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Research Update:

South African Insurer Santam Ltd. Downgraded
To 'BBB+' On Sovereign Downgrade; Outlook
Stable

Overview

e On June 13, 2014, we lowered our long-term foreign currency sovereign
credit rating on the Republic of South Africa to 'BBB-' from'BBB and
our long-termlocal currency rating to 'BBB+ from"'A-'

» W consider Santamto have a material exposure to South Africa. W are
therefore lowering our ratings on Santamto 'BBB+ . W affirmed our
national scale rating at 'zaAA+' .

« W have also revised to strong our assessnent of Santanmis enterprise risk
managenent and rai sed the conpany's indicative stand-alone credit profile
to'a from'a-', two notches above the foreign currency rating on South
Africa.

» The stable outlook reflects that on the ratings on South Africa and our
expectation that nanagenment actions will not increase Santanm s exposure
to sovereign risk.

Rating Action

On June 24, 2014, Standard & Poor's Ratings Services lowered its long-term
counterparty credit and insurer financial strength ratings on South
Africa-based non-life insurer SantamLtd. to 'BBB+ from'A-'. The outlook is
st abl e.

At the sane time, we affirmed the 'zaAA+' South Africa national scale rating
on Santam

Rationale

On June 13, 2014, we |lowered our long-termlocal currency sovereign credit
rating on South Africa by one notch to 'BBB+ and our foreign currency
sovereign credit rating to 'BBB-'. The downgrade reflects our expectation of
| ackl uster GDP growh in South Africa, against a backdrop of relatively high
current account deficits, rising general government debt, and the potenti al
volatility and cost of external financing (see "South Africa Long-Term FC
Rati ng Lowered To 'BBB-'; LC Rating Lowered To 'BBB+ On Ongoi ng Weak G ow h;
Qutl ook Stable," published on June 13 2014).

We consider Santamto have a nmaterial exposure to South Africa. W generally
vi ew country exposure as material when investnents in a country's assets
(i ncluding soverei gn bonds and ot her assets) reach about 25%of its tota
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i nvestnents. Under our ratings criteria, sovereign risk is a key factor
i nfluencing the financial strength of insurers.

The ratings on Santam are two notches hi gher than the foreign currency

sovereign credit ratings on South Africa. This reflects several factors.

e The indicative stand-alone credit profile--our view of the conpany's
credi tworthiness before our assessnent of its exposure to sovereign
risk--is 'a'. W have revised this upward by one notch because we revi sed
our assessnent of Santamis enterprise risk nanagenent (ERM) to strong
from adequate with strong risk controls. W now have a positive view of
Santanmi s strategic risk managenent, which supports its capita
managenent, asset allocation, recent pricing initiatives, and catastrophe
ri sk nodeling.

e That said, the rating on Santamis capped at the local currency sovereign
rating on South Africa because of Santam s exposure to South African
assets and its liability profile, offset by its ability to pass our
foreign currency sovereign default stress test. As a result, the
stand-al one credit profile is two notches above the foreign currency
rating on South Africa (see "South African Insurer Santam'A-' Ratings
Affirmed Based On Criteria For Rating Above The Sovereign; Qutl ook
Negati ve," published on Feb. 20, 2014).

» Santam benefits frompositive regulatory capital and a liquidity ratio
t hat exceeds 100% even in the stress scenario associated with a
hypot heti cal South African foreign currency default. However, that
depends on it executing material, board-approved mitigation actions in a
timely manner.

e« As a non-life insurer, Santamis |ess sensitive to country risk. However,
the potential rating differential is constrained at two notches by the
| ocal currency sovereign credit rating. W do not consider that Santam
passes the local currency stress test, owing to its naterial exposure to
asset risk stenming from South Africa

e Santamis insulated fromits parent, Sanlam Ltd. This reflects Santanis
i ndependence fromits majority owner, as well as the benefits that stem
fromthe oversight of the South African regulatory framework, Santam s
i ndependent board of directors, and its sizable minority sharehol ders.

We expect Santamto post prem umgrowth of around 7% 8% per year over the next
24 nmonths and maintain its underwiting performance. It shoul d have a conbi ned
rati o of 94% 96% conbined with | ower expenses than its peers. W anticipate
that operating profits will be at |east South African rand (ZAR) 1.5 billion a
year over the sane period and investnment yield will be about 4% Capital is
likely to remain a relative weakness to the overall rating, although we expect
capital adequacy will remain within the 'BBB range. W expect the sovereign
downgrade may | ead to a weaker exchange rate, placing increased pressure on
clainms costs and increasing investnment portfolio volatility. This could | ead
to realized | osses. However, we anticipate that these exposures will continue
to be nanaged in line with Santanis existing appetite and tol erances.
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Outlook

The stable outlook on Santammrrors that on the long-termlocal currency
rati ngs on South Africa, reflecting our view that the ratings on Santam are
constrained at the level of the long-termlocal currency rating on South
Afri ca.

Downside scenario

We could |l ower the ratings on Santamif managenent actions increased Santani s
exposure to sovereign risk. This could result froma weakening in capital, a
greater weighting to |l onger-duration donmestic fixed-incone assets, or failure
to execute its investnment policy in a scenario of rising sovereign risk.
Similarly, we could lower the ratings if we considered that Santam s

i ndependence fromits controlling sharehol der is conprom sed to such an extent
that we no |onger consider it an insulated subsidiary, according to our
criteria.

Upside scenario
A positive rating action is unlikely in the next 12 nonths, given the recent
downgrade of South Africa, which constrains the rating on Santam

Stable
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e Group Rating Methodol ogy, Nov. 19, 2013

e Enterprise Ri sk Managenent, May 7, 2013
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Insurance Ratings Europe; Insurancelnteractive_Europe@standardandpoors.com

Conplete ratings information is available to subscribers of RatingsDi rect at
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this rating action can be found on Standard & Poor's public Wb site at

www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the followi ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mdscow 7 (495) 783-4009.
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