Santam: South Africa’s pre-eminent

Insurer Edward Mtsweni - Investment Analyst

With a history spanning the last century, Santam
(the South African National Trust and Assurance
Company) has weathered many storms and remains
South Africa’s leading short-term insurance business.
Its massive success stems from strategic adaptability
and remarkable operational execution in evolving

its client-centered service offering that caters for
individuals, business owners and institutions. We
unpack Santam’s history, the business and its strong
market position today.



Santam: South Africa’s pre-eminent insurer

Early origins

Santam was founded in 1918 in the aftermath of World War |
and the Spanish flu pandemic. Within months, they had
established a subsidiary focusing specifically on life insurance,
namely Sanlam (the South African Life Assurance Company).
Santam remained the largest shareholder in Sanlam until 1953
when Sanlam converted to a mutual insurer. Subsequently,
Sanlam became Santam’s largest shareholder.

Santam’s early focus was on insuring risks related to agriculture
and it later expanded into offering various forms of personal
(ie motor and home), business and liability insurance. The
company revolutionised the insurance industry in the 1970s
by launching the first all-risks policy (Multiplex) that enabled
South Africans to consolidate the insurance of all their assets
under a single policy. The yellow umbrella brand icon,
reinforcing their positioning, was incorporated into Santam’s
logo in 1981.

Growing and adapting their position

Santam’s 1999 acquisition of Guardian National (the third
largest insurer at the time) for R1.6 billion, was a huge success.
It was transformational for Santam as it secured a 25% market
share of the local insurance industry (below left), thereby
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achieving material economies of scale and reducing market
competition. It significantly increased the company’s presence
in the commercial insurance market. The complimentary
combined market offerings of the two companies created
immediate benefits from risk diversification and capital
optimisation, and longer-term cross-sell opportunities.

In 2003, Santam (in conjunction with Sanlam) established
insurance businesses outside of South Africa (particularly in
other developing countries). They later also established
Santam Re and Santam Specialist, offering business insurance.

In the late 2000s, direct® insurance competitors emerged and
began rapidly gaining market share from intermediated?
insurers such as Santam. To counteract this threat, Miway - a
direct insurer separately branded from Santam - was launched
in 2008 by Santam, Sanlam and PSG. MiWay was acquired in
full by Santam in 2012 and has been a remarkable success,
capturing a large portion of the move to direct insurance
without disrupting Santam’s relationships with its intermediated
distribution channel.

10online and call center-based personal lines insurers that deal directly with customers, rather
than via intermediaries such as brokers.

2 Insurance sold and serviced via intermediaries such as insurance brokers. Client interactions
are primarily face-to-face, with more of a personal touch than can be offered by a call center.
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Growth rebased to 100

Substantial competitive advantages

Santam’s competitive advantages stem from its decades of

experience, broad geographical footprint, massive scale, brand

strength, business diversity, specialist skills and capabilities, and
distribution networks. Currently, it offers short-term insurance
solutions under three divisions (right chart previous page):

o Conventional insurance comprising Santam Commercial
and Personal in South Africa and Namibia, along with
MiWay, Santam Re (wholesale reinsurance) and Santam
Specialist for business (eg crops, liability, engineering);

o Alternative risk transfer offerings are tailored solutions for
business clients to enable them to insure their own
operational risks. These comprise a separate legal entity
(cell) operating under Santam’s insurance licence; and

o Strategic partnerships outside of South Africa in countries
including Malaysia and India.

Personal lines - large and very competitive

Personal lines insurance (mostly motor and household
insurance for individuals) comprises 50% of total industry
premiums. This market has seen direct insurers rapidly gain
substantial market share, with their penetration seeming
to now stabilise at around 40%. Direct insurers include
Outsurance, Miway, Telesure (with brands such as DialDirect
and 1st for Women) and King Price.

Santam’s premium growth
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Santam Personal (41% of Santam’s gross written premium?)
has exhibited sector-leading growth that accelerated post
2016 - largely aided by strong growth in MiWay (left chart
below). Although the growth rate has eased due to the tough
economy, Santam still sees significant growth potential for
MiWay. This should be boosted by the launch of its fully digital
offering that will compete with new digital competitors such
as Pineapple and Naked.

Commercial lines - the growth driver

Commercial lines insurance (below right) contributes
approximately 30% of the industry’s premiums. Santam
Commercial has exhibited above-industry growth and holds
the largest market share. This leading position stems from
Santam’s deep experience and expertise in specialist risk
insurance across a far broader range than competitors.

The commercial market has three segments, with a specific

distribution model for each:

o Small corporate - a mix of direct and broker-led with many
new entrants. Discovery and Outsurance are growing well in
this segment and competition is high.

o Medium corporate - broker-led, where Santam is the largest
player with fewer competitors.

3 The total premium written by an insurer before deductions for reinsurance and commissions.
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o Large corporate - broker-led, where Santam dominates and
has more than 3 000 established broker relationships.
Growth opportunities in this segment will come from:

o asset growth and related protection needs as these
businesses grow and the value of their assets increase in
real terms.

o new risks that are emerging, for example cyber-crime,
terrorism and climate change.

