assets  5  307  836  1  313  004  –  6  620  840 

Financial liabilities measured at amortised cost
Trade and other payables  –  44  094  –  44  094 

Total financial liabilities  –  44  094  –  44  094 

Net financial assets  5  307  836  1  268  910  –  6  576  746 
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 2016  2015 

R’000 R’000

NEW BASIS OF PRESENTATION:

Gross claims and benefits  (282 780)  (626 582)

- Gross claims expense  (359 960)  (379 280)

- Claims recoveries  44 673  28 058 

- Pension valuation charge  32 507  (275 360)

PREVIOUS BASIS OF PRESENTATION:

Gross claims and benefits  (282 780)  (626 582)

- Gross claims expense  (299 279)  (327 864)

- Claims recoveries  44 673  28 058 

- Pension valuation charge  (28 174)  (326 776)

DIFFERENCE:

Gross claims and benefits  -  - 

- Gross claims expense  (60 681)  (51 416)

- Claims recoveries  -  - 

- Pension valuation charge  60 681  51 416 

27. Reclassification of comparative amounts

Certain of the line items presented in the SOCI have been reordered and reclassified to enhance the 
presentation of the Company’s underwriting results. Relevant details of these changes, including the 
impacts on comparative amounts, are provided under appropriate headings below.

Special rebates to policyholders

The provision for special rebates paid to policyholders was previously shown as a deduction from gross 
premium income, whereas it is now more appropriately presented as part of shareholder-approved 
expenditure at the end of the SOCI. The prior year amount reordered on this basis totals R250 million.

Gross claims and benefits

The amount transferred from unpaid claim liabilities to pension liabilities upon final award of a pension 
was previously based on subsystem pension values for ease of administration, whereas the amount 
transferred has been changed to include the full actuarial value of the pension. This results in a more 
accurate calculation and presentation of the gross claims expense with a corresponding adjustment to 
the pension valuation charge and no change to the overall gross claims and benefits expense shown in 
the SOCI.

The impact of the new versus previous basis of presentation for both the current and previous financial 
years is as follows:
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Head Office

Chief Executive Officer: Thelma Pugh

T +27 11 359 4300

F +27 11 359 4302

Physical Address: 2nd Floor, Building 2, 116 Oxford Road,  

Cnr Glenhove and Oxford Roads, Rosebank

Postal Address: Private Bag 87109, Houghton, 2041

KwaZulu-Natal

KwaZulu-Natal Regional Manager: Sanjay Munnoo

T +27 31 277 0660

F +27 31 202 9750

Physical Address: 2 Ncondo Place, Umhlanga Ridge, 4320

Postal Address: PO Box 1157, Umhlanga Ridge, Durban, 4320

Inland

Inland Regional Manager: Angie Reddy

T +27 11 359 4300

F +27 11 359 4336

Physical Address: 2nd Floor, Building 2, 116 Oxford Road,  

Cnr Glenhove and Oxford Roads, Rosebank

Postal Address: Private Bag 87109, Houghton, 2041

Cape

Cape Regional Manager: Bandile Mangisa

T +27 21 443 2200

F +27 21 425 1544

Physical Address: The Towers, 12th Floor, 2 Hereengracht,  

Cnr Hertzog Boulevard Foreshore, Cape Town

Postal Address: PO Box 2555, Cape Town, 8000

Company Registration Number 

1936/008971/07

www.fema.co.za  
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