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Research Update:

South African Life Insurer Old Mutual Life
Assurance Co. Assigned 'zaAAA/zaA-1' South
Africa National Scale Ratings

Overview

e Od Mitual Life Assurance Co. (South Africa) Ltd. (OVMLACSA) is the
|l eading life insurance conpany in the South African market. It offers a
di versified range of products and has wi despread distribution channels.

e It is also the largest life operation within Od Mitual Emerging Markets
(OVEM, one of the four business segnents of the A d Mitual G oup (OM
PLC), a diversified financial services group

* OMLACSA has a resilient balance sheet thanks to its prudent capital and
reserve buffer policies and its product and liability structures, the
vast majority of which allow flexible guarantees and include nechani sns
to share profit and |l oss with policyhol ders.

« W are assigning our 'zaAAA/ zaA-1' |long-term and short-term nationa
scale ratings to OMLACSA

e W do not expect OMLACSA and its parent OVEM to suffer material negative
devel opnent on their businesses or bal ance sheets as a result of the
pl anned separation of OM PLC into four separate segnents.

Rating Action

On April 26, 2016, Standard & Poor's Ratings Services assigned its 'zaAAA
long-termand its 'zaA-1'" short-term South Africa national scale counterparty
credit ratings to Od Mitual Life Assurance Co. (South Africa) Ltd. (OWMLACSA).
At the same tinme, we assigned our long-term'zaAA+ South Africa nationa
scale issue ratings to the 10 subordi nated and deferrabl e notes issued under
OMLACSA' s South African rand (ZAR) 10 billion nediumterm notes (MIN) program

Rationale

The ratings reflect OMLACSA's strong positioning in the South African life

i nsurance nmarket, as denonstrated by its |eading positions in diversified
product segnments and its diversified sales forces. Other credit strengths

i ncl ude OMLACSA' s resilient balance sheet, resulting from prudent capital and
reserve buffer policies. On the downside, we take into account the difficult
operating environment in the South African life insurance industry. Exposure
to the South African econony weighs on the narket and credit risk of OMLACSA s
assets.

The OMVEM group has additional credit strengths and weaknesses relative to
OMLACSA, in our view Anobng the strengths, we see further business
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di versification through Mutual & Federal, the property/casualty (P/C) arm the
A d Mitual Investnent Goup (OM G adding asset managenent capabilities, and
smal |, but growing activities outside South Africa.

Qur rating is based on our consolidated view of OVEM even though OVEMi s
largely influenced by OMLACSA, which represents nore than 90% of OMEM s assets
and liabilities. W consequently consider OMLACSA as a core operating conpany
of OVEM OM PLC has announced that it will separate into four separate
segnents by the end of 2018. W have considered the influence of the |arger OM
PLC group, but our base-case assunption is that the separation would have a
[imted inmpact on our view of OMLACSA' s creditworthiness.

Qur insurance industry and country risk assessnent (IICRA) for the South
African life insurance market is noderate nostly due to the country's danpened
econom ¢ prospects, which are likely weigh on real growth in the |life sector
and lead to nore intense conpetition within the market. This conpares
unfavorably with nmost of the life insurance nmarkets we assess, where the |1 CRA
is internmediate and neutral to the ratings. As such, the IICRAis a relative
weakness for the rating. OVEM s exposure outside South Africa represents |ess
than 10% of its liabilities and 20% of new busi ness vol unes.

Qur view of OMEM s conpetitive position is |largely based on OMLACSA s strong
conpetitive position in South Africa. OMLACSA provides fully fledged |ife,
savi ngs, and weal t h managenent sol utions and hol ds | eading positions in the
retail and corporate segnents. In the retail nmarket, OWMLACSA is | eading the
traditional players in the |owincome segnent, and it holds top-three
positions in nost of the mddle-incone segnents. OMLACSA is a top-three player
in the high-net-worth business, and is the narket |eader in the corporate
segnent .