Cell captive solutions

Cell captive insurance, whereby a business entity self-insures its
assets by setting up its own insurance subsidiary administered
by an insurer and written on that insurer’s licence, is expected
to grow in the coming years. An increasing number of companies
are seeking to manage their risks more effectively and reduce
their insurance costs. Santam’s alternative risk transfer
business is a relatively small profit contributor (8% of total
profits) now but is expected to grow fairly rapidly.

Santam vs industry underwriting margins

Dominance in a difficult market

Santam’s margins and return on capital have been excellent
over the long term (charted below). Their robust long-term
underwriting margin signature results primarily from
outstanding risk selection and pricing. They have also
effectively managed their capital requirements by diversifying
their portfolio of risks and applying internal risk capital models
that result in higher returns on equity than competitors.

As a market leader with a history of financial stability and solid
risk management, Santam has immense scale, operates with
efficiency and deploys leading underwriting skills that enable it
to achieve high margins and provide a compelling competitive
edge. This will serve shareholders well in the years to come. [l

Santam: high normalised returns
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Camissa

Asset Management

Camissa Asset Management (Pty) Limited

Fifth Floor MontClare Place
Cnr Campground and Main Roads
Claremont 7708

PO Box 1016 Cape Town 8000
Tel +27 21 673 6300 Fax +27 86 675 8501
Email info@camissa-am.com

Website www.camissa-am.com

Camissa Asset Management (Pty) Limited is a licensed financial services provider (FSP No. 784)
Reg No.1998/015218/07

Footnote: 1 Annualised (ie the average annual return over the given time period); 2TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in the
management of the portfolio for the rolling three-year period to 30 September 2023; #over 12 months to 30 September 2023. 3Transaction costs (TC) are unavoidable costs incurred in
administering the financial products offered by Camissa Collective Investments and impact financial product returns. It should not be considered in isolation as returns may be impacted
by many other factors over time including market returns, the type of financial product, the investment decisions of the investment manager and the TER. This is also calculated on the
rolling three-year period to 30 September 2023 #over 12 months to 30 September 2023.4Source: Morningstar; net of all costs incurred within the fund and measured using NAV prices
with income distributions reinvested; >Source: Camissa Asset Management; gross of management fees; ©Median return of Alexander Forbes SA Manager Watch: BIV Survey; 7 Median
return of Alexander Forbes Global Large Manager Watch.

Disclaimer: The Camissa unit trust fund range is offered by Camissa Collective Investments (RF) Limited (Camissa), registration number 2010/009289/06. Camissa is a member of the
Association for Savings and Investment SA (ASISA) and is a registered management company in terms of the Collective Investment Schemmes Control Act, No 45 of 2002. Camissa is a
subsidiary of Camissa Asset Management (Pty) Limited [a licensed financial services provider (FSP No. 784)], the investment manager of the unit trust funds.

Unit trusts are generally medium to long-term investments. The value of units will fluctuate and past performance should not be used as a guide for future performance. Camissa does not
provide any guarantee either with respect to the capital or the return of the portfolio(s). Foreign securities may be included in the portfolio(s) and may result in potential constraints on
liquidity and the repatriation of funds. In addition, macroeconomic, political, foreign exchange, tax and settlement risks may apply. However, our robust investment process takes these
factors into account. Unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. Exchange rate movements, where applicable, may affect the value of underlying
investments. Different classes of units may apply and are subject to different fees and charges. A schedule of the maximum fees, charges and commissions is available upon request.
Commission and incentives may be paid, and if so, would be included in the overall costs. All funds are valued and priced at 15:00 each business day and at 17:00 on the last business day
of the month. Forward pricing is used. The deadline for receiving instructions is 14:00 each business day in order to ensure same day value. Prices are published daily on our website.

Performance is based on a lump sum investment into the relevant portfolio(s) and is measured using Net Asset Value (NAV) prices with income distributions reinvested. NAV refers to the
value of the fund’s assets less the value of its liabilities, divided by the number of units in issue. Figures are quoted after the deduction of all costs incurred within the fund. Individual
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Camissa may close a portfolio to new investors
in order to manage it more effectively in accordance with its mandate. Please refer to the relevant fund fact sheets for more information on the funds by visiting www.camissa-am.com.

Camissa takes no responsibility for any information contained herein or attached hereto unless such information is issued under the signature of an FSCA-approved representative or key
individual (as these terms are defined in FAIS) and is strictly related to the business of Camissa. Such information is not intended to nor does it constitute financial, tax, legal, investment or
otheradvice, including but not limited to ‘advice’ as that term is defined in FAIS. Camissa does not guarantee the suitability or potential value of any information found in this communication.
The user of this communication should consult with a qualified financial advisor before relying on any information found herein and before making any decision or taking any action in
reliance thereon. This communication contains proprietary and confidential information, some or all of which may be legally privileged. It is for the intended recipient only. If an error of any
kind has misdirected this communication, please notify the author by replying to this communication and then deleting the same. If you are not the intended recipient you must not use,
disclose, distribute, copy, print or rely on this communication. Camissa is not liable for any variation effected to this communication or any attachment hereto unless such variation has been
approved in writing by an FSCA-approved representative or key individual of Camissa.