OVMLACSA draws its strength fromits |arge product offering in both the
with-profit segment, where it |eads the market, and in unit-linked offers.
Diversified distribution abilities through majority-controlled networks add to
OMLACSA' s conpetitive strengths. Distribution channels include enpl oyee sal es,
tied agents, agency franchise distribution, and personal finance advice (PFA).
Mutual & Federal's No. 2 position in the P/C market conplenments OVEM s

dom nant position and product offering in South Africa.

OMVEM s positions outside South Africa are small and fragnmented, and much | ess
profitable than OMLACSA. Still, they sow the seeds for future diversification
OVEM has | eadi ng positions in small markets such as Zi nbabwe, Ml awi, and
Nam bi a and second-tier positions in Kenya, as well as a presence in N geria.
Overall, we expect OMEMto post sound operating profit measures over the
comng two years, with return on equity (ROE) of above 20% and val ue of new
busi ness margi ns of above 3% in line with its closest South African peers.

Qur view of OMEM s bal ance-sheet resilience is nostly supported by the
substantial buffers existing within OMLACSA's with-profit policyhol der funds
(WPF). Such buffers, in particular the bonus-snmoothing reserves and the
nonvested part of the bonuses, could offset the potentially high volatility
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due to substantial investnent in equities within the WPF (60%to 70% of

i nvest ed assets). Snpot hed-bonus reserves nmake up half of OWLACSA s reserves,
while unit-linked funds, nostly w thout investnment guarantees, nmake up 40% of
reserves.

This liability profile, which includes significant nechani sns for sharing
profit and loss with policyhol ders, contributes to our view of the bal ance
sheet's resilience to investnment market volatility. In addition, npobst products
pay narket value on termination. That said, the highly conpetitive nature of

t he savi ng market and hi gh policyhol der expectations m ght di scourage OVEM
frommaking full use of the | oss-sharing nmechanisns in case of stress. W

t herefore view OVEM s consol i dated capital adequacy as upper adequate

Prospectively, our base-case assunption is that OMEM s dividends to parent OM
PLC are likely to be a drag on capital adequacy, in |ight of OMEM s expected
growmh. In addition, OVEM has identified a budget for acquisitions that it
could use in the next three years. Therefore, we expect capital adequacy, as
we cal cul ate the neasure, to decline over the next three years, but to renain
conmensurate with an upper adequate assessment. In using our capital adequacy
nodel criteria listed bel ow, we have applied a criteria interpretation that
allows us to assune the duration nismatch assunption for South African life
insurers is two years.

We view the risk position as internediate, that is, neutral to the ratings.
OWMLACSA' s substantial asset exposure to high-risk assets, such as equities,
properties, |oans, and specul ative-grade and unrated bonds is mtigated by the
profit-and-1oss features of its main product |ines. The |argest sector
exposure is banking, and excludi ng governnment securities, the other sector and
obligor exposure is largely diversified. Qur assessnent al so depends on the
credit quality of assets. A deterioration of the average credit quality of
bonds to |l ower than 'BBB coul d have a negative inmpact on our view of
OVLACSA' s creditwort hi ness.

W view OMEM s financial flexibility as adequate. Its financial |everage is
low and its fixed-charge coverage is healthy, despite the hybrid debt

i ssuances during 2015. W view OMLACSA as self-sufficient for capital
generation to fund organic growth, per our base-case assunptions.
Consequently, we see its need for external capital as linmted. OVEM has
determ ned a budget for external growh and does not rely on its parent to
fund acquisitions. On the downsi de, heavy cash dividend paynents to the parent
constrain OVEM s ability to increase its capital buffer. W expect the process
of splitting up OMPLC to be neutral to OVEM s financial flexibility.
Neverthel ess, we could reassess our view on financial flexibility as and when
we gain a clearer view of OVMEM s future sharehol der structure.

W& assess OVEM s managenent and governance as satisfactory. OVEM s managenent
has extensive experience and expertise in its chosen markets and risks. It has
a clear strategy and adequate structure and skills to be able to execute it.
We do not expect the announced dismantling of OM PLC to distract OVEM s
managenment and strategy. OVEM s managenent stands on its own and relies on
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l[imted input fromOMPLC with regards to operational nanagenent. Wth regards
to strategy, OM PLC s nanaged separation phase could | ead OVEM to be nore

i nward-1 ooking and to reassess its fragnented positioning outside South
Africa. However, we do not expect the separation to lead to a substantia
change to OMEM s strategic focus in South Africa or its selective growh

abr oad.

We view enterprise risk nanagenent (ERM) as adequate and ERM as havi ng hi gh

i mportance to the rating, given the substantial nmarket risk in OVEM s assets,
and its broad geographi c exposures and conpl ex structure. W base our views on
the practices in place for OMLACSA that OMEM replicates for its foreign

busi nesses. OVEM has explicit capital-at-risk and earning-at-risk,
cash-at-risk, and operational risk tolerances and has adequate processes in
place to maintain its risk positions within tolerances, in our view. OVEM has
al so an extensive key risk identification programwhere it splits the main
risks into different tolerance |evels and which it conpl enents w th managenent
actions. Risk reporting is extensive and granul ar. Managenent and board

awar eness of risk-taking is high, as denonstrated by extensive risk focus in
quarterly board revi ews.

Liability bias toward snooth with-profit business and the rel ated heavy
exposure to equities support heavy charges under our liquidity analysis
conpared with insurers that have asset allocations nostly geared toward

i nvest ment - gr ade bonds. However, OVEM has exceptional liquidity on aggregate,
thanks to the liquid nature of the investnents backing its liabilities, and
because of its ability to apply market-value adjustments if there is a surge
in policy | apses under stressful market conditions. W consider that
collateral posting risk is manageable and that risks arising from contingent
liabilities are unlikely to materially affect liquidity.

OMLACSA hol ds approximately 95% of its assets in South Africa. However, the
bulk of its life liabilities are with-profit or unit-1inked and feature
substantial |oss-sharing abilities with policyholders. Should a severe default
stress occur--such as our hypothetical sovereign stress--we expect OVLACSA s
pol i cyhol der funds to share the bul k of |osses. W woul d expect sharehol der
funds to suffer substantially under such a scenario, but not be fully
exhausted. Therefore, OMLACSA and OVEM wi t hst and our foreign currency
sovereign default stress test. However, we do not view OMLACSA as passing the
nore-severe | ocal currency stress test scenario.

The OM PLC G oup already operates as a conglonerate of four separate

busi nesses, OVEM Nedbank, OM Walth (OWY, and OM Asset Managenent (OVAM .
There are linmited business interactions between these segnents, and in that
regard we expect the dismantling to be neutral for OVEM s and OMLACSA' s
busi ness operati ons.

On the financial side, the nost direct inpact would be the di sposal by OVMLACSA
of its stake in Nedbank. As part of our analysis, we wite down OMLACSA s
shares in Nedbank as an affiliate, based on its value in OMLACSA s accounts.
The remaining uncertainty is the stake that OM PLC woul d retain in OVEM at the
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end of the dismantling process, and OVEM s sharehol der structure (listed,
controlled by OM PLC, or by another owner).

In our base case, we assune that OVEM and OMLACSA will not be negatively

af fected by the separation, due to the independence of their strategy and
their board, their expected capital policy, and the stringent regulatory rules
in South Africa.

We could | ower the ratings on OMLACSA if we took a similar action on our
sovereign ratings on South Africa. We could also lower the ratings if we saw
exceptional dividends exhausting capital; unexpected negative consequences of
OM PLC s dismantling; or earning fundanental s deteriorating, for exanple, ROE
to bel ow 15% or new busi ness margi n bel ow 2. 5%
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Additional Contact:
Insurance Ratings Europe; Insurancelnteractive_ Europe@standardandpoors.com

Certain terns used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at spcapitaliqg.com All

ratings affected by this rating action can be found on Standard & Poor's
public Wb site at www standar dandpoors.com Use the Ratings search box
located in the left colum. Alternatively, call one of the follow ng Standard
& Poor's nunbers: Cient Support Europe (44) 20-7176-7176; London Press Ofice
(44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225;

St ockhol m (46) 8-440-5914; or Mscow 7 (495) 783-40009.
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